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Unilever CFO Jean-Marc Huët explains how the household products giant – whose 400 
brands include Marmite, PG Tips and a dozen that bring in a billion euro each – has 
turned to sustainability to drive up turnover and profits. See page 18

DEATH OF A DINOSAUR?
US president Barack Obama’s recent announcement of Jack Lew 
as Treasury chief provoked a slew of comment about Lew’s ‘loopy’ 
signature – which is likely to find itself printed on new dollar bills. Is 
it good enough for the notes, or should he, as suggested by The New 
York Times, work on a more legible version? The brouhaha takes us 
nicely to our cover feature this month, the future of the hard cash in 
our pockets.

Many futurists believe that a lot of  countries would benefit from 
ditching paper and metal as a means of  exchange. Harmless as 
cash may seem, they say, it is expensive to produce, especially 
disadvantageous for the poor, and a huge blessing for criminals and 
tax dodgers. With new methods of  payment coming on stream, 2013 
could be a pivotal year in the decline of  physical money.

In a complementary article beginning on page 15, we take a look at 
how trade in some eurozone member states – whether or not the single 
currency survives – is already taking place using old national currencies, 
alternative local currencies and virtual electronic currencies. 

Something else that may be on the way out is quarterly reporting. 
A high-profile UK report last year attacked the practice for promoting 
short-term thinking among investors and executives, and is backed 
up by a growing volume of  research. The European Union, for one, 
is thinking of  scrapping the quarterly requirement, and in the US an 
increasing number of  academics believe that quarterly reports do 
more harm than good. Read our feature beginning on page 26.

Turning to tax, we look at how the US Foreign Account Tax 
Compliance Act (FATCA), which has just come into force, is threatening 
to turn the world of  international tax management upside down. The 
act breaks new ground because while it started off  as purely a US 
initiative it has gained a lot more clout through its adoption by five 
European powers, as the story that starts on page 24 explains.

Lesley Bolton, lesley.bolton@accaglobal.com

PATENT PAIN
The explosion in 
patent numbers 
is more about 
lawyers looking 
for weapons than 
enterpreneurs 
looking for 
protection for 
their creativity
Page 22

HORN OF PLENTY
No other non-
energy economy 
in Africa can 
match the growth  
of Ethiopia, and 
as business 
expands, so does 
the demand for 
accountants
Page 34

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

RESEARCH AND INSIGHTS APP
The new release of our app explores finance 
function transformation, in particular shared 
services and outsourcing. To download it, visit 
www.accaglobal.com/riapp, or just search for 
‘ACCA Insights’ in the iTunes App Store
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01 The five-star 
Lough Erne hotel 

and golf  resort in County 
Fermanagh, Northern 
Ireland, is the venue for 
June’s G8 summit of  
world leaders 

02 Heaven help 
tourists visiting 

the Vatican who rely 
on plastic – it’s been 
cash only since credit 
cards were banned due 
to the city-state falling 
foul of  EU money-
laundering legislation

03Insurance firms 
counting the 

cost of  the Australian 
bushfires put property 
losses in Tasmania at 
more than A$42m

News in pictures6



04 Boeing’s 787 
dream turned 

into a nightmare when 
the majority of  the fleet 
was grounded. Aviation 
regulators worldwide 
ordered suspensions of  
Dreamliner flights over 
safety concerns

05Actor Gérard 
Depardieu, who 

played eccentric Russian 
monk Grigory Rasputin 
in a 2011 Franco-Russian 
film, was granted 
Russian citizenship after 
baulking at a proposed 
75% tax rate in his native 
France. Russia has a flat 
tax rate of  13%

06 President Barack 
Obama winked 

as he arrived to make a 
press statement on the 
passing of  the fiscal cliff  
deal, which will raise 
$620bn in tax revenue

07 Nigeria was due 
to provide 900 

troops to help a French 
intervention against 
Islamist rebels in Mali. 
They were to form part 
of  a West African force of  
more than 3,000. France 
has 800 soldiers in Mali 
and has carried out air 
strikes in the region
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INSECURE ABOUT SECURITY 
The human element is one of the biggest causes of 
information security risk, according to Deloitte’s Blurring 
the lines: 2013 TMT Global Security Study. Levels of third-
party involvement, the growth of mobile devices and cloud 
computing, and insufficient privacy protocols all increase risk. 

HAPPY 30th 
The internet quietly celebrated its 30th birthday 
on 1 January. It began life when the US defence 
department’s Arpanet network switched fully to an 
internet protocol suite communications system. Above are 
some figures rounded up by the UK’s Metro newspaper.

PERFECT PARTNERS AT THE TOP  
Traditional stakeholder relationships are still considered 
the most important by senior finance staff, according to the 
Finance leaders survey report: December 2012, published 
by ACCA and the Institute of Management Accountants. 
www.accaglobal.com/transformation
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9

www.accaglobal.com/transformation


AUDIT PROBLEMS GLOBAL
Problems with audits are consistent 
across the world, according to a 
global survey of  inspection findings 
published by the International Forum 
of  Independent Audit Regulators. 
Common weaknesses in audit include 
lack of  consistency and failure to 
identify root causes of  negative 
findings. Issues of  concern discussed 
between national inspection bodies 
include professional scepticism, 
group audits, revenue recognition and 
the role of  the engagement quality 
control reviewer. The report found that 
inspections of  international firms’ 
audits varied according to jurisdiction. 

KEEP CLEAR OF TAX STRAIN
Pressures on governments to increase 
tax revenues should not affect the 
approach taken by tax authorities, 
taxpayers and advisers, a meeting 
of  ACCA’s Global Tax Forum has 
concluded. Chas Roy-Chowdhury, 
ACCA’s head of  tax, explained: 
‘Accountants have an obligation to act 
within the law, a professional obligation 
to their clients and employers to act in 
their best interests, with competence 

and due care, as well as ethical 
obligations to act with integrity, 
objectivity. Only if  accountants advise 
clients and employers in a way that is 
lawful, competent and ethical will they, 
in ACCA’s view, be providing public 
value, by serving the client interest and 
the public interest at the same time.’ 
The meeting was attended by members 
from Hong Kong, mainland China, 
Malaysia and the UK. 

EU ENTREPRENEURSHIP PLAN
Europe needs more entrepreneurs 
and must build an economy in which 
entrepreneurial solutions are provided 
to meet major social challenges, 
according to an action plan published 
by the European Commission. It 
calls for a higher uptake of  digital 
technologies, in particular among 
SMEs. Rosana Mirkovic, head of  SME 
policy at ACCA, said: ‘ACCA fully 
supports the European Commission’s 
call on member states to create 
the right supportive environment to 
enable the millions of  Europeans 
willing to start a business to do so… 
The EU lags behind its competitors in 
entrepreneurial attitudes.’

BANKS DOUBT CONVERGENCE 
A large majority of  the world’s banks 
doubt there will be convergence of  
accounting standards for financial 
instruments, according to a survey 
from Deloitte. This is despite most 
banks favouring such convergence. 
Some 88% of  global banks believe that 
convergence is not on track, while 76% 
expect the scheduled 2015 timeline 
for finalising IFRS 9 – the standard for 
performance reporting and balance 
sheet positions – will not be met. As a 
result, banks are delaying their IFRS 9 
implementation plans.

IASB MAPS WORK PROGRAMME
There should be a period of  relative 
calm in the production of  IFRSs 
following a decade of  almost continuous 
change in financial reporting, according 
to a consultation conducted by the 
International Accounting Standards 
Board (IASB). Prioritisation for future 
work should focus on the conceptual 
framework, to provide a consistent and 
practical basis for standard setting. The 
IASB was also asked to make targeted 
improvements to standards to respond 
to the needs of  new adopters, to pay 
greater attention to the implementation 
and maintenance of  standards, and to 
improve the way in which it develops 
new standards, by conducting more 
rigorous cost-benefit analysis and 
problem definition earlier in the 
standard-setting process.

KPMG AUDITORS CHARGED 
The US Securities and Exchange 
Commission has charged two KPMG 
auditors in relation to what the 
SEC described as ‘a failed audit’ 
of  the TierOne Bank. The bank ‘hid 
millions of  dollars in loan losses from 
investors during the financial crisis 
and eventually was forced to file for 
bankruptcy’, said the SEC. Three bank 
executives have previously been charged 
by the SEC, with two settling the 
charges and action continuing against 
the third. The SEC alleges that KPMG 
partners John J Aesoph and senior 
manager Darren M Bennett failed to 
scrutinise estimates of  the bank’s 
allowances for loan and lease losses 

FAF HOLDS BACK ON IFRS 
The US Financial Accounting 
Foundation – the parent body of the 
Financial Accounting Standards Board 
and the Government Accounting 
Standards Board – has backed 
the proposal of the International 
Accounting Standards Board to set 
up an Accounting Standards Advisory 
Forum. However, it refused to support 
US adoption of International Financial 
Reporting Standards and said ASAF 
membership should not be restricted 
to standard-setters committed to the 
adoption of IFRS. 

The FAF said: ‘Although the pursuit 
of  a single set of  global accounting 
standards is a worthy objective, a more 
practical goal for the foreseeable future 
is to achieve highly comparable (but not 
necessarily identical) financial reporting 
standards among the most developed 
capital markets that are based on a 
common set of  international standards.’ 

10 News round-up



P26

ONLY PART OF THE WHOLE
Some critics of  quarterly reports go as far as to say that they are more damaging 
than high-profile corporate frauds, as they are vulnerable to accounting tricks 
which may conceal problems. We investigate the three-month issue.

appropriately, merely rubber-stamping 
the bank’s own estimates. A spokesman 
for KPMG said: ‘Our partner and senior 
manager look forward to presenting the 
facts in support of  the work that was 
performed at TierOne.’

STRONG GROWTH FROM GT
Grant Thornton International has 
reported revenue growth of  10.4%, 
to US$4.2bn, in the year ending 
September 2012. This was the largest 
revenue improvement of  any of  the 
larger firms. The firm’s headcount 
rose by over 14% to 35,809 people, 
operating in 124 countries. Advisory 
revenues grew by 18%, assurance 
by 11% and tax by 9%. The fastest-
growing region was Asia Pacific, where 
revenues increased by 33%. They rose 
by 20% in Latin America, 18% in the 
Middle East, 8% in Europe and 7% in 
North America.

KPMG REVENUES EDGE UP
KPMG’s global revenues rose by 1.4% to 
US$23bn, in the year ending September 
2012. Revenues grew by more than 20% 
in many emerging markets, including 
Argentina, Brazil, Chile, India and 
Turkey. They grew by over 10% in Africa 
and Indonesia, and 7% in the Americas. 
Advisory revenues grew by 8.3%, tax by 
6.3% and audit by 0.9%.

BESWICK SEC ROLE PERMANENT
Paul Beswick has been named the  
new chief  accountant of  the US SEC. 
He has been acting chief  accountant 
and has worked for the financial 
regulator since 2007. One of  his 
roles at the SEC was to evaluate the 
implications of  incorporating IFRS  
into the financial reporting system 
for US companies, leading to last 
year’s final staff  report that failed to 
recommend early IFRS adoption. The 
previous chief  accountant, James 
Kroeker, left the SEC in July last 
year and has now been appointed 
by Deloitte as its deputy managing 
partner for professional practice.

AFRICAN EXPANSION PREDICTED
African governments’ success in 
reducing their debts puts them 

in a strong position to grow their 
economies in the coming years, 
International Monetary Fund (IMF) 
managing director Christine Lagarde 
said during a visit to Malawi. State 
debts in Africa have fallen from an 
average of  over 100% of  GDP to under 
40% in the last 12 years. Governments 
have also succeeded in cutting inflation 
and more than doubling foreign 

exchange reserves. The IMF predicts 
growth in sub-Saharan Africa of  5.25% 
this year, rising to 6% in some of  the 
poorest countries.

GREECE ‘CONDONES EVASION’
European Union and IMF officials 
are reportedly angry that the Greek 
government is continuing to ‘condone 
tax evasion’. Last year Greece collected 
less than half  the tax income it had 
predicted and conducted fewer than 
half  the audits of  major taxpayers 
it had told foreign lenders it would 
perform. Reports from the EU and 
IMF conclude that €5.25bn of  overdue 
tax has not been collected, with at 
least 80% of  this uncollectable either 
because the debts are now too old or 
tax debtors are without funds.

GULF ISLAMIC ECONOMY PLAN
Proposals for an Islamic economy to 
be created in the Gulf  states to run 
alongside the traditional economy have 
been put forward by the prime minister 
of  the United Arab Emirates and ruler 
of  Dubai, Sheikh Mohammed Bin 
Rashid Al Maktoum. The objective is to 
make Dubai the capital of  the Islamic 
economy, in which it specialises in 

the provision of  Islamic banking, 
insurance, contract arbitration and 
the supply of  halal food products. The 
global Islamic economy is valued at 
around US$2.3 trillion. 

EGYPT SEEKS US$5BN IMF LOAN 
Egypt is negotiating with the IMF for 
almost US$5bn in emergency loans. 
A loan was provisionally agreed at the 
end of  last year but suspended when 
the political crisis resumed. Egypt’s 
foreign currency reserves are at a 
critical level, with the country running 
an unsustainable budget deficit and 
the currency having collapsed in value 
against the US dollar. 

Compiled by Paul Gosling,  
journalist

LEW FOR TREASURY SECRETARY 
White House chief of staff Jack Lew has 
been nominated by President Obama to 
become the new Treasury secretary. 

‘Over the past year, I’ve sought 
Jack’s advice on virtually every decision 
that I’ve made, from economic policy 
to foreign policy,’ said the president. 

Lew has been chief  of  staff  since 
January last year. He was director 
of  the White House’s Office of  
Management and Budget from 2010 
for President Obama, and from 1998 
to 2001 for President Clinton. He has 
also held senior management positions 
at Citigroup. 

Lew played a key role in averting the 
fiscal cliff  in the negotiations between 
the White House and Congress. His 
nomination reflects the need to resolve 
budget problems, including the 
potential breach of  the debt ceiling. Lew: key role in averting fiscal cliff
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G
old was once described as a 
barbarous relic by celebrated 
economist John Maynard 
Keynes. The same may now 

equally be said of the notes and coins 
that clutter our pockets. 

Many futurists believe that a lot 
of  countries would benefit from 
ditching paper and metal as a means 
of  exchange. Harmless as cash may 
seem, they say, it is expensive to 
produce, especially disadvantageous 
for the poor, and a huge blessing for 
criminals and tax dodgers. 

2013 could be a pivotal year in 
the decline of  physical money. Even 
smaller merchants, such as taxi drivers 
and handymen, are increasingly able to 
take payment by credit card, and the 
technology to support ultra-convenient 
transactions using mobile phones is 
developing fast. 

South Korea, Sweden and Japan 
are even openly debating the idea of  
abandoning cash altogether. There is 
a particularly high-profile campaign to 

ditch the filthy lucre in Sweden, which 
is, ironically enough, supported by 
Abba’s Björn Ulvaeus, co-writer of  the 
song ‘Money, Money, Money’. Sweden 
already holds the world record for the 
lowest volume of  cash in circulation at 
just 2.8% of  GDP, down a fifth since 
2007 and far lower than the average of  
8.5% for rich nations. 

In addition, the world may soon 
be treated to a graphic illustration 
of  the shrinking importance of  cash, 
according to Capital Economics. The 
consultancy argues that if  Greece exits 
the eurozone in a hurry the country 
could face a brief  hiatus before a new 
currency could be printed. ‘Although 
the likely temporary absence of  notes 
and coins does constitute a difficulty, 
it is not as serious as it might first 
seem,’ the firm’s founder Roger Bootle 
wrote recently in a prize-winning paper 
on how to break up the euro. ‘Cash has 
become less important over time.’ 

Even a brief  stint without notes and 
coins could advertise the appeals of  

going permanently cashless. So is the 
idea of  a world without notes or coins 
possible or desirable? 

There is already plenty of  evidence 
that cash is being used less in 
legitimate transactions. Over the 
past decade the number of  credit 
card transactions has nearly trebled, 
according to the European Central 
Bank. In 2011 alone, non-cash 
payments climbed by 5%. 

The US appears on a similar track. 
And in 2010, for the first time in 30 
years the US Treasury Department did 
not have to print any $10 bills, while $5 
bills were churned at the lowest level in 
a generation. 

Britain’s Payments Council, which 
is charged with ensuring the smooth 
functioning of  the payments system, 
says that in 2010 cash payments were 
15% less than in 2000. By 2050, the 
body predicts, cash will be used by only 
a minority of  payees. 

For the likes of  David Birch, a 
director at consultancy Hyperion 

What is the future of the cash in our pockets? 2013 could be a pivotal year in the decline 
of physical money as new methods of payment come on stream
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THE VOLUME OF CASH IN MANY NATIONS HAS 
BEEN RISING – PROBABLY BECAUSE THE ILLICIT 
DEMAND FOR NOTES IS ON THE RISE

Group, the retreat of  
cash is something 
to celebrate. ‘We 
need a post-
industrial form 
of  money,’ says 
Birch. Cash is 
so ubiquitous, 
he says, that we 
have become blind 
to just how limiting its 
drawbacks are. 

For a start cash is 
surprisingly expensive to print, 
transport, guard and process. 
The European Commission 
calculated in 2010 that the cost 

of  processing cash payments was as 
high as 2% of  GDP. And two years 
before, a McKinsey study had put the 
annual price tag for cash at something 
between €60bn and €100bn – and that 
was just the security, transport and 
production costs. 

The shortcomings don’t end 
there. ‘Cash is a tax on the poor,’ 
says Birch. He points out that when 
you hold money in cash you are 
essentially giving the government an 
interest-free loan. ‘Since poor people 
tend to use cash more, they suffer 
disproportionately.’ For the Federal 
Reserve in the US this generated a 

profit of  US$77bn in 2011 alone. 
While cash may be a curse for 

low earners, it is a positive boon for 
criminals. Although credit cards or 
internet payments are diminishing the 
appeal of  cash for most transactions, 
the volume of  cash in many nations 
has actually been rising. The most 
likely explanation is that the illicit 
demand for notes has been on the rise. 

The clearest example of  this is the 
surging popularity of  the US$100 bill, a 
favourite store of  value and medium of  
exchange for criminals across the globe. 
Some three billion of  these bills were 
printed by the US government in 2012, 

the highest level since 
records began and 
three times more 
than in 2006. Ditching 
cash would be a blow 

to criminals everywhere. 
‘Of  course, criminals 

could find workarounds,’ 
says Ron Shevlin, a 

consultant at Aite. ‘But it 
would make life far harder 

for criminals, since electronic 
transactions leave a trail.’
Notes also support a more 

routine form of  dishonesty. Taking 
payment in cash is the easiest 

way to avoid paying tax for a 

large swath of  workers, including 
builders, handymen, nannies, tutors 
and gardeners. In a dematerialised 
monetary system, tax collection would 
become far easier.

Meanwhile, technology is making 
it more convenient to pay with cards 
or over the internet for even small 
transactions. An increasing number of  
debit cards can now be used simply 
by the user waving them over a reader. 
In Britain alone around 19.6 million 
of  these contactless cards have been 
introduced, with around 73,000 
terminals to support them. Transport 
systems too are increasingly shifting 
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SMART  WALLETS 
COULD AUTO-SELECT 
THE BEST PAYMENT 
METHOD, SHUNNING 
CREDIT CARDS WITH 
THE HIGHEST RATES 
OF INTEREST

to prepaid cards such as Oyster on 
the London public transport network, 
which further reduces the need to carry 
around cash. 

In the US free devices from Intuit 
and Square allow even lone traders to 
take payments by credit card. These 
companies offer free card readers 
and then take roughly a 2.7% slice of  
each transaction. Such devices have 
been soaring in popularity. In addition, 
PayPal, which now has 100 million 
account holders, makes it easy for 
individuals to exchange money – long a 
bastion of  cash transactions. 

Nor is this just a trend in rich nations. 
Kenya, in particular, has been leading 
the way. An impressive 15 million 
Kenyans now use M-Pesa, a service that 
enables customers to pay without cash. 
Michael Joseph, a former chief  executive 
of  the company that pioneered M-Pesa, 
admits to joking with the nation’s central 
bank governor that he will soon no 
longer need to print cash. 

Meanwhile ‘smart wallets’ promise 
to make electronic payments even 
more appealing. These systems would 
allow consumers to pay by using 
mobile phones or simply by typing in 
a phone number and adding a security 
code. The real joy of  this innovation, 
which is being pioneered by the likes of  
Google, PayPal and Square, is that the 
software would automatically select the 
best method of  payment. The system 
would avoid taking cash from accounts 
if  it might trigger overdraft penalties 
and shun credit cards with the highest 
rates of  interest. On the flip-side, 
cards with generous reward schemes 
would be given preference. This has the 

potential to totally overshadow cash in 
terms of  convenience and efficiency. 

Of  course, a cashless utopia does 
not appeal to everyone. Shevlin, author 
of  Aite’s report on the cashless society, 
believes that older citizens will cling 
to cash. His report showed that 81% 
of  baby boomers in the US were not 
cutting back on their use of  notes and 
coins, and about a fifth were actually 
using cash more than a couple of  years 
before. At the current rate of  decline, 
Shevlin points out, the US will still be 
using cash in 200 years’ time. 

Even the most ardent futurists admit 
that cash won’t disappear any time 
soon. But cash looks like eventually 
sharing the fate of  gold, becoming ever 
less relevant as a medium of  exchange. 
Over the coming decades, paying with 
notes and coins is likely to become a 
minority activity. 

Christopher Alkan, journalist based in 
New York
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T
he euro may be the currency of 
Spain but many of its people 
have retained a fondness for 
its predecessor, the peseta. 

Unlike other eurozone countries such 
as France and Italy, Spain has never 
set an exchange deadline for pesetas. 
It is still possible to convert them 
by taking them to the Bank of Spain 
in the capital city of Madrid, where 
they were exchanged for around €14m 
during 2011 at the same rate that 
applied at the launch of the euro in 
2002: one euro for 166.38 pesetas.

According to Bank of  Spain, an 
estimated €1.7bn in pesetas remains 
unaccounted for. So in a bid to 
improve trade, businesses in the 
Galician fishing village of  Mugardos 
decided to accept the old national 
currency as well as the euro. Locals 
were encouraged to dig out their old 
pesetas and spend them, and during 
2012 the initiative proved so successful 
that other Spanish towns including 

Villamayor de Santiago and Salvaterra 
de Miño have done the same. 

‘It has been a surprising success,’ 
reports Pablo Pino, president of  the 
Association de Commerçants Unes in 
Salvaterra de Miño. During the first 
few weeks of  ‘Operation Peseta’, locals 
used more than one million pesetas to 
buy coffee, perfume, televisions and 
numerous other goods and services. 
All of  the traders in the town were 
given a software package that enabled 
them to recalculate their prices and to 
give change in euros – which simplified 
bookkeeping and taxation. 

While initiatives such as ‘Operation 
Peseta’ are rare, there are many 
businesses across Spain that have 
yet to completely forsake the peseta. 
It is not unusual to see both the 
euro price and the peseta price 
displayed next to goods on shelves 
and printed on receipts. 

Spain is not the only eurozone 
country to eschew the euro. Over 

the past year or so, alternative local 
currencies have been introduced in 
Italy, Portugal, Germany and more 
than a dozen French towns and cities. 

Vive la différence
Toulouse has the Sol-Violette, 
Villeneuve-sur-Lot has l’abeille, 
Romans-sur-Isère has la mesure, 
Finistère has the Héol and Pézenas 
has introduced l’occitan. ‘We have 
created a complementary currency 
parallel to the euro that works only 
here, for our community,’ explains 
Jean-François Marques, shop owner 
and l’occitan founder. But elsewhere, a 
project is also underway to introduce 
an alternative currency – the ‘eusko’ –
throughout the entire Basque region.

Across the Mediterranean Sea 
in Greece, the city of  Volos has 
also introduced an alternative local 
currency, the TEM, or topiki enallaktiki 
monada. Like many of  the other 
alternative currencies, the TEM is 

FAREWELL THE EURO?
Whether or not the single currency survives, 
trade in some eurozone member states is 
already taking place using old national 
currencies, alternative local currencies 
and virtual electronic currencies



part of  a membership scheme that 
supports a local bartering community. 
Some of  its 1,000 or so members are 
unemployed while some operate local 
businesses; they can both buy and sell 
numerous goods and services using 
just TEMs or mixed with euros – with 
one TEM equivalent to one euro. 

‘We are challenging the big system,’ 
says Yiannis Grigoriou, TEM co-founder 
and manager of  social services at the 
Volos municipal council. Members join 
the system by opening a TEM account 
online, where TEMs are accrued or 
debited to reflect the transactions that 
take place between members. But the 
TEM is more than a virtual currency: 
the scheme uses vouchers similar 
to cheques and recently launched a 
system that allows people to pay for 
their purchases via SMS (text message). 

Since starting the TEM, Grigoriou 
and other members have been asked 
to help set up similar networks in 
more than 50 other Greek towns 
and cities that also want to start 
their own barter system. The Greek 
parliament has also helped to support 
the spread of  bartering by passing 
a law to encourage ‘alternative 
forms of  entrepreneurship and local 
development’, and by giving official 
non-profit status for tax purposes to 
bartering networks such as the TEM 
scheme in Volos.

Tax rules
The tax rules on barter transactions 
vary from country to country across 
the world, within the European Union 
and in the eurozone, and they are 
clearer in some jurisdictions than 
others. In the UK, Ireland, Spain and 
most European countries, all business-
to-business barter transactions 
are liable for tax; but even in these 
countries the use of  bartering (and 
online barter systems) is increasing, 
as it enables businesses to use stock 
and skills to finance purchases and 
conserve their cash.

Such systems can also be a route 
to new customers and suppliers. ‘We 
are seeing a lot more activity than in 
previous years,’ says Jaime Martínez, 
director of  acambiode.com, a bartering 

website for the Spanish-speaking world 
plus Italy and Portugal. The site has 
expanded rapidly since the financial 
crisis hit: its 67,000 Spain-based users 
alone take part in pure barter or part-
cash deals worth an average of  €5,000 
per transaction that add up to a total 
business worth nearly €10m each year.

Huge international barter sites such 
as Bartercard and Ormita are also 
expanding, as are those with a national 
focus, such as Tradefirst.ie, which is 
Ireland-based. Like the more localised 
barter schemes spreading across 
Europe, most online barter platforms 
boast members from all sectors of  
business and commerce (including 
professional accountancy firms); many 
(but not all) use alternative currencies, 
or ‘common tender’, that are not 
controlled through a central bank or 
sovereign government.

Ormita bases trades on traditional 
currencies and also uses the WOCU 
world currency unit (a composite 
currency derivative based on the 
world’s top 20 economies), and 
Tradefirst has its own dedicated 

currency, the Trade Euro (TR€) which 
is tied in value to the euro. But while 
this simplifies tax and accounting 
on transactions, it does not address 
thorny issues such as how the fiscal 
value is set for goods and services, 
and what can be done to ensure that 
it is always as close as it should be to 
the market price.

When this is considered, along 
with tax authorities’ difficulty in 
policing local barter schemes and 
their alternative currencies, there 
may be room for doubt about how 
much any of  them actually benefit 
regional or national economies. So 
it remains to be seen if  any of  these 
alternative currencies can actually 
replace rather than supplement the 
euro, or develop the long-term traction 
that the WIR has (see box). Panos 
Skotiniotis, mayor of  Volos, sees the 
euro and TEM co-existing: ‘We support 
it because it is a good way out of  
the economic and social crisis, not a 
replacement for the euro.’ 

Lesley Meall, journalist

The global economic crisis may have spawned numerous alternative 
currencies, but there is nothing new about either of these things. The 
Wirtschaftsring-Genossenschaft (WIR) was founded in Switzerland back 
in 1934 to help small and medium-sized businesses that were struggling 
to cope with the currency shortages and global financial instability caused 
by the great global depression. 

The WIR ‘unofficial’ currency was used to support a bartering system, 
so that members of  the scheme could trade with each other without using 
real cash. But the WIR system was such a success that it quickly spread 
throughout Switzerland, and the WIR Bank was given an official licence from 
the national authorities. So while the Swiss franc has the currency code CHF, 
the WIR code is CHW.

WIR began as a not-for-profit entity, but now operates as the co-operative 
WIR Bank Genossenschaft. It aims to ‘encourage participating members to 
put their buying power at each other’s disposal and keep it circulating within 
their ranks’, to generate additional sales volume – but it also provides its 
60,000-plus members with business accounts and credit, mortgages and 
other ‘traditional’ banking services.

  *BANKING ON ALTERNATIVE CURRENCIES
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W
hatever time of day you’re 
reading this, chances are 
you’ll have already used 
some Unilever products. 

Persil, Sure, Dove, Timotei, Knorr, 
Domestos, Marmite, Magnum and 
Flora are just some of the 400 or 
so household-name brands owned 
by the €46.5bn-turnover consumer 
goods giant.

If  you have a cup in your hand you 
might even be drinking one now. The 
world’s biggest seller of  packet tea, 
Unilever’s brands also include PG Tips, 
Lipton and Brooke Bond. The list of  
familiar products, of  which it sells 170 
billion every year in over 190 countries, 
goes on and on.

Listed on the London, New York 
and Amsterdam stock exchanges, the 
company – which started life in the 
1890s as Sunlight Soap manufacturer 
Lever Bros, from where it developed 
something of  a philanthropic flavour 
to its business – is ranked as the 57th 
largest in world in the 2012 FT Global 
500 league table.  

Its CFO is Jean-Marc Huët, a 43-year-
old Dutchman, born in England and 
raised in Switzerland. A senior member 
of  the management team and sparring 
partner to the chief  executive, he heads 
up a 5,500-strong finance function and 
holds an MBA from INSEAD. 

BRAND 
MASTER
Unilever CFO Jean-Marc Huët explains how the products 
giant – whose 400 brands include Marmite and PG Tips – 
is using sustainability to drive up turnover and profits

In 2010 he moved to Unilever from 
biopharmaceutical giant Bristol-
Myers Squibb, where he had been 
CFO – before that he was CFO at Dutch 
babyfood company Royal Numico. 
Since taking up his current role he 
has made significant changes to the 
finance team and played a leading 
role in driving Unilever towards what 
he describes as ‘the sweet spot of  
consistent growth, profitable growth 
and competitive growth’. 

So where to start with such a huge 
role? The standard journalistic opening 
gambit of  ‘what’s in your in-tray?’ is 
met with a grin as he points to an 
empty tray on his super-tidy desk, 
followed by a quick flash of  the inbox 
on his smartphone, empty apart from 
those emails – a dauntingly large 
number – that have arrived since the 
beginning of  the interview. 

‘I have so much I need to filter 
through, that my aim at the end of  the 
day is to have an empty in-tray, which 
is a way of  working on dealing with the 
masses of  information I accumulate 
each and every day.’ This also helps 
him feel in control.

Huët says it’s important to spend 
time thinking through his diary. ‘In an 
uncertain world, what is at the top of  
my in-tray changes and I’m constantly 
reassessing how I spend time. How I 

do this is crucial. I could spend my 
time – the whole day – with third-party 
consultants, bankers and the like, but I 
wouldn’t get anywhere.’

Ready to move
Agility is also something he sees as 
vital on a corporate level. ‘We’re in 
a very volatile, complex world, so it 
is much more difficult to forecast 
today than ever before. So it’s more 
important than ever to be flexible, to 
be agile and to have reliable systems.’

He doesn’t see the economic climate 
stabilising. ‘The last five years have 
been incredibly volatile. The next 
five will continue to be so. That’s our 
planning assumption.’

So can you plan at all? ‘It’s very 
difficult,’ says Huët. ‘You need to make 
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However, Unilever also has a firm 
long-term strategy. In 2010 it set out 
its Sustainable Living Plan, which 
sets out a 10-year journey towards 
sustainable growth. It focuses not just 
on environmental issues, but also on 
social issues like nutrition, health, 
hygiene and waste. 

Targets include sourcing 100% of  
raw materials sustainably and helping 
one billion people improve their health 
and wellbeing. Another includes 
halving the environmental footprint 
of  its products, linking to the stated, 

and very ambitious, aim of  Unilever to 
double its size without increasing its 
environmental impact.

A more detailed business strategy, 
‘the Compass’, launched in 2009, 
focuses on bringing its strategy to life 
through branding, people policies, 
market development, innovation and 
research and development. 

‘The next 12 months are very much 
about being in years three and four of  
the journey we’re on at Unilever. It will 
be about implementing the initiatives 
we’ve already kick-started, making sure 
they have the impact they should do.’

Discipline, rigour, robust systems, 
and real-time information are all vital, 
he says. ‘It requires strategic thinking 
and alignment with an organisation as 
complex and global as us.’

‘WE’RE IN A VERY VOLATILE, COMPLEX WORLD, SO
IT’S MORE IMPORTANT THAN EVER TO BE FLEXIBLE,
TO BE AGILE AND TO HAVE RELIABLE SYSTEMS’

sure that you’re much closer to the 
organisation, so that you know which 
levers to pull, when and how.’

For a company like Unilever, says 
Huët, this requires a CFO who is close 
to the operations and understands the 
nuts and bolts, which necessitates a lot 
of  travel. More than 40% of  Unilever’s 
turnover comes from Africa and Asia, 
a third from the Americas and around 
a quarter from Western Europe. He is 
away from Unilever’s iconic Thames-
side London headquarters for about a 
third of  his time. 
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The CV
2010

Joined Unilever as CFO. 

2008
Senior vice president and CFO, 
Bristol-Myers Squibb. 

2003
CFO, Royal Numico, a babyfood 
manufacturer.

1999
Executive director, Investment 
Banking Services, Goldman Sachs 
International.

1993
Analyst, becoming associate, 
Investment Banking Division, 
Goldman Sachs International.

1991
Commercial manager, Clement 
Trading, Italy.

Sustainability, says Huët, is central 
to this, and should not be dismissed as 
a ‘side concept’. ‘Sustainability drives 
profitable growth.’ 

Brandishing an analyst presentation 
entitled ‘Sustainability and savings 
leverage’, he starts to explain with 
conviction what he describes as the 
‘virtuous circle of  growth’. 

He starts with sustainability-led 
growth, pointing to consumer-facing 
innovations such as its Pureit water 
filter, which provides safe drinking 
water in areas where supplies are poor, 
without the need for electricity or gas. 

Sustainability also opens up new 
markets and joint initiatives with 
customers, such as a campaign 
with Tesco called ‘A better future 
starts at home’. Retailers rather than 
consumers, he points out, are the 

He says he’s spent an ‘inordinate 
amount of  time’ improving the Unilever 
finance function since he joined, 
changing the jobs of  around 70 of  his 
top 100 people ‘to get the right people 
into the right function’.

Connecting the dots
His team is headed by a group of  five 
– FINEX, short for finance executive 
– through which he runs things and 
drives change. ‘One represents what we 
could call the outside world – the head 
of  IR and M&A. Another represents 
the balance sheet – the treasurer. 
Another the countries, and another 
the categories. Then there is internal 
audit, because risk management is so 
important.’ Under that is a group of  
around 20, who form the wider team.

‘Finance connects all the dots, 
be it from a category perspective, 
the geographies, the functions, the 
outsourcing. I don’t really want to use 
the word “powerful”, but it’s a very 
integrated function, which really drives 
change throughout the organisation.’

Outsourcing and shared services, he 
says, are used where appropriate. ‘We 
don’t blindly outsource everything. We 

company’s direct customers. Tesco, 
Walmart and others, he says, believe 
that sustainability is important, so 
Unilever is working with them.

He then points to cost savings, such 
as reduced packaging, sustainability-
driven factory design and the efficiency 
of  transport and other logistics. 
‘These are tangible ways in which 
sustainability can actually drive your 
cost base down.’

The final point is risk management. 
‘This is in terms of  our reputation, 
our ability to secure supplies, avoid 
stranded assets and the like.’ 

So where does the finance team 
fit in? ‘I spend a lot of  time just on 
people. It could be hiring new people. 
It could be succession planning. It 
could be agility and effectiveness. But 
people and capabilities are critical.’ 
Not an accountant himself, Huët sees 
professional qualifications as very 
important, although they have to be 
supplemented by wide experience 
and confidence. ‘If  you don’t have the 
qualification, at least have the self-
confidence to understand what may 
be a blind spot and do something 
about it,’ he adds.

‘IT IS FOR FINANCE TO DRIVE OUR VIRTUOUS CIRCLE
OF GROWTH BECAUSE WE ARE THE ONES WHO CAN
BEAR THE MESSAGE OF WHAT WE ARE TRYING TO DO’
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The tips
*‘Always remain healthily 
unsatisfied.’ 

*‘Take risks: risk is opportunity. 
Be happy feeling a little 
uncomfortable sometimes, because 
that’s when you’re learning.’

*‘Don’t think too much about your 
career in the future. I sometimes 
see young people spending too 
much time thinking about life being 
a game of chess. Hopefully you’re 
just in a context where the more 
you put in, the more you take out. 
People need to know you, then 
you’re given opportunities.’ 

*‘Celebrate when you’ve slipped 
on a banana! When you’ve made a 
mistake, demonstrate to yourself, 
more than anybody else, how you’ve 
learnt from it. To build scars is 
critical. I have lots of scars.’

The basics
UNILEVER 

179,000
Number of Unilever staff, spread 
across around 100 countries.

11.5%
Increase in turnover – to €25.4bn – 
enjoyed by Unilever for the first half 
of 2012. Operating profit was €3.4bn.

35m
Number of cups of PG Tips drunk 
every day, enough to fill six Olympic-
size swimming pools.

53%
Percentage of business from emerging 
markets.

12
Number of Unilever brands that 
generate more than €1bn a year.

drive global scale to get leverage and 
efficiency, but at the same time we 
need local intimacy.’

He sees a central role for finance 
in Unilever’s sustainability strategy. 
‘I believe it is for finance to drive our 
virtuous circle of  growth because 
we are the ones who can bear the 
communication, the message and 
context of  what we are trying to do.’

Finance people, he says, are able to 
make the trade-offs in budgeting and 
forecasting that are needed. ‘There 
are going to be certain initiatives 
which may be more expensive, but are 
more sustainable.’ 

They also manage the KPIs. ‘Finance 
plays a huge role in the collecting of  
the data, its integrity and making sure 
that we can really monitor the KPIs, 
which is a massive piece of  work.’

Sustainability, he says, inspires 
people because they really want to 
work in it and think about sustainability 
and finance together. Getting finance 
people involved is not a problem.

Unilever currently produces separate 
annual and sustainability reports, 
but is considering whether it should 
produce a combined report in the 
future. A quarter of  its sustainability 
KPIs are already audited, which Huët 
says has been very time-intensive. 
But more assurance is planned.
Integrated reporting, he says, is a 
good development. ‘But we’re also very 

realistic. This is not something that 
can happen overnight and we need to 
understand who our audience is.’

Pressure points
So what of  his own role? ‘I think the job 
of  CFO today is more challenging than 
ever before, internally and externally. 
You need to operate both on a level 
of  operational detail and strategically 
higher up. There are pressure points 
from everywhere.’ Weekend tennis 
games, he says, are not just for fun, 
but to help him withstand the stress 
and pressure.

He will not be drawn on the length 
of  this working week, other than to say 
he has a ‘patient wife’. But he makes 
sure he is present for important events 
in the life of  his family – he has three 
children under the age of  eight. 

Does Huët have any advice for his 
fellow finance professionals? 

‘As the world is more connected, 
the ability for people to work well 
in different cultural environments is 
hugely important, as is having the 
required sensibilities around diversity 
and inclusion, and being able to 
be comfortable in grey areas in an 
uncertain world.’

Governments, he says, need to 
understand ways in which they can 
collaborate, because objectives over 
the long term must be aligned. ‘Their 
focus seems to be more on re-election 
than long-term strategy. But I say that 
with all humility because at the end 
of  the day I try to sell Marmite and 
Colman’s Mustard.’

Chris Quick, editor-in-chief
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A
pple is one of America’s most 
beloved companies. Its many 
fans therefore cheered when 
a jury awarded the company 

US$1bn in damages after Samsung 
replicated some of the ideas that went 
into Apple iPhone. 

While it is true enough that some 
features of  Samsung’s smartphones 
bear an uncanny resemblance to 
Apple’s trailblazing product, the 
judgment is seen by many experts as a 
sign that the patent system has got out 
of  control. 

Among the design features to which 
Apple laid claim in its lawsuit was 
that of  a rectangular computer with 
rounded edges. Keith Maskus, 
professor of  economics at the 
University of  Colorado in Boulder 
and author of  Private Rights and 
Public Problems, says: ‘Twenty 
years ago this would have been 
considered too vague an idea to be 
worthy of  being awarded a patent. 
The patent system has now become 
so overprotective of  inventions that it 
risks undermining competition and so 
hurting consumers.’ 

While the problem is most acute in 
the litigious US, Europe and Britain are 
also starting to succumb to the same 
disease. 

There is, though, a funny side to 
patent inflation. A few years ago the US 
authorities awarded a patent for heart-
shaped cheese slices. Another creative 
soul now has a 20-year monopoly on 
the idea of  a lollipop that turns into a 
drinking straw. 

But in the realm of  technology and 
medicine, rampant patent inflation 
is less of  a laughing matter. Michele 
Boldrin, a patent specialist at the 

University of  Washington in St Louis, 
says: ‘Most modern hi-tech devices or 
new software make use of  hundreds 
or even thousands of  patents. As 
a result new products are almost 
inevitably going to tread on somebody 
else’s toes. This is a huge problem 
for innovative new companies and a 
bonanza for lawyers.’ 

The US patent office has been 
increasingly willing to grant monopolies 
for ever more vague and general ideas.  
In 2010, the

 

understaffed US Patent and Trademark 
Office granted 220,000 patents, a 31% 
increase on the previous year. It’s also 
a roughly four-fold increase on the 
early 1980s. 

Boldrin says: ‘If  this reflected an 
explosion of  creativity, that would 
be a great sign. Sadly, if  you look at 
productivity in the US economy it has 
actually slowed over the past decades 
from about 5% a year to an average of  
closer to 1% a year since the 1980s. If  
tighter intellectual property protection 

were a spur to innovation, then we 
might have expected to see exactly  
the reverse.’

Critics also say the system is no 
longer about protecting inventors. A 
new species of  patent predator has 
emerged – the ‘patent troll’. Usually 
made up of  lawyers and engineers, 
patent troll enterprises do not produce 
any goods but just collect patents by 
the hundreds and even thousands. They 
then prowl the marketplace in search 
of  companies that have accidentally 
breached their patents. 

Tim Lee, a scholar at the libertarian 
Cato Institute, says: ‘These trolls 
have become a huge public menace. 
It’s not just that they cost legitimate 
businesses a fortune in legal fees, 
they can also scare them away from 
producing certain goods altogether.’ 

The economic cost may have 
amounted to about US$500bn in the 
US since 1990, according to a study 

by Boston University academics. The 
problem is also getting more acute, 

totalling an average of  US$83bn 
annually over the past four years. Even 
a slightly lower figure that measures 
pure legal costs of  around US$29bn 
a year would amount to about 10% 
of  the US$247bn spent every year on 
research and development. 

‘The true damage may be even 
higher since it is impossible to measure 
the effect of  lost innovation,’ says 
Steven Markovich, who is producing 
a study on patents for the Council on 
Foreign Relations. Giant companies like 

PATENTLY ABSURD 
The development of intellectual property law in the mature economies is threatening 
to stifle innovation through patent inflation and the emergence of patent trolls

A FEW YEARS AGO THE US AUTHORITIES AWARDED 
A PATENT FOR HEART-SHAPED CHEESE SLICES
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The sincerest form of flattery: an Apple 
iPhone IV (left) and a Samsung Galaxy II

Google and Apple can usually protect 
themselves by buying up patents. When 
threatened with legal action they can 
often countersue, producing patents 
their rival is abusing. Markovich says: 
‘For big companies there is often a kind 
of  mutually assured destruction. But 
many smaller companies have simply 
been scared away from producing new 
products because there are too many 
legal trip wires.’ 

Software is a particular problem. 
Around 62% of  US patent lawsuits 
involve software. A growing number 
of  academics say software – already 
protected by copyright, which protects 
the literal text of  a code – should not 
also be shielded by patent, which is 
intended to defend broad ideas. 

Lee says: ‘You can make a case that 
pharmaceuticals should get patents, 
since they can cost billions of  dollars 
to test and develop. Software, by 
contrast, can often be written very 
quickly and cheaply.’ 

So how did the patent system go 
awry? Boldrin believes that rich nations 
got carried away by the myth that 
patents always encourage innovation. 
He explains: ‘Patents are actually a 
form of  monopoly that prevents other 
people from getting into a market.’ 

While this can be useful when 
an inventor has made a major leap 
forward, when the cost of  development 
has been very high and when the 
invention is easy to copy, we have 
made a ideological leap, says Boldrin. 
‘Instead of  viewing patents as a 
monopoly, we have taken to viewing 
them as intellectual property and as a 
form of  ownership.’ 

Even in areas like pharmaceuticals, 
where patent protection is often 
necessary to help companies recoup 
the huge cost of  development, patents 
are being abused. Big drug companies 
have become remarkably successful at 
extending the life of  patents on lucrative 
drugs beyond the standard 20 years, 
according to Marcia Angell, author of  
The Truth About Drug Companies and 
senior lecturer at Harvard Medical 
School. For a start she argues that 

many of  the medicines developed 
were really the product of  taxpayer-
supported research. When patents 
come up for expiry, drug companies can 
often find a new use for their medicine 
and convince the authorities to extend 
their exclusive right. 

So what can be done to fix the 
situation? Boldrin is worried that this 
problem has become ever more global. 
‘Europe and Britain have been drifting 
in the US direction,’ he says. ‘They 
would be wise to avoid this course.’ 

Fixing it
On the bright side, the US has already 
started to fix some of  the defects of  
its system, in part through the recent 
America Invents Act. The law allows 
rival companies to challenge trivial 
patents even after they have been 
officially granted. It will also boost 
the resources available to the patent 
office and so reduce the tendency of  
overworked officials to rubberstamp 
patents which have little real merit. 

But experts believe far more needs 
to be done. For a start the standard 
20-year life of  a patent is too long for 
many industries, according to Maskus. 
He says: ‘In fast moving industries like 
software and micro-electronics, many 
technologies are superseded after just 
18 months, so a 20-year monopoly is 
an absurd anachronism.’ 

The fact that nations like China, 
India and Brazil – the rising giants of  
the global economy – are so far less 
wedded to the idea of  an ultra-strict 
patent system is encouraging. These 
countries may help push the world 
back towards a slightly better balance, 
some experts believe. 

‘But the excesses of  the patent 
system have developed over decades,’ 
says Boldrin. ‘The first step is to stop 
things getting any worse. Rolling the 
system back will be a difficult and 
arduous process.’ 

Christopher Alkan, journalist based in 
New York
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I
t is a testimony to the continuing 
power of the US marketplace, 
even in today’s multi-polar world, 
that the controversial US Foreign 

Account Tax Compliance Act (FATCA) 
has so much influence. Indeed, with 
key US trade partners adopting many 
FATCA provisions themselves, the 
act is going global and giving the 
US taxman the power to nullify the 
advantage of offshore for tax evaders.

The act was approved in 2010 and 
came into force on 1 January 2013. 
From the start of  2014 participating 
foreign financial institutions (FFIs) 
will have to report to the US Internal 
Revenue Service (IRS) the balances, 
receipts and withdrawals pertaining to 
the accounts of  US citizens or be hit by 
a 30% withholding tax on income from 
US financial assets.

EUG5 buys in
And if  that scope was not international 
enough, the UK, France, Germany, 
Italy and Spain (the EUG5) last year 
joined with the US to set up a new 
model international tax agreement 
based on FATCA compliance. Japan 
and Switzerland quickly followed suit. 
At the end of  last year, Washington 

announced it was in negotiation with 
over 50 countries to sign up to FATCA. 

FATCA sets up a system for 
automatic information exchange 
between governments. Taxpayers 
who use foreign bank and brokerage 
accounts and the like to hide deposits 
and transactions from their own tax 
authorities should take note: the world 
is about to get much smaller.

Some aspects of  this development 
are surprising. For years governments 
have tried to stamp out tax evasion 
and bank secrecy either by acting from 
the top down – through multinational 
bodies such as the European Union 
– or by pressuring target countries 
individually with sanctions. Both 
approaches have had mixed fortunes. 

FATCA breaks new ground because it 
started off  as a purely US initiative but 
has gained clout through its adoption 
by the five European powers, which has 
set off  a chain reaction. This has been 
widely interpreted as a victory for the 
US Treasury at a time when FATCA had 
run into a wall of  hostile comment from 
US expat taxpayer groups, financial 
institutions and business media.

A lot has still to be decided but 
there should be no doubt that FATCA 

is legislation that goes straight to the 
very crux of  the matter. 

Richard Murphy, founder of  the Tax 
Justice Network, says: ‘FATCA does 
something that we’ve been demanding 
for a long time, which is automatic 
information exchange between 
governments. The only problem with 
FATCA is that it only applies between 
the US and the rest of  the world and 
not between the rest of  the world and 
the rest of  the world.’

World to follow suit
That may come, of  course. Chris 
Tragheim, partner in financial services 
with responsibility for FATCA at 
Deloitte, says: ‘People are thinking 
there’s a possibility that these FATCA-
type models will be used by countries 
for exchanges of  information between 
them. I’d put it this way: there’s an 
increasing desire to have information 
exchange between regulatory 
authorities and this is a significant 
step towards it. We expect continuing 
moves forwards. It’s not necessarily 
that FATCA is the absolute model but it 
would be a step towards that.’

Central to the US-EUG5 model is an 
intergovernmental agreement between 
the signatories, which will be developed 
by the Organisation for Economic 
Cooperation and Development 
(OECD). Pascal Saint-Amans, director 
of  the Centre for Tax Policy and 
Administration at the OECD, says that 
privacy is a key question. ‘If  your laws, 
your domestic legislation, protects 
or organises secrecy to protect the 
customer of  your financial institutions, 
how can you allow them to report 
directly to the IRS?’ he asks.

The intergovernmental agreements  
provide for this by allowing the FFI to 

SHRINKING THE  WORLD
The US Foreign Account Tax Compliance Act (FATCA) has just come into force – and is 
threatening to turn the world of international tax management upside down

A new model international tax agreement designed to improve cross-border 
tax compliance and boost transparency was agreed in July 2012 by the US and 
the so-called EUG5 countries – the UK, France, Germany, Italy and Spain. The 
model will allow implementation of FATCA through automatic exchange of data 
between governments, reduce compliance costs for financial institutions and 
provide for reciprocity. 

FATCA is designed to prevent US citizens hiding assets from the Internal 
Revenue Service by holding them in offshore accounts with foreign financial 
institutions (FFIs). FATCA requires FFIs to identify such account holders and to 
disclose their balances, receipts and withdrawals to the US. 

For more on FATCA, see Accounting and Business, May 2012, page 42.

   *FATCA
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SHRINKING THE  WORLD
pass the data to its own national tax 
authority, which will then send it to 
Washington under certain conditions. 
Saint-Amans explains: ‘The automatic 
exchange of  information includes a 
number of  safeguards in terms of  
the protection of  the information 
which must remain within the tax 
administration and cannot be used for 
other purposes.’

For Europe’s bankers FATCA 
nevertheless raises a host of  questions. 
In a letter to the US Treasury in April 
2012 the European Banking Federation 
(EBF) said the FATCA changes would 
‘need to be prepared and organised at 
group level with multiple cross-border 
implications. Such a process will require 
18 to 24 months to implement.’ 

A major problem is that the legal 
framework for the intergovernmental 
approach is provided by bilateral tax 
treaties. Unpicking and rewriting these 
will demand an often protracted period 
of  ratification. The EBF is not alone in 
believing it ‘unrealistic’ to expect such 
ratification by FATCA’s initial effective 
date of  1 January.

Not so fast
The EBF letter went on: ‘The 
negotiations with the EUG5 countries 
on legal conflicts and sovereignty-
related issues may further defer the 
release of  guidelines applicable to FFIs 
located in partnership countries.’ 

The EBF called on the US for a 
transitional period during which all 
FFIs in affected jurisdictions could 
adapt their systems while the full 
FATCA requirements were waived. 
The EBF wants such a waiver to 
extend beyond the EUG5 and the 
transitional arrangements to include 
FFIs in territories engaged in active 

discussions about 
achieving FATCA 
partner status.

Clearly the position of  FFIs 
in partnership countries appears 
to need clarification. The EBF 
pointed out: ‘Those FFI groups 
operating in partnership 
countries which 
have limited 
affiliates in 
jurisdictions 
not covered 
by partnership 
agreements will face an 
untenable and substantial risk of  non-
compliance if  the legal challenges in 
these jurisdictions are not resolved. 
If  this is not addressed by the end of  
2015, this would pose a major risk to 
the compliance of  the entire FFI group 
and would jeopardise the FATCA status 
of  all the partnership territories.’ 

The EBF called on the US to consider 
further transitional relief  arrangements 
for the envisaged withholding 
requirements to give FFIs operating in 
these jurisdictions the necessary level 
of  certainty.

Other organisations representing 
FFIs have also protested to Washington 
about aspects of  FATCA. Many are 
unhappy about the timetable, which 
Tragheim calls ‘aggressive’. These and 
other questions will be covered at a 
special FATCA conference in Rome this 
month organised by the EBF, which US 
Treasury officials will attend.

What effect is the automatic 
exchange of  information between 
governments likely to have on tax 
evasion? Murphy thinks it could be 
dramatic: ‘When there’s automatic 
information exchange, when people 
know that the details of  their 

income, the details of  
their assets, are going 

to be declared to their 
domestic tax authority, then this 

information gets on a tax return. In 
the US the evidence is that when a 
source of  income is automatically 

notified to the IRS, there’s an 
over 90% probability 
that it’ll turn up on 
a tax return. When 

there’s a source 
of  income that’s 
not automatically 

notified, there’s a 50% chance 
that it will be incorrectly declared – in 
the wrong amount or not at all.’ 

Secrets exposed
Murphy adds: ‘In the UK about half  
of  all the tax returns of  self-employed 
people understate their income. What 
FATCA is saying is the US taxman is 
going to get that information from the 
source, so you might as well put it on 
your tax return. This is already creating 
waves around the world where people 
will say if  you can give this data to the 
US, you can give it to us. This really 
will shatter the secrecy of  tax havens.’

There have been some moves by 
the US Treasury to limit the impact 
of  FATCA following a wave of  furious 
protest by US taxpayers. Thresholds 
have been raised so as to exclude 
pre-existing accounts of  US$50,000 or 
less for individuals and US$250,000 
or less for pre-existing entity accounts, 
and other reporting requirements 
have been moderated. But the model 
agreement by the EUG5 may have set 
FATCA off  on a global momentum that 
could prove unstoppable.

Alan Osborn, journalist
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I
t is normally assumed that 
when it comes to information, 
investors can never get enough. 
Transparency is thought a 

cardinal virtue in financial markets. 
Yet the idea that companies should 
have to release financial results every 
three months is coming under attack 
across the globe. 

Last year a British government 
report into equity markets attacked 
the practice for promoting short-
term thinking among investors and 
executives. Lead author and Oxford 
University economist John Kay says 
that when it comes to data ‘less may 
mean more, and more may mean less’. 

He is supported by a growing 
volume of  research. Some scholars 
even argue that quarterly reports 
are more damaging than high-profile 
corporate frauds, such as Enron. 
Such concerns are filtering through to 
politicians. The European Union, for 
example, is thinking of  scrapping the 
quarterly requirement, and in the US 
an increasing number of  academics 
believe that quarterly reports do more 
harm than good. 

The US model
Compulsory quarterly reporting 
originated in the US in the early 1970s. 
Where Uncle Sam has led, many other 
parts of  the world have followed. 
In 2004 the European Commission 
compelled companies to publish 
interim management statements. 
South East Asian nations have also 
moved in this direction, with only less 
developed emerging markets trailing. 

Many still believe the US accounting 
model is the right one. Annual reports 
alone make it hard to keep tabs on a 

company’s performance, advocates 
argue. Ulla-Martina Bauer FCCA, a 
senior manager at BDO in Germany, 
and a member of  ACCA’s Global Forum 
for Corporate Reporting, says that 
infrequent reporting can also give an 
unfair advantage to those closest to the 
company. ‘Quarterly reports give the 
public a better understanding of  how 
the company is performing throughout 
the year and that might help prevent 

insider dealing,’ she says, speaking in 
her personal capacity.  

Given such compelling arguments, it 
might seem odd that quarterly reports 
are falling out of  intellectual favour. So 
why are they? 

The most basic charge levelled 
against quarterly reports is that they 
add far less value than is commonly 
assumed. Mark Hanson of  investment 
research company Morningstar, says: 
‘Companies can employ a variety 
of  accounting tricks to give the 
impression of  smooth earnings, which 
can sometimes conceal underlying 
turbulence.’ The tricks include 
tweaking allowances for losses or 
postponing maintenance on buildings 
or equipment. 

Quarterly reports can also fail to 
reflect the long time horizons of  many 
businesses. Kay points out: ‘For many 
companies, investments take years to 
come to fruition, which makes these 
short-term updates often irrelevant.’ 
One example is the oil industry, where 

it can often take over five years to bring 
a deep sea well into production after 
its initial discovery. 

The deluge of  information is not 
just useless but actively damaging, 
according to Kay. ‘Even investors who 
know that a piece of  information is 
irrelevant may feel compelled to act on 
it, especially if  they think others will 
do so,’ he says. ‘As a result there is 
usually a flurry of  activity around the 

time of  quarterly releases.’ 
And while stock turnover generates 

commissions for the banks it depletes 
returns for pension funds and other 
investment institutions. ‘This is all bad 
news for investors,’ says Kay. 

Value sacrificed
Perhaps more importantly, the 
requirement for quarterly reports can 
hinder corporate performance. This 
goes far beyond the strain that updates 
place on a business’s accounting 
function. Since company stocks can 
slide sharply if  quarterly earnings 
disappoint the market, executives may 
sacrifice long-term value so they can 
meet expectations. 

A 2006 survey of  400 CFOs revealed 
that 80% said they would decrease 
discretionary spending on research 
and development, advertising and 
maintenance to hit an earnings target. 
More shocking still, 55% said they 
would delay starting a new project, 
even if  that meant sacrificing value. 

THE LONG GAME 
Quarterly reports promote short-termism, are vulnerable to manipulation and can even 
lead to corporate value destruction – or so the latest thinking goes

‘CFOs APPEAR TO BE WILLING TO BURN REAL 
CASHFLOWS FOR THE SAKE OF REPORTING 
DESIRED ACCOUNTING NUMBERS’ 
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No place for a quick buck: the huge 
capital investment required to overcome 
the technical challenges of constructing 
an offshore oil rig such as this floating 
Shell platform off the coast of Alaska is 
one of the key reasons for the time needed 
to achieve ROI in the sector being 
measured in years rather than months

‘Chief  financial officers appear to be 
willing to burn real cashflows for the 
sake of  reporting desired accounting 
numbers,’ the report concluded. The 
main motivation was a belief  that even 
one earnings miss could damage a 
company’s reputation with the market. 
Executive heads tend to roll after a few 
such disappointments. 

The report’s authors, Professor 
John Graham and Professor Campbell 
Harvey of  Duke University and 
Professor Shiva Rajgopal of  the 
University of  Washington, concluded 

that this practice destroyed more 
value for shareholders than headline-
grabbing fraud cases such as the 
implosion of  WorldCom. 

‘Much media attention is focused on 
a small number of  high-profile firms 
that have engaged in earnings fraud,’ 
their paper said. ‘We assess that the 
amount of  value destroyed by firms 
striving to hit earnings targets exceeds 
the value lost in these high-profile 
fraud cases.’ The report put the lost 
value at around US$150bn a year in 
the US, equivalent to two Enrons. 

These striking conclusions were 
backed up by a June 2011 paper 
by Professor Jurgen Ernstberger of  
Ruhr University Bochum. He also 
demonstrated that companies will 
forgo long-term rewards to avoid losing 
face with investors in the short term. 
He found examples of  companies 
offering bigger discounts to consumers 
to lift short-term sales, despite being 
aware that doing so would damage 
long-term profitability. 

By other means
A strong case can also be made 
that investors would not be giving 
up information of  any great value if  
quarterly releases were abandoned. 
In October 2011 the European 
Commission declared that ‘investor 
protection is already sufficiently 
guaranteed’ by businesses having to 
reveal any market-moving information 
immediately to the market. In the UK 
alone, for example, there were 133 
profit warnings in the first half  of  
2012, according to Ernst & Young data. 

Most experts agree there are some 
companies and sectors in which 
frequent updates are essential. The 
fortunes of  a fashion retailer, for 
example, can shift quickly depending 
on the appeal of  each season’s line. 

But there is plenty of  evidence to 
suggest that quarterly reporting is 
counterproductive. ‘If  we want an 
investment culture that really focuses 
on long-term value, we need to give 
up the idea that all companies should 
be forced to update their figures every 
three months,’ says Kay. 

Christopher Alkan, journalist based in 
New York
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N
atural capital – derived 
from biological diversity 
and ecosystems as well as 
natural resources – has huge 

importance for business and society. 
Biodiversity and ecosystems give rise 
to ‘ecosystem services’; these include 
access to food and water, protection 
from threats such as floods and 
disease, recreational opportunities, 
and services like photosynthesis 
that maintain conditions for life 
on Earth.

These benefits have enormous value 
for society and business. Conserving 
forests, for example, avoids greenhouse 
gas emissions worth US$3.7 trillion. 
The loss of  pollination services from 
bees in Britain could cost the UK 
economy an estimated £1.8bn. 

However, as highlighted in a new 
report, Is natural capital a material 
issue? by ACCA, KPMG and Fauna 
& Flora International, the benefits 
are rarely considered by companies, 
due to the traditional focus on 
financial measurement for determining 
materiality. As a result, biodiversity and 
ecosystem services (BES) issues are 
rarely included in annual reports and 
accounts.

Some existing financial reporting 
standards, such as those relating to 
agricultural or intangible assets and 
impairment, can be applied to natural 
capital. However, in practice, many 
significant risks and opportunities are 
unquantified, cannot be easily valued 
and are excluded. 

Nevertheless, there are signs of  
change. A handful of  companies in 
sectors with high environmental impact 
are now reporting in substantial detail 
on BES. In addition, some businesses 
are exploring new valuation techniques; 
mining giant Rio Tinto, for example, is 
testing the use of  economic valuation 
of  environmental impacts in informing 
its business decisions. 

Calls to action 
CFOs and accountancy professionals 
have an important role to play in 
developing new valuation, accounting 
and reporting approaches. CFOs, for 
example, need to engage with experts 
to understand the extent to which 
their organisations depend on natural 
capital – including the degree to which 
company revenues, costs and going 
concern status rely on it, directly and 
indirectly. CFOs should also:

* ensure that risk and materiality 
assessments consider natural 
capital;

* work with finance teams to develop 
the skills and capacity for accurate 
assessment of  corporate impact or 
dependence on natural capital;

* disclose material natural capital 
impacts and dependencies, guiding 
the development of  robust 
disclosure and assurance systems 
to ensure data quality;

* educate other board members on the 
importance of  BES within key 
management and strategic decisions;

* consider whether natural capital can 

be incorporated into financial 
accounts, and engage with standard-
setters on how current accounting 
standards can be improved;

* engage with other organisations, 
such as the International Integrated 
Reporting Council (IIRC), which want 
to develop tools to account for 
natural capital; and

* consider how tools used by other 
companies could be applied to their 
own operations.

Accountancy professionals are also 
encouraged to engage with experts, to 
follow and track new guidance, and to 
call on accountancy standard-setters to 
provide guidance specifically on how to 
address natural capital within annual 
reports and accounts and sustainability 
reports. Accountants could contribute 
to the development of  natural capital 
accounting methodologies, piloting new 
approaches with clients and sharing 
their experiences with regulators. 

Such work needs to take place now. 
Biodiversity and ecosystem services 
are already in decline globally. In the 
50-year period to 2050, the costs of  
cumulative losses of  ecosystem services 
are estimated to be equivalent to 7% of  
gross domestic product. As the world’s 
population grows, so the risk of  BES 
losses will continue to increase.

Is natural capital a material issue? 
can be found at www.accaglobal.com/
accountability

Rachel Jackson is ACCA’s head of 
sustainability

VALUING NATURE
Awareness of the importance of natural capital to business and society is growing, but 
corporate reporting must evolve to meet information needs, says Rachel Jackson
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Comment30

Corporations sometimes pollute 
rivers, destroy forests and generate 
dangerous gases without reporting 
any of the costs that such errant 
behaviour may ultimately incur. The 
United Nations (UN) has explained 
(for example, in the 1987 Brundtland 
Report) why business managers 
should consider the effects of their 
decisions not only on finance, but also 
on social systems and natural capital. 

Business decision models must 
recognise how those decisions will 
affect natural capital, despite the 
effects not being material on reported 
profits. ACCA’s recent report Is natural 
capital a material issue? (see feature, 
page 28) is welcome because it 
highlights concerns about current 
business decision-making practices. 

However, attempting to make 
companies put a value on natural 
capital in their financial reports may 
not be the best way forward.

The problem
Society is structured so that many 
organisations cannot exist unless they 
make profits. Managers are aware of  
this, but most managers might agree 
that it is wrong to:

*pollute streams and the sea;

*�pollute/destroy arable land so that 
little will grow on it;

*�pollute the air and in so doing affect 
people’s health;

*add to the world’s carbon emissions; 

*add to global warming; 

*add to ozone depletion;

*destroy forests;

*�destroy fish and other natural  
food-stocks;

*�drive many species of  plants and 
animals to extinction;

*�pass on to the next generation a 
degraded natural environment.
Depleting or destroying natural 

capital in these ways usually results 

Immeasurably important
[Businesses must start to recognise that natural capital is a material issue whether or not it is 

assigned a financial value in their annual report, argues Martin Kelly FCCA

from business activities undertaken 
in order to increase profits. While 
the ACCA report suggests that in 
accounting terms ‘a material issue 
is largely defined as one that has 
a significant financial impact on 
corporate activities’, the natural capital 
destruction listed above typically 
never appears in financial reports; it is 
invisible to people who are trained to 
view the world financially.

 
Valuing natural assets in the 
financial accounts
It is interesting to examine the efficacy 
of  financial reports in discharging 
their more traditional role. The 2011 
working paper of  the International 
Integrated Reporting Committee, 
referring to financial reports, observed: 
‘The small percentage of  market value 
now explained… [is] down to 19% in 
2009 [for the S&P 500] from 83% 
in 1975. The remainder represents 
intangible factors…’

Do we wish to introduce further 

estimates and complications to 
financial reports? It would be difficult 
to provide comparable natural capital 
figures for all financial reports that all 
interested parties would agree were 
fair. The ACCA report itself  declares: 
‘Studies undertaken… showed that 
corporate reporting on biodiversity is 
largely qualitative in nature…’

The argument that what cannot be 
quantified cannot have influence is an 
absurd one. A fishing company could 
decide not to fish within the habitat 
of  an endangered species. Would it 
be worth estimating how much the 
company’s total fish catch declines in 
value as a result, or what the value of  
public relations benefits are? Would 
everyone agree?

Most managers are aware of  such 
disastrous outcomes as those listed 
above. Surely they will avoid such 
outcomes, even without valuations, 
because it is the right thing to do. Or 
should managers do the right thing 
only when it can be justified financially? 
If  we cannot trust senior managers 
to behave responsibly, we must re-
educate them away from the hegemony 
of  the current market model or suffer 
the consequences. 

ACCA’s report is welcome because 
it challenges its readers to address an 
issue that everyone, for the time being, 
can choose to ignore. The longer the 
issue is ignored, the more difficult it 
will become to sustain natural capital. 
It is undeniable that natural capital is 
a material issue in our world. It must 
be recognised as such, and the related 
problems be addressed, whether or 
not the problems are quantified and 
appear in financial reports.

Martin Kelly FCCA is an ACCA 
ambassador in New Zealand and 
associate professor, accounting, at 
Waikato Management School



Comment

Twenty years ago, the CFO was a 
finance, accounting and control 
expert. Today, most research points 
to an expanded CFO role as business 
partner and strategist. 

More specifically, beyond the finance 
role three other typical CFO types 
have evolved, according to a recent 
study by McKinsey: the generalist, with 
highly honed operational skills; the 
performance leader, with a strong track 
record in business transformation 
and business analytics; and the 
growth champion, with significant 
experience in M&A, external networks, 
independent thinking and strategic 
insight, often gleaned through working 
in professional services firms. Each 
company places a different weight 
on the value of  these skills sets. 

But have regulators, 
standards setters and other 
accounting/finance-related 
organisations recognised 
that the CFO’s purview has 
expanded beyond financial 
compliance and control? 

According to an ACCA/
IMA report released in 
October 2012, they have 
not. It says that CFOs will 
continue to be challenged 
by the tug of  war between 
their role as senior 
strategist and business 
partner and the increasing 
demands placed on them by 
greater compliance, control and 
regulatory complexity. 

Six major International 
Accounting Standards Board 
(IASB) projects came into force 
this January – IAS 19, Employee 
Benefits, IFRS 9, Financial 
Instruments, IFRS 10, Consolidated 
Financial Statements, IFRS 11, Joint 
Arrangements, IFRS 12, Disclosure 
of Interests in Other Entities, and IFRS 

Crushed by compliance
[It’s a tall order for CFOs to engage with the construction of business frameworks and the evolution of 

standards while also acting as an effective business partner and strategist, says Ramona Dzinkowski

13, Fair Value Measurement. There 
will also be a host of  exposure drafts 
amending major standards, including 
financial instrument impairment, 
hedge accounting, insurance contracts 
and leases, as well as the appearance 

of  interim standards for rate-regulated 
activities and revenue recognition. 

In the US, the Committee of  
Sponsoring Organizations of  the 
Treadway Commission (COSO) released 
a major update to its risk management 
framework which many SOX 404 
filers have adopted. It is now under 
revision and is expected to be ready for 
(voluntary) implementation in 2013. 

The Global Reporting Initiative (GRI) 
will be launching its fourth generation 
of  guidelines for sustainability 
reporting, and the final version of  
the Society for Human Resource 
Management’s guideline for reporting 
human capital metrics will also likely 
be forthcoming in 2013. 

Meanwhile the International 
Integrated Reporting Council (IIRC) 
has released the integrated reporting 
framework. The prototype is out, a 
formal consultation draft will be 
released in April, and the aim is for a 
final version in December. 

These are just a few examples of  
compliance and control-related 
initiatives that will land on the 
CFO’s plate in 2013. 

Sure, improving standards 
and the regulatory environment 
is crucial, and forward thinking 

in many important areas of  
disclosure and control is necessary 

for business management to evolve, 
but how is it possible for the CFO, 
particularly in SMEs, to remain 
strategic under the weight of  all this 
new direction? 

McKinsey echoes the sentiments of  
many CFOs today in asking where it 
will all end and pointing out that ‘It’s 

unproductive to stretch the role too far 
and unreasonable to expect a CFO to 
be good at everything.’ 

Ramona Dzinkowski is an economist 
and business journalist
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Every accountant’s mission 

[Driving forward business sustainability  
will be a critical task in the year ahead,  
says ACCA president Barry Cooper

I would like to take this opportunity to send you all best 
wishes for the Chinese New Year, which is now celebrated 
around the world. The Year of the Snake will be an 
important one not only for China and Asia, but for the whole 
world given the region’s economic importance and influence.

One of  the key areas that Asian organisations will need 
to look at more closely, in common with their counterparts 
around the world, is how prepared they are to adopt a more 
sustainable approach in their operations. It’s important 
not just for how environmentally friendly businesses are 
perceived to be now, but for future generations too, which 
may have to pay a high price for any lack of  global action.

ACCA recently published a report, The green economy: 
pushes and pulls on corporate China, which asks whether 
corporate Asia is ready for the green economy. It concludes 
that the next few years will be critical ones in the shift to a 
more sustainable economy in Asia. All stakeholders will have 
to work together if  sustainability is to be successfully adopted. 
Governments will need to promote green growth; investors 
will need to incorporate environmental, social and governance 
considerations into their decision making; and companies 
will need to develop goods and services that minimise their 
environmental and social impact. 

What was good to see from the report is that the business case 
for sustainability is gaining momentum in Asia and that leading 
companies are integrating sustainability into their corporate culture 
and decision-making processes. They are already seeing the benefits 
not only in terms of  lower dependency on natural resources, but also 
in increased sales; customers from around the world are looking at 
sustainability issues before they make decisions about when, where 
and from whom to buy.

As accountants, you are well placed to help businesses and the 
wider economy they operate in to measure, manage and report 
on their environmental and social impact, and to enable more 
organisations to adopt green practices. I wish you every 
success in this critical mission.

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

The green economy 
is available at www.
accaglobal.com/
accountability
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Cape Town, South Africa

Q How has volatility in the 
German economy been shaping 
the professional services sector?
A Business uncertainty and the 
speed with which recessions 
and boom phases develop 
mean that businesses here 
need qualitative, reliable 
advice more than ever. Among 
corporates, there’s a greater 
demand for problem solutions 

that encompass and integrate a host of  specialist 
disciplines – not just within their German operations 
but internationally, too. 

Q What has changed for the technology start-ups 
sector since the heady days of the dotcom boom?
A Some similarities remain, such as the full 
pipeline of  new ideas and the availability of  
capital. What’s new is today’s technology 
landscape, with more than two billion people 
online and the ridiculously low costs to found a 
startup today. Startups are also changing the 
competitive landscape and are threatening the 
business models of  old, big conglomerates. They 
have agility, speed and are prepared to review and 
reinvent their business models. 

Q Which characteristics are becoming more 
essential for finance professionals to succeed?
A It’s the ability and confidence to challenge 
longstanding beliefs and practices that sets some 
people apart. Ten years ago, few would have agreed 
that it was possible for big banks to collapse, or 
for European governments to effectively become 
bankrupt. It’s critical to maintain a fresh mindset, 
generating new ideas and seeking the perspectives 
of  those on the frontline, as well as colleagues from 
other functions. Think out of  the box, ask ‘why’ more 
often and forget everything you learned at university.

FIRM FACTS
Coverage 8,400 employees, 20 locations 
Revenue €1.26bn revenue (audit €580m, tax 
€309m, advisory €374m)
Clients Advisers and auditors for two-thirds of  
DAX30-listed companies, more than a quarter of  
MDAX-listed companies, and mid-sized businesses

PCAOB CRITICISES AUDITS
The US Public Company Accounting 
Oversight Board (PCAOB) is 
concerned about the number 
and significance of  deficiencies 
identified in its review of  firms’ 
2010 audits of  internal controls. 
PCAOB also warned that the number 
of  deficiencies subsequently 
increased in 2011. The most 
common deficiencies identified for 
2010 were that auditors failed to 
identify and sufficiently test clients’ 
controls put in place to reduce the 
risk of  material misstatement, nor 
were management review controls 
sufficiently tested. Other weaknesses 
included the lack of  sufficient testing 
of  system-generated data, and 
procedures for vetting the work of  
others were insufficient. In addition, 
control deficiencies were not 
sufficiently evaluated, nor were their 
impacts on the audits of  financial 
statements and internal controls 
sufficiently considered.

EY LAUNCHES AFRICA TAX DESK 
Ernst & Young has launched an 
Africa global tax desk in Beijing to 
provide advice to Chinese companies 
investing in Africa. It is led by Rendani 
Neluvhalani, EY’s international tax 
services partner, who moves from her 
role as Pan-African ITS partner, based 
in South Africa. She has also worked in 
the firm’s international and structured 
finance team in London. Walter Tong, 
EY’s Greater China tax leader, said: 
‘Demand for tax advice on Chinese 
investments into Africa is increasing 
and we are committed to helping our 
clients as they expand their operations 
in this region.’

The view from: 
Germany: Ivan Lukanov ACCA, 
manager (Advisory), M&A Transaction 
Services, KPMG, Frankfurt

33 Practice The view 
from Ivan Lukanov of 
KPMG; Ethiopia is rich 
with opportunities for 
accountants

37 Corporate The view 
from Izabella Maczkowska 
of Wavin; Mongolia’s 
mining industry takes off

33Practice



‘IN TERMS OF THE SIZE OF OUR ECONOMY, 300 
PROFESSIONAL ACCOUNTANTS ARE A DROP IN 
THE OCEAN. WE NEED THOUSANDS MORE’

The economic potential of Ethiopia, 
whose 85 million people make the 
country second only to Nigeria as 
Africa’s most populous, is beginning 
to be realised. While Ethiopia is 
still a poor country, with a GDP per 
capita of US$1,100, its economy has 
been expanding at around 7%, which 
is faster than any other non-energy 
economy in Africa. 

This growth is yielding substantial 
opportunities for the accounting and 
auditing sector, according to Netsanet 
Tsegaw, head of  ACCA Ethiopia. ‘The 
economic growth is benefiting our 
industry, as it calls for a well-run 
financial sector,’ he says. ‘There is 
definitely a need for more accountants 
and auditors, which is leading to huge 
opportunities for the sector.’

While agriculture still accounts for 
around 50% of  the country’s GDP, 60% 
of  its exports, and 80% of  its 
employment, a number of  
manufacturing and services sectors are 
expanding rapidly, and huge 
infrastructure projects are under way. 
The prime minister Hailemariam 
Desalegn is expected to continue 
policies inherited from former prime 
minister Meles Zenawi, who died last 
August after governing for 20 years.

One-party worries
While domestic and foreign investors 
have concerns about the country being 
a de facto one-party state – the ruling 
party and its allies won 99.6% of  
parliamentary seats in 2010 – these 
are being outweighed for now by the 
government’s industrialisation policies.

As far as the accounting sector is 
concerned, Tsegaw says that ACCA 
membership has been growing at a 
modest rate over the past decade, and 
is around 300 currently. However, he 
believes this will increase significantly 
over the next few years. 

‘In terms of  the size of  our economy, 
300 professional accountants are a 
drop in the ocean,’ he says. ‘We need 
thousands more professional 
accountants and auditors. The demand 
for qualified accountants is increasing 
enormously and is evidenced by the 
growing number of  adverts for jobs 
that require ACCA Qualification.’ 

Tsegaw says there are only around 
70 auditing firms in Ethiopia, with 
most headed by ACCA-qualified 
accountants. Deloitte and Ernst & 
Young now operate in Ethiopia.

Ethiopia also has around 400 
members of  the Ethiopian Professional 

Association of  Accountants and 
Auditors (EPAAA), who provide basic 
accounting services to the public. They 
are not required to hold a professional 
licence but must meet academic and 
experience requirements set by 
Ethiopia’s Office of  the Federal Auditor 
General (OFAG). 

Tsegaw says that the country’s 
impending adoption of  International 
Financial Reporting Standards (IFRS) 
should boost the number of  Ethiopia’s 
accountants and auditors. A bill first 
proposed in late 2010 would require all 
businesses (private and state owned) 
to use the IFRS for SMEs standard 
(except for larger companies deemed 
to be public interest entities, which will 
be required to comply with full IFRS) 
and for all auditors to use International 
Standards on Auditing (ISAs). The bill 
is awaiting approval. 

Meanwhile, companies listed on the 
Ethiopia Commodity Exchange (ECX) 
already have to use IFRS for SMEs 

while those in the banking and financial 
sector must use full IFRS. A directive 
issued two years ago by Ethiopia’s 
Charities and Societies Agency also 
requires charities to prepare their 
accounts using internationally 
accepted accounting principles.

Tsegaw says the new financial 
reporting legislation is expected to 
become law soon. ‘The transition will 
happen – and professionals and 
companies need to prepare for it,’ he 
points out. ‘Here at ACCA Ethiopia we 
are working with employers and 
educational institutions to ensure 
accountants and auditors have the 

skills to help facilitate the changes 
required for IFRS to be finally adopted.’

Tsegaw says that ACCA Ethiopia has 
been working on professional 
development initiatives covering areas 
such as financial reporting, tax 
administration, professional ethics and 
corporate governance. He says that 
ACCA will continue to provide 
professional development initiatives for 
its members and other financial 
professionals together with EPAAA and 
other local professional bodies, public 
institutions, developmental agencies 
and corporates. 

Birberssa Demisse Amda, EPAAA 
board chairman and managing partner 
of  Ethiopian firm ASGB Partners, says 
that a transition to IFRS ‘will be 
challenging, but not too difficult, as 
about 80% of  practising accountants 
and auditors in Ethiopia have studied 
ACCA and therefore IFRS’. 

Zemedeneh Negatu, managing 
partner at EY Ethiopia, says that 

Ethiopia coming of age
With one of the largest populations in Africa and an economy booming without any help 
from oil, Ethiopia is looking like a land of opportunity for accountancy professionals
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Ethiopia’s economy is based on 
agriculture. In 2010 the government 
unveiled a five-year growth and 
transformation plan to achieve some 
ambitious development goals.

GDP – real growth rate:
7.5% (2011 estimated)

GDP – per capita:
us$1,100

GDP – by sector:
Agriculture 46.6%
Industry 14.5%
Services 38.9%

Budget:
Revenue us$5.355bn

Expenditure us$5.988bn

Taxes and other revenues:
17.2% of  GDP

Source: CIA World Factbook

            *ETHIOPIA FACTS
Ethiopia’s current lack of  reporting 
standards may even help. ‘In some 
other countries such as the US, which 
already uses its own GAAP, there has 
been huge resistance to transition to 
IFRS,’ he says. ‘By contrast, Ethiopia 
does not have officially mandated, 
widely implemented international 
accounting standards or its own local 
GAAP, which should make it relatively 
simple to adopt IFRS.’

IFRS should also improve 
professional practice. ‘The current way 
of  accounting is based on practices 
rather than standards,’ says Demisse. 
‘This means that there are no formally 
documented accounting standards, 
and there are different reporting 
standards at the moment. The lack of  
uniformity is a real problem.’

Solomon Gizaw Kebede, partner at 
Ethiopian firm HST, which is part of  
Deloitte East Africa, says that the lack 
of  common reporting standards has 
contributed to a business culture that 

puts little value on accountants and 
auditors. ‘Generally companies only 
use accounting and auditing services if  
they have to – for example if  a 
company participates in a bid,’ he 
says. ‘Usually, company auditors are 
selected purely on the basis of  their 
fee rather than what they can offer, and 
this has led to a lot of  unhealthy 
competition. For example, some audits 
are offered at between US$100 and 
US$200 for a full audit, even for a 
medium-size company.’

Negligible fees
Negatu adds: ‘Audit fees in Ethiopia 
are extremely low even by African 
standards, which discourages long-
term investment in capacity building 
in the profession. Some of  the biggest 
private banks in the country pay their 
external auditors annual fees the 
equivalent of  only US$6,000, which is 
not even sufficient to cover the audit 
firm’s out-of-pocket expenses.’

Agriculture remains the mainstay of the economy: rural home surrounded by trees
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‘USUALLY, COMPANY AUDITORS ARE SELECTED 
PURELY ON THE BASIS OF THEIR FEE, AND THIS HAS 
LED TO A LOT OF UNHEALTHY COMPETITION’

In addition to the impending 
financial reporting legislation, the 
Ethiopian government is encouraging 
the formalisation of  businesses by 
facilitating business registration, using 
technology to improve the tax system, 
and updating and revising the 
commercial code. The government is 
also preparing to launch a corporate 
governance code, which will be 
designed to guide companies in 
administering their affairs. 

It is hoped these measures will also 
help tackle corruption, easing 
widespread concerns among both state 
and private companies in Ethiopia. The 
country was ranked 113th out of  176 
in Transparency International’s 2012 
Corruption Perceptions Index.

A report by the international 
Anti-Business Corruption Portal 
published in October last year pointed 
to endemic corruption in the 
government’s handling of  several 
aspects of  the national finances. 
According to the report, ‘It is not 
uncommon for government tenders to 
be discontinued after bids are received, 
re-released several times without being 
filled, or awarded to bidders with 
strong links to the government and 
ruling party with little to no 
transparency in these processes.’ 

The report also noted that 
companies owned by the ruling party 

and government officials consistently 
evade customs and excise laws. It 
added: ‘Practices of  corruption are 
increasingly taking the form of  
private-to-private corruption whereby 
private companies yield procurement 
contracts to other private companies in 
return for bribes.’ 

Progress
However, the report did identify some 
progress, in particular through an 
internationally backed Construction 
Sector Transparency Initiative (CoST) 
Ethiopia. CoST focuses especially on 
the public disclosure of  information, 
while an assets and property 
registration law, introduced in March 
2010, requires government officials 
and their relatives to register their 
assets and properties.

Another key challenge may be the 
regulation of  Ethiopia’s accounting and 
auditing sector itself. Currently, OFAG is 
responsible (with the Audit Service 
Corporation) for auditing Ethiopia’s 
government-owned companies, and also 
handles the licensing and control of  
accountants and auditors in the country. 

A member of  Ethiopia’s accounting 
and auditing sector, who wishes not to 
be named, says OFAG cannot carry out 
both these tasks: ‘The problem is that 
OFAG’s main responsibility is to audit 
government spending, which means it 
doesn’t pay full attention to the 
licensing of  accountants and auditors. 
It doesn’t have proper certified 
personnel for the licensing, so it isn’t 
really capable of  regulating the sector.’ 

He says the lack of  regulation is a 
further disincentive for companies to 
use accountants and auditors: ‘The 
sector would benefit if  it was properly 
regulated, as it would be valued a lot 
more. Lack of  regulation means we are 
not benefiting from Ethiopia’s economic 
growth as much as we otherwise would.’

He adds that the capacity of  
Ethiopia’s tax authority is another 
concern. ‘This is very limited because 
there is no proper accounting 
framework for it,’ he says. ‘It can’t be 
resolved until there is proper record-
keeping, as in other countries.’

Jonathan Dyson, journalist based in 
Addis Ababa

Stairway to commerce: China’s 
engagement in Africa is symbolised by 
the new African Union HQ in Ethiopian 
capital Addis Ababa, which it financed
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Q How do you see the role of finance 
professionals in industry changing? 
A We must think and act as business partners – 
not just with the CEO and directors but also with 
operations, marketing and IT colleagues. Risk 
management is also a central focus for finance – to 
both safeguard companies’ resources and enable 
them to gain maximum leverage from their core 
strengths. 

Q What would you advise those who’ve recently 
become ACCA members? 
A Your experience and achievements set you apart. 
Reflect on what you’re good at, what you find most 
rewarding, and the skills required to keep moving 
forward. Are you still on course? How have your 
objectives changed? Even if  you don’t undertake 
further formal studies, don’t stop learning! 

Q What qualities are essential for today’s senior 
finance professionals? 
A Charisma and communication skills; it’s not 
enough to simply have a command of  the figures. 
I’d also advocate developing a strong grasp of  IT 
and its potential to streamline operations, improve 
profitability and reinforce security. 

Q How do you ensure that you maintain a good 
work-life balance?  
A I’m trying to improve my Russian and German-
speaking, while learning Spanish; I also 
volunteer for a non-profit organisation. I go 
to the gym, I play tennis and in winter I like 
to ski. 

FAST FACTS
Business: Manufactures integrated below- 
and above-ground plastic pipe systems, and 
related design, consultancy and support 
services
Headquarters: Amsterdam
Turnover: €1.33bn (2011) 
Workforce: 6,200 people in 25 
countries
Central and Eastern Europe locations: 
Belarus, Czech Republic, Estonia, 
Kaliningrad, Latvia, Lithuania, 
Poland, Russia, Slovakia and Ukraine

US CFO CONFIDENCE WEAK
CFO optimism in the US remains 
constrained, with concerns in the 
final quarter of  last year dominated 
by fears of  the fiscal cliff, according 
to Deloitte’s Q4 CFO Signals survey. 
Some 40% of  CFOs in the largest 
US corporations reported rising 
pessimism about their business 
prospects. Net optimism fell from 
zero in the middle of  the year to 
minus 21 by the end of  the year. 

‘Between the uncertainty 
stemming from the lengthy political 
stalemate in the US and the 
continued global economic volatility, 
CFOs have very little visibility into the 
future – and hence very little comfort 
in investing for growth,’ said Sanford 
Cockrell III, national managing 
partner, CFO Programme, Deloitte. 

TROUBLE IN TINSELTOWN
Hollywood film companies Nu 
Image and Finest Distribution have 
filed a lawsuit against distribution 
company Overture Films. The 
lawsuit alleges that Overture, which 
ceased trading in 2010, did not 
properly account for earnings and 
failed to provide financial data 
to auditors or make payments 
as contracted. 

A spokesman for Starz Media, 
which owned Overture, said it did 
not accept the claim. He added: 
‘The parties have agreed to put the 
suit on hold until an audit report is 
issued and a determination is made 
as to whether any accounting issues 
actually exist.’ Overture had exclusive 
US distribution rights on three films 
whose stars included Robert De Niro, 
Al Pacino and Diane Keaton.

The view from: 
Poland: Izabella Maczkowska ACCA, 
finance director (Central and Eastern 
Europe), Wavin

37 Corporate The view 
from Izabella Maczkowska 
of Wavin; Mongolia’s 
mining industry takes off 

33 Practice The view 
from Ivan Lukanov of 
KPMG; Ethiopia is rich 
with opportunities for 
accountant
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Around 700 years ago, Mongolia was 
at the centre of one of the world’s 
largest and most powerful empires in 
human history. At its height, the empire 
stretched from modern-day Turkey and 
Poland to the Korean Peninsula, covered 
China and much of Russia, and ruled 
over a quarter of the world’s population. 
While that peak is long gone, huge new 
mining projects are propelling Mongolia 
into becoming one of the fastest-
growing economies in the world.

Sandwiched between Russia and 
China, this landlocked 
country spreading across 
1.5 million sq km was 
controlled by a Soviet-
style one-party state for 
almost 70 years up until 
the collapse of  
Communist regimes in 
Eastern Europe in 1989. 
Shortly after, in early 
1990, Mongolia had its 
own democratic 
revolution, which led to a 
multi-party political 
system and a transition 
to a market economy. 

The withdrawal of  
Soviet support soon led 
to widespread 
unemployment and 
poverty. Mongolia 
remains ranked as a lower middle-
income economy by the World Bank, 
with 22.4% of  its 2.75 million 

Mineral magic
However, Mongolia’s economy is 
receiving a huge boost from its 
mostly untapped mineral resources. 
The massive Oyu Tolgoi copper and 
gold-mining project in the South Gobi 
Desert, located about 80km from the 
Chinese border, is expected to go into 
production in the first half  of  2013. 
Over the mine’s 50-year expected 
lifespan, it is expected to produce 
450,000 tonnes of  copper annually 
on average, equating to 3% of  annual 

global production for 
copper and adding a 
third to Mongolia’s GDP 
by 2020. Oyu Tolgoi is 
also expected to produce 
330,000 ounces of  
gold annually. 

Next is Tavan Tolgoi, 
one of  the world’s largest 
coal deposits with 
estimated reserves of  six 
billion tonnes, also 
located in the South Gobi 
Desert. Mines in the area 
have been operating for 
45 years, but in 2011 
the Mongolian 
government put a stake 
in the eastern part of  the 
deposit up for 
international companies 

to bid on in order to maximise 
production. While Mongolia exported 
16.6 million tonnes of  coal to China in 

Mongolia steppes up
As it emerges from decades of Communist rule, Mongolia is setting its sights on 
becoming a mining powerhouse. But is its accountancy profession up to it?

population living on less than US$1.25 
per day, according to the United 
Nations’ 2011 Human Development 
Report. Its gross domestic product 
(GDP) per capita in 2011 was 
US$4,770, placing it at 122 out of  185 
countries, according to International 
Monetary Fund estimates. Today, while 
nearly half  of  the population of  3.2 
million lives in Mongolia’s capital Ulan 
Bator, many still lead a nomadic 
lifestyle herding livestock in the 
country’s vast steppes.

Lucky strike: a truck driver at Tavan 
Tolgoi, one of the world’s largest coal 
deposits, in Mongolia’s South Gobi desert
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2010, the first phase of  Tavan Tolgoi 
will add 15 million tonnes of  coal to 
Mongolia’s total annual production, 
Mongolia’s mining minister Dashdorj 
Zorigt said in 2011. The Tavan Tolgoi 
project is due to be listed in London 
and Hong Kong in the first quarter of  
2013.

Mongolia’s real GDP grew by 17.5% 
in 2011 and, assuming China’s huge 
appetite for natural resources persists, 
the IMF forecast in October last year it 
would grow by 12.7% in 2012 and 
15.7% in 2013. This places Mongolia 
among the five fastest-growing 
countries in the world last year and 
this year by the IMF’s estimates.

‘The Mongolian economy is very 
much riding high on the commodities 
boom,’ said Matt Fusarelli, a senior 
economist at the consultancy Australian 
Mineral Economics, speaking at an 
Australian Chamber of  Commerce in 
Hong Kong event last May. ‘The 
Mongolian economy is still quite small, 
worth only about US$11bn this year. So 
when we see a project of  US$6.5bn, 

this constitutes a very large share of  
GDP. The massive growth is completely 
[due] to foreign capital, so it is very 
important foreign capital remains 
comfortable with Mongolia because 
these large projects, such as Tavan 
Tolgoi, will require foreign capital.’

Industry on track
While mining companies in Mongolia 
are getting the most attention, 
other industries are also likely to 
grow quickly on the back of  the 
mining boom. The most obvious is 
infrastructure. Railways are being built 
at a rapid rate between the major 
mining projects and the Chinese 
border, as well as highways, water 
and power stations which are being 
constructed to support the local 
population. Investors are taking 
note; cement and concrete producer 
Remicon is consistently one of  the top 
three liquid stocks on the Mongolian 
Stock Exchange.

The Mongolian government is playing 
a substantial role in how this emerging 
economy is developing. The repeal in 
2009 of  the highly restrictive windfall 
profit tax, which levied a tax rate of  
68% on copper sold above US$2,600/
ton and gold sold at above US$500/
ounce, removed the main obstacle for 
the Oyu Tolgoi project moving ahead. 

However, government moves in 2012 
gave foreign investors reason to draw 
breath. It suspended certain licences 

On the up (left): Ulan Bator, Mongolia’s 
capital city, has seen the arrival of a 
number of accountancy firms, including 
the Big Four, in recent years

Good tradition (above): half of Mongolia’s 
population live outside the capital, with 
many still maintaining a nomadic lifestyle 
in the steppes

Professional services firm IARUDI 
is carving itself a niche servicing 
both foreign companies and 
local entrepreneurs in Mongolia. 
Managed by two former Ernst 
& Young accountants and an 
investment banker from Australia’s 
Macquarie Bank, the firm was 
established in April 2011 and has 
grown to a staff of 20 people.

‘I got here when there was very 
little infrastructure,’ says CEO Chris 
Hurd. ‘There was a lot of  talking 
about what we were going to do, 
and getting our first couple of  
clients. Then we got this big 
consulting contract centred around 
Tavan Tolgoi.’ This has, says Hurd, 
helped the firm build its reputation 
and win new clients.

The firm has three divisions. 
IARUDI Consulting provides 
accounting and back-office services 
to foreign and local companies; 
IARUDI Capital focuses on advising 
local businesses with raising capital 
and listing on overseas exchanges; 
and Blue Sky Enterprises assists 
local entrepreneurs with their 
business ideas.

Since it was set up, the firm has 
generated US$500,000 in revenue, 
most of  which has been reinvested 
into the business. Looking ahead, 
Hurd expects the firm will grow to 
between 25 and 50 staff  by the 
middle of  2013, depending on 
which areas gain the most traction. 

‘The consulting business is fairly 
labour-intensive so if  that were to 
grow significantly then there would 
be about 50 or 55,’ he says. 
‘However, if  the capital business 
takes off, then you do not need as 
many people to do that work.’

Eventually, IARUDI may look to 
expand by taking its business 
model to other frontier markets. 
But for now, it is concentrating on 
Mongolia’s booming market. ‘We 
are not thinking about that in any 
detail at the moment,’ Hurd says. 
‘We have to get more experience 
and a few more things under our 
belt here first.’ 

  *NICHE OPPORTUNITY
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of  the SouthGobi Resources coal 
mining project after the Chinese 
state-owned aluminium giant Chalco 
announced plans to buy a controlling 
stake from the Canadian coal miner 
Ivanhoe Mines. Subsequently, a new 
foreign investment law was drafted 
and tabled in parliament that would 
control foreign investment in 
industries considered of  strategic 
significance: mineral resources, 
finance and banking, and media 
and communications.

In May 2012, a watered-down version 
of  the bill was passed allowing foreign 
investors to own a maximum stake of  
49% in companies involved in strategic 
industries without having to seek 
government permission. This will be 
applied to deals valued at above 
US$75m, or those involving state-owned 
companies, but will not be applied 
retrospectively to completed deals.

However, Masa Igata, CEO of  Frontier 
Securities, believes the government’s 
actions over Chalco and subsequent 
foreign investment review law will make 
foreign investors highly nervous. ‘If  this 
is going to be happening to other 
companies who decide to sell the 
majority of  shares to Chinese 
investors...it will be a challenge for the 
capital market,’ he says.

The role of  accountancy
With all the investment and economic 
activity that is quickly ramping up 
in Mongolia, the large international 

accountancy firms have just as quickly 
begun establishing their presences 
there. Notwithstanding Ernst & Young, 
which has had a practice in Mongolia 
since 2001, PwC opened its Ulan Bator 
office in 2010, followed by Deloitte in 
January 2012, and KPMG in May 2012. 

‘Some Mongolian companies are 
growing very rapidly, so we are rising to 
the challenge of  expanding our teams 
to support their needs,’ says Matthew 
Holmes, director of  KPMG in Korea and 
Mongolia. ‘Many leading Mongolian 
companies are adopting international 
standards, and so there has been a lot 
of  demand for audit services from 
KPMG and other international firms,’ 
he says. ‘We are also involved in some 
large internal audit projects for 
international clients.’

Other firms fly staff  in from offices 
around Asia to assist international 
clients. Andrew Lam, a BDO director in 
Hong Kong, says that while his firm 
currently has no plans to establish a 
permanent office in Mongolia ‘if  things 
continue to develop, that may be a real 
possibility down the road’. 

Simone Lee, BDO Hong Kong 
director, recalls that when she first 
visited Mongolia in 2010, many local 

companies’ accounts were kept only 
for reporting to the tax office and were 
not of  a high standard. Since then, 
she has noticed improvements as 
local companies have brought in 
experienced accountancy staff  
from other countries that have 
adopted international accounting 
standards, such as Singapore 
and Malaysia.

But while Mongolia’s accountancy 
profession is burgeoning, a move to the 
country is not for the fainthearted. 
Ulan Bator is one of  the world’s coldest 
capital cities, with winter temperatures 
sometimes falling below –40°C and 
with regular nighttime temperatures of  
–25°C. Pollution in winter is also a 
problem, caused by two large coal-
burning power stations and wood-
burning by the local population living 
in traditional portable dwellings near 
the city.

‘It is a frontier market and the 
weather is pretty harsh,’ admits 
Chris Hurd, CEO of  IARUDI Consulting. 
‘If  you are trying to convince a 
spouse or partner to come out here 
who isn’t a bit adventurous, I think you 
would struggle.’

Things get much easier in the 
summer, though, as Holmes points 
out: ‘Summer is a great time to be 
in Mongolia, particularly outside of  
the city areas as the countryside 
is amazing.’ 

Bruce Andrews, journalist 

On track: a vast network of railways, 
including this one in Ulan Bator, is being 
built to support Mongolia’s burgeoning 
mining industry. Other infrastructure 
projects, such as power stations, are 
also booming
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Advancing the standards front 
Audit standard-setter ISACA is updating its standards to help auditors keep up with the 
IT systems so many internal controls are built on, as NATO’s Ian Sanderson explains 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

* using materiality in planning and 
performing an audit; 

* undertaking risk assessments; 

* communicating deficiencies in 
internal control.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Ian Sanderson is a member of ISACA’s 
professional standards and career 
management committee. He works for 
NATO in Brussels, Belgium
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The European Securities and Markets 
Authority (ESMA) was formed to 
ensure the effective and consistent 
application in financial statements 
of European securities and markets 
legislation and more specifically 
that of International Financial 
Reporting Standards (IFRS). ESMA 
has highlighted the areas of focus for 
European national regulators when 
they come to review December 2012 
financial statements. 

It is the first time EU enforcers have 
agreed common enforcement 
priorities. Given the global economic 
and market environment, enforcers 
around the world are likely to take note 
and pay particular attention to the 
same areas.

The financial reporting topics ESMA 
has identified are:

* financial instruments; 

* impairment of  non-financial assets;

* defined benefit obligations;

* provisions that fall within the scope 
of  IAS 37, Provisions, Contingent 
Liabilities and Contingent Assets.

ESMA is to monitor the application 
of  IFRS requirements relating to these 
items. These common enforcement 
priorities will be incorporated into the 
reviews performed by national 
competent authorities – the Financial 
Services Authority in the UK, for 
example – which will take corrective 
action where necessary. ESMA will 
also collect data on how European 
listed entities have applied IFRS 
requirements in relation to these topics 
and will report the results to the 
market. 

Common enforcement policies
Financial instruments
As a result of  the financial crisis, 
transparency of  information relating 
to financial instruments has become 
a top priority for investors, issuers 
and regulators. The provision 
of  disaggregated and expanded 
disclosures about material exposures 
to all financial instruments that 
become subject to risk and the 
explanation of  the nature and extent of  
that risk help protect investors. 

IFRS 7, Financial Instruments: 
Disclosures, requires entities to 
disclose information that enable users 
to evaluate:

* the significance of  financial 
instruments for the entity’s financial 
position and performance; 

* the nature and risks arising from 
financial instruments to which the 
entity is exposed during the period 
and at the end of  the reporting 
period, and how the entity manages 
those risks.

An entity should provide disclosures 
by class of  financial instruments that 
are appropriate to the nature of  the 
information disclosed and that take 
into account the characteristics of  
those financial instruments. 

ESMA expects financial statements 
to follow the requirements in IFRS 7 
and include relevant quantitative and 
qualitative disclosures that reflect the 
nature of  the risk exposure, elements 
related to the valuation of  such 
financial instruments as well as an 
analysis of  concentration of  exposure 
to relevant risks. 

Sovereign debt 
Investors’ focus has been on how the 
sovereign debt crisis has affected the 
financial performance and financial 
position of  listed financial institutions. 
ESMA is encouraging disclosure of  the 
following:  

* country-by-country disclosures, 
including quantitative disclosures 
on gross and net exposures to 
sovereign debt; 

* non-sovereign exposures by type 
(corporate, banks, for example), 
including qualitative and 
quantitative information about 
credit risk; 

* the impact of  credit derivatives 
used in managing material 
exposures to financial instruments. 

In July 2012, ESMA published a 
review of  the accounting treatment of  
Greek sovereign debt in the 2011 
annual financial statements of  a sample 
of  European financial institutions. 

Impairment of financial assets 
IAS 39, Financial Instruments: 
Recognition and Measurement, requires 
entities to assess whether there is any 
objective evidence that a financial asset 
is impaired. An impairment loss is 
recognised if  and only if  such evidence 
exists. IAS 39 provides guidance as to 
when such objective evidence exists: 

* as a result of  an event that occurred 
after the initial recognition of  the 
asset (loss event);

* when that loss event has an impact 
on the estimated cashflows of  the 
financial asset that can be reliably 
estimated.
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EU enforcers make common cause
For the first time regulators in the EU have agreed the areas that they will focus on when 
they come to review 2012 financial statements. Graham Holt explains
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The two issues in IAS 39 that have 
been identified are the application of  
the ‘significant or prolonged’ criteria 
for assessing the impairment of  equity 
instruments, and the accounting for 
loans modified for economic or legal 
reasons relating to the borrower’s 
financial difficulty. 

IAS 39 states that a significant or 

prolonged decline in the fair value of  
the investment below its cost is 
additional objective evidence of  
impairment. However, IAS 39 does not 
provide further guidance for 
determining what constitutes a 
significant or prolonged decline in fair 
value. Divergent practices in the 
application of  the significant or 
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prolonged criteria have created varying 
degrees of  transparency in the 
disclosure of  judgments made. 

A higher level of  transparency in the 
assessment of  the trigger event for 
impairment is recommended by ESMA. 
Such transparency should be based on 
the provisions in IAS 1, Presentation of 
Financial Statements, which requires 
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A PRINCIPLES-BASED ENVIRONMENT CAN SURVIVE 
ONLY IF CLEAR AND ENTITY-SPECIFIC DISCLOSURES
BRING USEFUL INFORMATION TO INVESTORS

management to disclose the significant 
judgments made in applying the 
entity’s accounting policies. 

Modified loans 
Bank leverage is still high and thin 
equity buffers make banks vulnerable 
to shocks in performance and the 
economy. Many holders of  bank loans 
are affected by the difficult economic 
situation and are struggling to meet 
their obligations.

As a result a practice of  forbearance 
has developed: where a borrower is in 
financial difficulties and does not pay 
on time, the lender decides to wait and 
see, perhaps even renegotiating the 
arrangement on more favourable 
terms. There are currently different 
practices in judgments made on the 
level of  provisioning and disclosures 
for renegotiated loans. IAS 39 states 
that where a loan is renegotiated on 
substantially different terms, it 
should be accounted for as an 
extinguishment of  the original financial 
liability and the recognition of  a new 
one. ESMA requires transparent 
qualitative and quantitative disclosures 
in this regard.

Impairment of non-financial assets 
The current economic situation 
increases the likelihood that the 
carrying amounts of  assets might 
be higher than their recoverable 
amounts. The market value of  many 
listed companies has fallen below 
their book value, which potentially 
indicates impairment and thus the 
need for an impairment test. Due to 
the widespread economic slowdown, 
assessing future cashflows requires 
considerable judgment to be exercised 
by management and is subject to high 
levels of  uncertainty. 

ESMA considers that particular 
attention has to be paid to the valuation 

of  goodwill and intangible assets with 
indefinite life spans whenever significant 
amounts are recognised in the financial 
statements. IAS 36 requires detailed 
disclosures on the estimates used to 
measure the recoverable amount of  
cash-generating units to which 
significant goodwill or intangible assets 
with indefinite lives is allocated. 

ESMA emphasises the need to use 
assumptions that represent realistic 
future expectations and would expect 
issuers to provide entity-specific 
information related to assumptions 
used when preparing discounted 
cashflows (such as growth rates, 
discount rate and consistency of  such 
rates with past experience) and 
sensitivity analyses. IAS 1 requires 
similar disclosures on the assumptions 
made about the future, and other major 
sources of  estimation that have a 
significant risk of  resulting in a 
material adjustment to the carrying 
amounts of  assets within the next 
financial year.

Defined benefit obligations
Discounted post-employment benefit 
obligations should be determined 

with reference to the market in high-
quality corporate bonds. However, 
where a country no longer has a deep 
market in such bonds, the market 
yields on government bonds should 
be used. With the crisis and economic 
downturn resulting in significant swings 
in market yields for some sovereign 
and corporate debt, the question 
could arise as to whether entities 
should change their approach when 
determining discount rates for their 
post-employment benefit obligations. 

The International Financial Reporting 
Interpretations Committee (IFRIC) is 
currently discussing the notion of  
high-quality corporate bonds. ESMA 

believes that entities should wait for an 
IFRIC clarification and not change their 
approach to determining discount 
rates. In the meantime, ESMA 
emphasises there is a particular need 
for transparency in this area and 
expects issuers to disclose the yields 
used and provide a description of  how 
they determined them. 

Provisions within the scope of IAS 37 
The measurement of  provisions 
involves significant management 
judgment and could in the current 
market circumstances be subject 
to more uncertainty. The strong link 
between provisions and the risks an 
issuer is subject to makes a case for 
high-quality disclosures. Nevertheless, 
European enforcers often find that only 
aggregated and boilerplate information 
is provided. 

IAS 37 provides clear guidance that 
the aim of  disclosures on provisions is 
to inform users about changes in 
amounts of  provisions. It requires 
entities to disclose, for each class of  
provision, descriptions of  the nature of  
the obligations concerned, the 
expected timing of  outflows of  
economic benefits, uncertainties 
related to the amount and timing of  
those outflows as well as, if  relevant, 
major assumptions made concerning 
future events. The wording used is a 
strong indication that these disclosures 
should be adapted to reflect the risks 
attached to the entity’s activities.

Disclosures allow entities to provide 
investors with high-quality information 
within a principles-based environment. 
However, a principles-based 
environment can survive only if  clear 
and entity-specific disclosures, 
re-assessed at the end of  each 
reporting period, bring useful decision-
making information to investors. 

Graham Holt is an examiner for 
ACCA, and associate dean and 
head of the accounting, finance and 
economics department at Manchester 
Metropolitan University Business 
School
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Clarifying ‘beneficial owner’
China’s State Administration of Taxation has further clarified the identification of 
‘beneficial owner’, reports Grant Thornton’s Rose Zhou

In October 2009, the State 
Administration of Taxation (SAT) 
issued Guoshuihan [2009] No 601, 
Circular of SAT on understanding 
and identification of the ‘beneficial 
owners’ in Double Tax Treaties (DTT), 
(hereinafter referred to as Circular 
601), to emphasise that an applicant 
should be qualified as ‘beneficial 
owner’ before enjoying DTT benefits in 
respect of various passive income (ie, 
dividend, interest and royalty) derived 
in China. Circular 601 also sets out a 
series of ‘adverse factors’ which would 
be adopted by the PRC tax authorities 
in determining the ‘beneficial owner’. 

However, there are still some 
uncertainties in practice, eg, how to 
apply the factors listed in Circular 601 
to judge the ‘beneficial owner’, whether 
the agent receiving dividend sourced 
from China on behalf  of  the factual 
‘beneficial owner’ can apply for the 
treaty benefits, etc. To provide more 
specific implementation guidance, SAT 
recently released Announcement of SAT 
regarding the identification of the 
‘beneficial owner’ in DTT (hereinafter 
referred to as Announcement 30), with 
the aim of  clearing up grey areas for 
taxpayers as well as the tax authorities 
in the tax administration of  outbound 
dividend, interest and royalty.

The salient points of  Announcement 
30 are as follows:

Factors determining ‘beneficial 
owner’
The principle of  ‘substance over 
form’ should be applied and various 

factors should be analysed and judged 
comprehensively according to Circular 
601 in determining the ‘beneficial 
owner’ as to whether the applicant has 
the ownership, control and disposal 
rights over the derived income. The 
tax authority shall not make the final 
decision purely due to certain adverse 
factors or without there being motives 
for tax evasion/reduction or profits 
transfer/accumulation. That is to 
say, the claim of  ‘no tax avoidance 
intention’ is not sufficient to qualify 
as a ‘beneficial owner’. On the other 
hand, Announcement 30 does not give 
clean-cut answers as to whether the 
application should be denied due to 
multi-adverse factors.

Documentation requirements
Announcement 30 lists the  
documentation requirements when  
applying for ‘beneficial owner’:

* Articles of  association

* Financial statements and cashflow 
records

* Board meeting minutes and 
resolutions

* Statements of  employee and 
equipment settings, related 
expenditure, functions and risk 
exposure

* Loan contracts, royalty contracts

* Patent registration certificates and 
copyright owned certificates

* Agency contracts or designated 
payment collection contracts.

The applicant should provide the 
above documents to justify itself  as the 
‘beneficial owner’.

In light of  the above general 
guidelines, Announcement 30 
specifically provides technical grounds 
for assessing ‘beneficial owner’ under 
two scenarios, ie, dividend derived by 
listed companies, income collected via 
agents.

Safe-harbour – only applicable 
to dividend 

* The ‘safe-harbour’ rule is ‘the same 
country exemption’ principle in 
substance designed for the listed 
companies to facilitate their claim as 
‘beneficial owners’.

* Announcement 30 stipulates that the 
applicant claiming treaty benefits for 
dividend sourced from China can 
secure ‘beneficial owner’ status 
directly, if  one of  the following 
conditions is fulfilled:

A The applicant is a listed company 
and tax resident of  the respective 
DTT country;

B The applicant is 100% directly 
owned by such listed company as 
(a);

C The applicant is 100% indirectly 
owned by such listed company as 
(a), and the intermediary holding 
company is not third-party 
jurisdiction/region resident.

Agent or designated payment 
recipients 

* Where an agent collects the income 
on behalf  of  the applicant, the 
agent’s tax residency should not 
affect the identification of  the 
‘beneficial owner’. However, 
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practically, the agent is required to 
provide supporting documents (eg, 
statement, agency contracts or 
designated payment collection 
contracts) to disclaim its beneficial 
ownership.

* The PRC tax authorities can 
exchange information with the 
foreign jurisdiction/region where the 
agent resides if  the foreign 
jurisdiction/region has signed a DTT 
and information exchange agreement 
with China. If  the agent should be 
considered as the substantial 
‘beneficial owner’ through the 
information exchange, the PRC tax 
authority is empowered to make a 
tax re-assessment, levy the under-
paid tax and surcharges to the 
original ‘beneficial owner’.

Announcement 30 also clarifies the 
procedural issues for administration of  
approval for ‘beneficial owner’ 
application.

    
Administrative procedures 
When the competent tax authorities 
deal with the applications:

* If  the tax authority could not 
identify the beneficial owner within 
specified timelines, the tax authority 
is allowed to suspend granting DTT 
relief  temporarily. In this case, the 
corresponding withholding tax 
(WHT) needs to be settled provided 
that no treaty benefits are available. 

* If  the beneficial owner is justified 
after approval from the PRC tax 
authority, the overpaid WHT would 
be refunded.

* If  the local in-charge tax authority 
denies the application for ‘beneficial 
owner’, it needs to report to the tax 
authority at provincial level for 
approval and SAT (International Tax 
Division) for record purposes as 
well. 

While applying to various tax 
authorities for similar cases concerning 
the ‘beneficial owner’ identity in favour 
of  treaty benefits, the applicant can 
explain to the relevant tax authorities, 
who will subsequently reach unanimity 
through consultation. If  no consensus 
is reached, the case should be referred 
to their common in-charge tax 

authority at superior level for further 
decision.

Recommendations
Announcement 30 is the supplemental 
notice of  Circular 601. It provides 
more instructions for the ‘beneficial 
owner’ identification from technical 
and implementation perspectives 
and features as how to use the 
principles of  ‘substance over form’ and 
‘economic substance’ to track down 

the substantial ‘beneficial owner’. 
In this regard, we would like draw 
readers’ attention to the following 
recommendations:

* To comprehensively analyse the 
seven adverse factors listed in 
Circular 601 in judging the 
qualification for ‘beneficial owner’.

* To strengthen internal controls and 
be aware of  recent interpretations 
and opinions of  local tax 
authorities. Meanwhile, the relevant 
supporting documents in favour of  
the ‘beneficial owner’ claim should 
be well prepared by the taxpayers.

Based on Announcement 30, with 
regard to the intermediary holding 
companies involved in receiving dividends 
from China, it should be noted:

* If  the intermediary holding 
companies are looked through by 
the tax authority in applying for 
treaty benefits, due to lack of  
economic substance, it still remains 
unclear if  the overseas substantial 
‘beneficial owner’ could re-apply for 
the treaty benefits.

* If  the overseas parent company 
would like to apply for the 
‘beneficial owner’ on the Chinese 
dividend received by its subsidiary, 
it is necessary to prove that the 
underlying subsidiary only serves as 
an agent acting on its behalf. There 
is no specific definition of  the agent 
in Announcement 30; however, the 
agency contract, or designated 

payment collection contract, shall 
be produced for application. In 
practice, it will be difficult for the 
intermediary holding company to 
qualify as agent in such a case. 
Accordingly, the likelihood of  the 
parent company enjoying the treaty 
benefits is low.

* Announcement 30 also stipulates 
that if  the local in-charge tax 
authority fails to make the 
identification in the prescribed 

period, the tax should be settled to 
accelerate the cash repatriation 
process. The overpaid WHT can be 
refunded upon the ultimate approval 
by the tax authority.  However, due 
to strict foreign exchange controls in 
China, it still awaits implementation 
guidance as to whether such 
overpaid tax could be refunded 
directly, how to process the 
outbound payment for such refunds, 
etc. It is suggested that the taxpayer 
contacts the in-charge foreign 
exchange bureau in good time.

* Announcement 30 is effective from 
June 29, 2012. Our 
recommendation is that the 
applicant should take a proactive 
approach to the tax authority to 
better understand local 
implementation.

Although Announcement 30 clarifies 
some specific issues with regard to 
Circular 601, there remain some 
uncertainties regarding the 
identification of  the ‘beneficial owner’, 
which mainly depends on subjective 
discretion. Therefore, it is suggested 
taxpayers digest Circular 601 and 
Announcement 30 thoroughly and 
analyse it comprehensively. We believe 
that SAT will release more instructional 
regulations to clarify the pending 
issues over ‘beneficial owner’ in the 
near future. 

Rose Zhou is a partner at Grant Thornton

THE CLAIM OF ‘NO TAX AVOIDANCE INTENTION’
IS NOT SUFFICIENT TO QUALIFY AS A 
‘BENEFICIAL OWNER’

48 Technical



Picking up the value points
Taking English football’s big four teams as his example, Dr Tony Grundy explains  
how to explore the value of a new business model by treating it as a value system

ECONOMIC VALUE IS USUALLY CAPTURED WHEN 
CERTAIN CONDITIONS ARE LINED UP, SO YOU HAVE 
TO TAKE A HOLISTIC RATHER THAN A NARROW VIEW 

This third article in our series on 
economic value added (EVA) looks at 
how businesses generate value as a 
system. This takes us much more into 
a more expansive thinking space – one 
where the basic economic principles 
of valuing cashflows are taken as read 
and where the main thing now is to 
use these techniques imaginatively to 
explore the possible value of a novel 
business model.

Entrepreneurs understand how 
economic value is generated as a 
system, but managers and accountants 
alike frequently struggle with the idea. 
For example, in my earlier series of  
articles on strategy, we looked at Virgin 
Galactic, a venture in economy space 
flight. Using the Optopus tool, we 
generated myriad ideas for 
possibilities, implicit in which were a 
large number of  possible value-creating 
activities. Out of  these Richard 
Branson might pick up on things like:

* the venture is a lot more than 
putting bums on seats in space 
– assuming that they could be made 
to stick to them! 

* the obvious strand was the 
additional media-related 
opportunities

* and sponsorship

* together with creating a bigger 
range of  flights and destinations

* with a lot more going on before, 
after and during each flight –
stretching the value over time curve 
(see again my earlier series of  
articles on strategy) 

* with much more refined customer 
segmentation, etc.

So it is quite possible that in 
understanding the latent value of  this 
business model it could be of  an order 
of  magnitude different to what was 
originally envisaged. In this business 
model the whole is truly greater than 
the sum of  the parts. In short, it is a 
system and it is these systemic 
properties that we will now explore.

The business value system
The idea for the business value system 
originally came to me in my doctoral 
research over 20 years ago into the 
linkages between strategy and EVA.  
A chance comment by the then  
director of  corporate strategy at Rolls-
Royce Aeroengines, Simon Hart, on the 
topic of  interdependences was: ‘The 
real money comes when the customer 
says, I will have an aeroplane, I am 
going to take your engine, and I have  

a customer lined up who says he will  
buy 30 aircraft – and all these factors 
line up.’ 

So economic value more often than 
not is captured when certain conditions 
are lined up. This means that when 
looking at the value of  a business, of  a 
project or something more micro, you 

have to take a holistic view and not one 
that is unduly narrow. I gave this the 
motto ‘vision helps value’. Nowhere is 
this truer than in the football industry 
to which we now turn.

Value in the football industry
Around 1994–95 two important things 
happened. First my son James, who 
was then about 11, decided he wanted 
to go to watch Arsenal. I hadn’t been to 
a football stadium for 25 years – when 
I had run on to the pitch at Manchester 
United and a policeman threw me back 
over the wall. So after those years in 
the wilderness, I was reborn – as an 
Arsenal fan.

The second thing was that three of  
my MBA students decided to do a 
project on the football industry. They 
looked at the big teams and only one 
had consciously adopted a strategy: 
Manchester United. The project 
concluded that the new business model 

developed by United had vast potential 
for economic value creation.

At the time United was, in EVA 
terms, still modestly small. Prior to the 
development of  satellite TV, which then 
cornered the major rights to broadcast 
the Premier League, United’s turnover 
was around £10m a year and its profit 

CPD
units on the web
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£1m; that turnover is around 3% of  
what it is now. 

Recapping on the strategy series, 
Porter’s five competitive forces for the 
football industry look like this:

* buyer power: very low – very 
favourable force

* entry barriers (to the top tier): very 
high – very favourable force

* business rivalry (to acquire fans): 

low – favourable force

* substitutes: very low – very 
favourable force

* suppliers: very high – very 
unfavourable force.

From this we can see that the margin 
environment (at least within the top 
clubs) would be very positive, save for 
the one force of  supplier power – the 
players and their agents. So does that 

matter? Yes, it does – a lot! For that 
power means whenever new revenue is 
created by the clubs, around half  of  it 
seems to fall into the hands of  the 
players in a process that has been 
described as ‘financial diarrhoea’.

There is a very important lesson here 
for EVA: only a single competitive force 
needs to be wrong to act as a major 
drain at the operating profit margin 
(OPM) level and ultimately on EVA.

In my last article I mentioned the 
supermarket price war in the early 
1990s in the UK, foretold in a case 
study published just before this war 
crystallised. New low-cost players like 
Aldi and Netto came in undercutting 
the major players; this had the effect 
of  increasing rivalry and also the 
bargaining power of  buyers – as well as 
reducing entry barriers. The result was 

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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  *2011 REVENUES    *BUSINESS VALUE SYSTEM – FOOTBALL CLUBS
According to Deloitte’s Football 
Money League 2012, 2010/11 
revenues of English sides included:
Manchester United         e367m

Arsenal          e251m

Chelsea          e250m

Manchester City         e170m

United’s turnover breakdown was:
Matchday         e120m

TV, etc          e132m

Commercial         e115m

Total          e367m

Match 
performance

Sponsorship

Player 
disposal

Net transfer 
fees

New player 
attraction

Merchandising

Player 
acquisition

Brand

Training
Satellite TV/ 

Pay TV

Gate 
takings

AROUND HALF OF NEW REVENUE SEEMS TO FALL 
INTO THE HANDS OF THE PLAYERS IN A PROCESS 
DESCRIBED AS ‘FINANCIAL DIARRHOEA’

www.accaglobal.com/abcpd


£1bn was wiped off  industry margins 
in a single year.

Now let’s look at the value-creating 
activities of  the Premier League 
football industry, as shown in the 
diagram opposite.

At the centre of  the system is ‘match 
performance’. Without the game itself  
there would be no revenue, full stop. If  
match performance were continually 
bad, then the system would suffer too.

Match performance drives not only 
gate takings (indeed, prior to 1990 
that was about it as far as the model 
went), but also sales of  merchandise, 
which was an engine of  growth 
particularly at United in the 1990s. But 
by the late 1990s satellite TV became 
an even more important source of  
revenue, fuelling the system.

After this wave of  extra revenue in 
the post-2000 period, especially 
towards the end of  the first decade, 
more revenues swept in from 
sponsorship – from stadium naming 
rights (for example, at Arsenal  
and Manchester City) and the like. 
Each time a new wave of  money  
swept in, the players simply got 
wealthier, with wages sometimes over 
£200,000 a week.

Two subsystems are apparent in the 
model shown in the diagram. One is 
the role of  the brand in reinforcing 
revenue generation; the other is the 
subsystem which deals with player 
attraction, acquisition, development 
and disposal. The brand also loops into 
new player attraction.

On the topic of  brands, two other 
clubs now vie with United: Chelsea and 
Manchester City. Both have spent 
hundreds of  millions of  pounds to do 
so. Chelsea has won some key 
trophies, including the 2012 European 
Champions League, putting its brand 
even more on the map. City also 
wrested the Premiership title from 
United on goal difference in 2011/12 
and staked its claim to be a serious 
longer-term rival.

 Interestingly neither of  these clubs 
actually makes any money; in fact, they 
lose it in buckets, all because of  the 
supplier force in Porter’s five forces (as 
explained in my series on strategy) and 
the sheer salaries they are paying. 
Maybe their investment will pay off  in 
the longer term – the see-saw effect 
described in the last article on EVA – or 
maybe it won’t.

Power of  Porter
So while the business value system of  
the top clubs is an interesting model 
commercially, the effects are spoilt by 
just one of  Porter’s forces, combined 
with the desperation of  the City and 
Chelsea owners to win trophies – they 
are billionaires and indulging in what 
seems to be a hobby.

Two of  the top clubs do try – and 
succeed – in making money still: 
Manchester United and Arsenal. 

United was once a plc but after a 
leveraged buyout in 2005 is now very 
much run as a business, albeit with a 
mountain of  debt (reducing by £60m a 

year) and high interest bills. Arsenal is 
also a conservative club and while 
there are overseas investors Arsenal 
has never had the massive influx of  
money that Chelsea and City have. 
While the accountants are happy, on 
the pitch it shows at Arsenal: no 
trophies for seven years, partly 
because of  underinvestment. The 
elements of  the business value system 
are hugely interdependent and affect 
the financing systems too. 

The lessons
Now stepping back a little from this 
industry, we have seen:

* The business value system evolves 
over time.

* This can happen in an emergent way 
or a deliberate way.

* It can be accelerated if  there is an 
appropriate strategic vision.

* This can generate increasing and 
leveraged value added – with one 
area of  value generation playing off  
the other.

* Or it can end up being far too 
dilutive or complicated.

* Potential value creation can get 
destroyed by an adverse set of  
Porter’s five forces. 

In my next article we will do a ‘deep 
dive’ into the business value system by 
looking closer at value and cost drivers.

Dr Tony Grundy is an independent 
consultant and trainer, and lectures at 
Henley Business School in the UK
www.tonygrundy.com
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More help for the perplexed
In the second of two articles, ACCA’s Roger Adams looks at identifying best corporate 
reporting practice and gives a glimpse of the accounting model of the future

The first of these two articles looked 
at how corporate reporting has 
expanded both its scope (or content) 
and its audience. In this article we 
look at how best practice might be 
identified and what the future of 
reporting might look like.

How to identify best practice 
The range of  reporting activity 
mandated for the modern annual 
report and accounts package has 
grown significantly, even before 
voluntary non-financial disclosures 
are added to the equation. With such 
a profusion of  requirements – some 
in the Corporate Governance Code, 
some in company law and some in 
International Financial Reporting 
Standards, how does a preparer (or 
a user for that matter) get a sense of  
what good practice is?

Every year PwC runs its Building 
Public Trust Awards. Winners last year 
were Fresnillo, Shanks, Defence Science 
& Technology Laboratory and 
PotashCorp (www.bptawards.com/
winners.html). For those struggling to 
understand best practice in some of  
these emerging new reporting strands, 
a visit to some of  these winners’ 
websites could be a useful way of  
benchmarking how near or how far your 
own organisation is from best practice.

Why integrate?
Adding new reporting blocks seems 
to make sense but why do we need to 
integrate them? Put simply, it is the 

recent concern over the clash between 
two related, but contradictory, issues:
1 The medium to long-term likelihood 

of  the financial consequences of  
severe climate change.

2 The recent tendency for stock 
markets (and employers) to 
prioritise a short-term view of  
corporate performance.

Many people believe that global 
warming will increase the probability 
of  severe climate change-related 
events. These events will have 
significant financial consequences for 
many organisations. So will the rapid 
depletion of  non-renewable resources. 
At the same time the financial markets 

are often suspected of  taking a 
short-termist view and rewarding 
actions which might be prejudicial to 
long-term sustainable value creation. 

Whether or not it is possible to 
meaningfully integrate all the various 
messages contained in the mass of  
data now available, either through the 
annual reports and accounts package or 
in the separate corporate responsibility/
sustainability report, is the next big 
challenge for report preparers, the 
accountancy profession and the 
investment/shareholder community.  
In the UK, the Financial Reporting 
Council (FRC) has already found it 
necessary to look at how best to 

Integrated reporting – focusing on the top slice

Integrated reporting 
(IR) framework

Management 
commentary/MD&A

Governance and 
remuneration

Environmental  
and social

Financial

Source: IIRC

KEY:The IR framework 
provides the top-
level structure 
for the whole 
information  
pyramid
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eliminate clutter and complexity from 
the annual report and accounts package.

Integrated reporting (IR) seeks to 
shift the investor focus of  attention 
away from short-term gains and 
towards long-term sustainable 
value creation. 

According to the recent International 
Integrated Reporting Council (IIRC) 
discussion paper, Towards Integrated 
Reporting: Communicating Value in the 
21st Century, the aim of  IR is to 
‘demonstrate the linkages between an 
organisation’s strategy, governance and 
financial performance and the social, 
environmental and economic context 
within which it operates. By reinforcing 
these connections, IR can help 
business to take more sustainable 
decisions and enable investors and 
other stakeholders to understand how 
an organisation is really performing’.

There are several steps involved in this:
1 ‘Politicise’ major investors (eg 

pension funds) to take a lead in 
seeking performance data which 
supports long-term, rather than 
short-term, investment decisions.

2 Demonstrate how companies can 
successfully embrace key 
sustainability drivers at the stage that 
their business model and business 
strategy are being formulated.

3 Communicate via an integrated 
report how embedding long-term 
sustainability drivers adds to 
long-term value creation – through 
reduced cost/risk or enhanced 
competitiveness and hence revenue. 

Many companies claim to draw 
value from corporate responsibility. 

The simplest way to look at IR is to 
assume that it somehow sits at the top 
of  an information pyramid, see left. 
Based on the IIRC’s principles of  
inter-connectedness and materiality, 
the preparer will determine which 
information from which source best 
demonstrates the interconnectedness 
of  the thinking that underpins the 
business model and the corporate 
strategy, and links both to key 
sustainability drivers.

The IIRC’s discussion paper sets out 
the rationale for IR and also sketches a 
possible framework via which such 
reporting could be conducted – it can 
found at www.discussionpaper2011.
theiirc.org

The IIRC’s website, at www.theiirc.
org, also gives explanations for why IR 
is different from – and by implication 
why it is better than – conventional 
financial reporting.

Looking to the future
From what we have seen above, 
corporate reporting might become 
more integrated and more fragmented 

at the same time. Viewed through 
the integrationist lens, an integrated 
report sits above, but does not 
necessarily replace, a series of  other 
separate reports, each having its own 
purpose and set of  stakeholders. 
Viewed through the lens of  increased 
fragmentation, reporters and users 
alike will use technologies such as 
XBRL and real-time reporting to  
access bespoke data sets via the 
internet. In the second scenario an 
integrated report serves to provide a 
stable core to an endlessly shifting 
universe of  data.

It’s probably too late to return 
corporate reporting to the relative 
simplicity of  the mid-20th century. But 
a combination of  IR and new 
technologies might provide companies, 
stakeholders and our political masters 
with a new accounting model in which 
long-term value is prized more than 
short-term gains and where all 
stakeholders, not just investors, feel a 
part of  the enterprise and the value 
creation process. 

Roger Adams is ACCA’s director of 
special assignments
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A monthly round-up of the latest developments in financial reporting, audit, tax and law

AUDIT

ISA AMENDMENTS
As highlighted last month, 
a proposed standard, 
International Standard on 
Auditing (ISA) 720 (Revised), 
The Auditor’s Responsibilities 
Relating to Other Information 
in Documents Containing 
or Accompanying Audited 
Financial Statements and the 
Auditor’s Report Thereon, 
has been issued by the 
International Auditing and 
Assurance Standards Board 
and is open for comment 
until 14 March 2013. The UK 
Financial Reporting Council 
has also issued a call for 
comment and has invited 
interested parties to respond 
by 15 February 2013.

Links are at www.ifac.org/
publications-resources

FINANCIAL REPORTING

IFRS FOR SMEs

The International Financial 
Reporting Standards 
monthly update, IFRS for 
SMEs, highlights latest 
translations, tools and other 
support. One of  the tools 
highlighted is new training 
material on Module 9: 
Consolidated and Separate 
Financial Statements. The 
updates can be found at 
www.ifrs.org/IFRS-for-SMEs

Glenn Collins, head of 
technical advisory, ACCA UK

IASB AND EFRAG CONSULT
The International Accounting 
Standards board has 
held a consultation with 
the European Financial 
Reporting Advisory Group 
(EFRAG) to discuss 

outstanding convergence 
projects with the US 
Financial Accounting 
Standards Board (FASB): 
the IAS 19 discount 
rate; IFRS 11; the post 
implementation review 
of  IFRS 8; and European 
input on the revision of  the 
Conceptual Framework.

EFRAG chairman 
Françoise Flores said: 
‘The EFRAG delegation 
highlighted how critical the 
revision of  the Conceptual 
Framework was for European 
stakeholders and how they 
would contribute to its 
success.’

US

FASB WORKS ON RECOGNITION
The FASB has proposed 
standards changes to 
speed up the recognition of  
expected losses on loans 
and other financial assets. 
The proposed Accounting 
Standards Update, Financial 
Instruments – Credit Losses, 
proposes a new accounting 
model intended to require 
more timely recognition 
of  credit losses, while 
also providing additional 
transparency about 
credit risk. The standards 
amendment would also 
increase the transparency 
relating to the reasons for 
expected losses.

Paul Gosling, journalist

EUROPEAN UNION

TAX EVASION ACTION PLAN
The European Commission 
(EC) has released formal 
guidance to European 
Union (EU) member states 

on fighting tax evasion 
and avoidance. In one of  
two ‘recommendations’, 
the commission advised 
member states to identify 
tax havens and place them 
on national blacklists, 
suggesting national 
governments take measures 
to pressure such non-EU 
jurisdictions to ‘apply EU 
governance standards’ 
regarding tax transparency 
and payment. And in the 
other, the commission has 
advised member states on 
how to combat ‘aggressive 
tax planning’ by erasing 
‘legal technicalities and 
loopholes’ exploited by tax 
avoiders. 

The recommendation 
encourages member states 
to reinforce their double 
tax conventions and ‘ignore 
any artificial arrangement 
carried out for tax avoidance 
purposes and tax instead on 
the basis of  actual economic 
substance’. Looking ahead, 
the commission signalled 
future plans to draft an 
EU taxpayers’ code, create 
an EU tax identification 
number, review anti-tax 
abuse provisions in EU 
directives, and release 
common guidelines to trace 
money flows. 

For more information, visit 
http://tinyurl.com/clwwvgd, 
and http://tinyurl.com/
a7qtzap

EURIBOR BANK LENDING RATE
Auditors will be asked 
to assess the probity of  
new, more transparent, 
procedures planned for 
the key Euribor benchmark 
interest rate governing the 
cost to euro-area banks 

of  lending money to each 
other. The system is being 
reformed after banks on 
its ruling committee were 
accused of  rigging rates to 
suit themselves. 

Now, under proposals 
made by the European 
Securities and Markets 
Authority (ESMA) and the 
European Banking Authority 
(EBA), internal audits would 
be undertaken into the 
system by its administrator 
the Euribor-European 
Banking Federation (EEBF). 
‘External audits with public 
disclosure of  the results 
should follow, said a note 
from ESMA and the EBA. 

Go to http://tinyurl.com/
a7qtzap

EU MINISTERS AGREE DEAL
The EU Council of  Ministers 
has agreed reforms to 
create a single supervisory 
mechanism for overseeing 
EU credit institutions. This 
would involve the European 
Central Bank and the 
European Banking Authority. 
The final text needs approval 
by the European Parliament 
to come into force. 

Go to http://tinyurl.com/
ay7mhz8

FISCAL COMPACT AGREEMENT
Government accountants 
in the eurozone will have 
to ensure countries using 
the single currency will 
abide by a new ‘fiscal pact’ 
on government spending. 
This came into force on 
1 January, after 16 EU 
member states ratified 
the deal. It says annual 
structural government 
deficits must not exceed 
0.5% of  GDP.
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Go to http://tinyurl.com/
b3u2f6g

CLAIMS TO INCLUDE INTEREST
The European Court of  
Justice (ECJ) has ruled that 
uncontested debts paid 
between EU member states 
using so-called European 
orders for payments can 
also include interest. 

The orders hasten the 
settling of  financial claims 
across EU borders, but a 
case brought in Poland 
asked whether interest could 
be paid on such debts. The 
ECJ ruled that it could.

http://tinyurl.com/
a86zd7l

RAID AND SEIZURE POWERS 
Investigators from the 
EU’s anti-fraud office OLAF 
have gained authority to 
raid the premises of  the 
EU’s growing network of  
institutions, in any EU 
member state, without 
notice or reason. 

Until now, OLAF has 
needed evidence before 
being able to seize 
documents or computer 
files. Now, the EU Council 
of  Ministers has agreed 
that OLAF investigators 
can test a hunch or a 
tip-off  by raiding the EC, 
the European Parliament, 
the Council Secretariat, 

and the 33 EU agencies 
– which include Europol 
and the European Police 
College among other 
law enforcement-related 

institutions. 
Go to http://tinyurl.com/

agbdcrq

Keith Nuthall, journalist 

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

Wroclaw, Silesia, Poland
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You’ve already worked your socks off 
to get a professional qualification, 
and wherever you are on your career 
timeline you have almost certainly felt 
the current pressures of an unstable 
economy and periods of low morale 
in the workplace. One way of putting 
yourself in the best possible position 
and ahead of the crowd, whether you 
are after career stability, promotion or 
a new job, is to have an MBA. But with 
work already so highly pressured, how 
can you best manage yet more stress?

Work-related stress has been a 
growing issue for years. Last year’s 
annual absence management survey 
from the Chartered Institute of  
Personnel and Development (CIPD) 
didn’t make for happy reading. The 
level of  reported mental health 

problems such as anxiety and 
depression among employees has 
doubled since 2009. 

Workload is a growing stress-related 
problem, with 57% of  organisations 
ranking it among the top three most 
common causes of  absence, compared 
with 48% in 2011. Yet nearly one-third 
of  survey respondents said that their 
organisation was not actively doing 
anything to reduce it. 

‘Stress is one of  the biggest causes 
of  cardiovascular disease and 
employee absence,’ says Sam Kotadia, 
psychologist and managing director of  
MindSport. ‘Employers need to show a 
duty of  care to help employees manage 
stress. It’s a huge health and safety 
issue. And stress can impact on other 
areas. It can be isolating and leave the 

HIGHER HIRES 
MBA hires are on the rise, 
according to an end-of-year global 
employer poll by the Graduate 
Management Admission Council. 
Some 76% plan to hire recent MBAs 
in 2013 compared with 69% last 
year. GMAC president and CEO Dave 
Wilson said: ‘Employers recognise 
that employees with graduate 
business degrees are a wise 
investment in uncertain times.’

ACCA FAST TRACK AT OXFORD
The Oxford Brookes global MBA 
allows ACCA members studying 
through distance learning an 
accelerated entry route with 
programme completion in as little 
as 21 months. A fast-track option 
to study on campus is also now 
available to ACCA members.

MBA E-ZINE
Look out for our special MBA 
editions of AB Direct with 
exclusive offers from business 
schools for ACCA members.
www.accaglobal.com/abdirect 

ADVERTISE ON THESE PAGES
Are you a business school, college 
or university? To advertise on these 
pages, email Rory O’Toole at  
rory@acca-media.com

Interested in doing an MBA, MSc or other postgraduate qualification? Our special quarterly section of 
Accounting and Business explores the options and the issues involved

59The postgrad pages

MB why?
It might be a stressful experience but studying for a postgrad qualification can make a 
huge difference to your career. The real question is how to manage that stress effectively

Oxford Brookes University

www.accaglobal.com/abdirect
mailto:rory@acca-media.com


FEELING THE STRAIN
Research published last year in the International Journal of Business and 
Management Tomorrow looked at stress levels of MBA students in a number 
of business schools in India.

‘The results clearly indicate that students are stressed,’ the report found. 
Among the common sources of  stress it listed were ‘psychological pressure 
to perform well in examinations’, lower grades than anticipated, family 
expectations, uncertainty of  getting a job, and competition with other students.

MANCHESTER’S CYBER CHALKFACE
All the leading business schools have sophisticated support schemes to help 
MBA students juggling work and home commitments. Manchester Business 
School has a number of initiatives for its Global MBA including:

* E-facilitators – high-achieving MBA graduates in senior positions in leading 
companies such as KPMG, IBM and Unilever. They answer any questions a 
student on the course may have.

* 24/7 support – a dedicated portal that offers news, announcements, 
academic information and online resources at the click of  a mouse.

* The ‘classroom of  the future’ – the development of  ‘transnational 
education’ through virtual classrooms, interactive whiteboards, flexible 
teaching spaces, podcasts and webinars. 

* Careers guidance – Manchester Business School offers a comprehensive 
careers service specifically for its part-time MBA students. 

sufferer feeling as though things are 
spiralling out of  control.’

The demanding workload of  an MBA, 
along with all your other commitments 
could be a recipe for disaster but not, 
according to the experts, if  you 
recognise the signs of  stress and 
manage your way through it. And 
ultimately, the reward will be more 
than worth it.

Derek Walker, director of  careers at 
Saïd Business School at the University 
of  Oxford, says: ‘An MBA is a broad-
based business toolkit covering a wide 
range of  business-related disciplines.  
While there may be some areas of  
overlap with subjects studied as part 
of  a professional accounting 
qualification, the process of  studying 
for an MBA at a good school with a 
diverse group of  classmates exposes 
the student to a range of  business 
concepts such as strategy, marketing, 
operations, management and so on, 
different ways of  thinking, and a broad 
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network that they will probably draw on 
throughout their career.’

ACCA works with the Saïd School 
and offers the Diploma in Financial 
Strategy, a master’s-level course that 
provides the essential elements of  an 
MBA for qualified accountants. The 
one-year course starts annually in 
January, with four four-day tuition 
modules, assessed by a project or 
exam, and concluding with a 10,000-
word business project.

It might seem intimidating, but there 
are several ways you can manage your 
stress levels and turn negatives into 
positives. Kotadia says: ‘Stress can be 
either debilitative or facilitative. It can 
push you to develop avoidance 
techniques.’ This is why it’s so 
important to have a strategy in place 
to manage stress and take control from 
the earliest stage.

Kotadia suggests focusing on the 
process, not the outcome: ‘Don’t think 
about passing, or the grade you want 

to achieve. Instead, get the workload, 
or revision, into a palatable format. In 
sports psychology we tell athletes not 
to focus on winning the match but on 
keeping on their toes and staying 
balanced. Once you’re in control of  the 
building blocks, the outcome will take 
care of  itself. 

‘One cause of  stress is feeling that 
everything is out of  control. Ignore 
events beyond your own influence and 
direct your attention towards actions 
and processes that you have control 
over. Positive results will follow.’

Most people experience stress when 
problems seem too large to handle. ‘If  
you break your problems down into 
manageable chunks, it will reduce their 
enormity and allow you to focus on how 
to tackle them, promoting a problem-
solving mindset,’ says Kotadia. ‘Chess 
grandmasters use this same technique 
to break down the chess board into 
bite-size sections, allowing them to 
plan their overall game-plan.’

Your state of  mind is one of  the 
biggest predictors of  behaviour. If  you 
are becoming overwhelmed with your 
studies, shift your focus on to 
something you enjoy doing beforehand 
and give yourself  a mood boost. 
Kotadia says: ‘Use the moment you feel 
stress as a trigger and a precursor to 
the positive behaviour – the feelgood 
thing, whether it’s going to the gym, 
playing sport, listening to music or 
acting creatively.’

Finally, be realistic with your 
expectations. ‘Stress is an inevitable 
part of  life,’ says Kotadia. ‘Believing it 
is possible to live life completely stress-
free will only add pressure and make 
the situation worse. Although you 
cannot always control the occurrence 
of  stressful events, you can control how 
you react to them. Focus on your 
reaction strategies and you will 
significantly limit the effect of  stress.’

Beth Holmes, journalist
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I became an executive while I was learning how to be an 
executive. AU’s online format made it possible for me to 
complete my MBA as I pursued my passion for geology in 
countries as far away as Guyana. As I learned, I applied 
my newfound knowledge to my role as CEO and it allowed 
me to expand my career in ways I never thought possible.

Shastri Ramnath, MBA
President and CEO of Bridgeport Ventures
Founder of Orix Geoscience
Traveller, Entrepreneur, Groundbreaker

The MBA that puts CEO within reach. 
The AU online Executive MBA. www.mba.athabascau.ca
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1 Look back at 2012
Before considering the year ahead, it’s 
worth looking back at the development 
you undertook last year. What activities 
or approaches to your learning and 
development went particularly 
well? Is there anything you 
would do differently in 
the future? Are there any 
specific areas that you need 
to revisit in 2013?

2 Think about timing
By planning your CPD at the start 
of  the year, you can ensure that you 
not only think about your learning 
needs but also about when, where 
and how you will undertake your 
development. When planning 
your CPD, there are 
particular areas you will 
need to consider:

Relevance
Remember to keep relevance 
at the centre of  your CPD planning. 
ACCA’s CPD programme is not 
solely about updating your technical 
accounting knowledge. If  you are no 
longer in an accounting or finance role 
you should identify your CPD needs 
in relation to the latest developments, 
both in your profession and in the 
business world in general.

Is your learning verifiable?
If  you are following the unit route, you 
are required to complete 40 units of  
CPD, 21 of  which must be verifiable. 
For CPD to be verifiable, however, you 
need to be able to answer ‘yes’ to the 
following three questions:

* Can you explain how a learning 
activity is relevant to your career? 

* Can you explain how you have,  
or will, apply what you learned? 

* Can you provide evidence that you 
undertook the learning activity?

Five steps to plan your CPD 
As we get settled into the new year, here are five ideas to inspire a fresh approach to 
planning your CPD, including tips on getting the most out of ACCA’s planning tools

for 20 different finance and  
accounting job titles.

*	The Professional Development 
Matrix is designed to help you 
identify your preferred learning 
style and the knowledge, skills and 
expertise you may need in either 
your current role, or in future 
roles in which you are interested – 
irrespective of  your chosen career.

Check out these and more tools 
with which to manage your 

CPD at www.accaglobal.
com/members/cpd

4 Try something new
It is easy to become 

complacent about learning 
– you go to the same courses 

because the lecturer is good, or 
read the same business publications 
because your office has subscribed 
to them. If  you venture out of  your 
comfort zone, however, you might 
discover better and more relevant 
learning is just around the corner. Have 
a look at www.accaglobal.com/cpd 
– from networking on ACCA’s official 

LinkedIn members’ group to mentoring 
or coaching a colleague, there is 
something for everyone.

5 Put a date in the diary
It is a good start to plan your CPD 
now, but it is also vital to introduce 
regular check points during the year 
to ensure that you are on track to meet 
the requirement. How about setting a 
reminder for June/July to review your 
progress and assess how much CPD 
you still have to do?

IF YOU ARE NO LONGER IN AN ACCOUNTING OR 
FINANCE ROLE YOU SHOULD IDENTIFY YOUR CPD 
NEEDS IN RELATION TO THE LATEST DEVELOPMENTS

The non-verifiable CPD can be 
general learning activity such 
as keeping abreast of  business 
developments through reading or 
informal networking.

3 Use ACCA’s planning tools
ACCA has two planning resources  
designed specifically for members:

*	ACCA Compass enables you to 
assess your level of  experience 
and skill, and compare this to a 
recommended market average 

LOOKING FOR A NEW JOB?
www.accacareers.com/international
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Council’s final meeting of 2012 took 
place at 29 Lincoln’s Inn Fields, 
London on 24 November. It was held 
immediately following the annual 
meeting of ACCA’s International 
Assembly. Assembly members Chama 
Kamukwamba (South Africa) and 
Katerina Sipkova (Czech Republic) 
were invited to give oral reports 
to Council on the outcomes of the 
Assembly meeting, including the 
debates Assembly members held 
around the topics of ACCA as a digital 
organisation and the future of the 
professions – global trends.

A number of  other matters were 
debated at the Council meeting:

* Council met in breakout groups to 
discuss issues around the future of  
the professions, a topic which had 
also been considered by the 
International Assembly. The 
discussions centred around how 
shifts in society have impacted on 
professional bodies, the key 
challenges and opportunities which 
will affect these organisations, and 
ACCA’s possible responses to these. 
The outcomes of  the discussions 
will help to inform the development 
of  ACCA’s strategy beyond 2015.

* Council also considered the regular 
report of  the chief  executive 
covering strategic developments 
both within and outside ACCA and 
developments in key markets.

* Council approved a policy approach 
to Standards for Business to be 
adopted by ACCA. The approach is 
designed to capture input from a 
number of  stakeholders, including 
investors, preparers, standard 
setters and regulators. It supports 

ACCA’s technical department is looking 
to set up a technical advisory group of 
members with an interest in insurance-
related corporate reporting and other 
accounting issues, for example through 
their work for insurers, or through 
acting for them as clients. 

We want to hear from members 

around the world in view of  the 
ongoing impact which the International 
Accounting Standards Board’s current 
project will have on corporate reporting 
in this area. The group will 
complement the work of  ACCA’s Global 
Forum for Corporate Reporting, which 
considers wider accounting issues. 

Subject to interest, it is proposed the 
group will first meet in spring 2013. It 
will be possible to join the meeting 
through videoconferencing or 
conference call, or in person in London.

If  you are interested, please contact 
Richard.Martin@accaglobal.com or 
Paul.Cooper@accaglobal.com

Council highlights
ACCA’s strategic objective to lead 
and shape the agenda of  the 
profession and to be the leading 
global accountancy body in 
reputation, influence and size.

* On a recommendation from the 
nominating committee, Council 
agreed to co-opt Japheth Katto FCCA 
to Council for three years. Katto is 
chief  executive officer of  the Capital 
Markets Authority of  Uganda. He is a 
board member of  the International 
Federation of  Accountants and has 
also held key appointments with 
International Organisation of  
Securities Commissions and the 
Ugandan national accountancy body. 
This is the first occasion that Council 
has used the powers of  co-option 
granted to it under bye-law 23 since 
the bye-law change was effected in 
2009. Council believes that Katto’s 
membership of  Council will 
strengthen the skills mix on Council 
and will be an asset to ACCA.

* Council also invited into full 
membership of  ACCA five senior 
accountants based in the People’s 
Republic of  China. This was done in 
accordance with Membership 
Regulation 3(f).

* In other business, Council agreed a 
timetable for choosing its preferred 
nominee for vice president in 
2013/14. It also received 
presentations from the chairmen of  
the Governance Design and Market 
Oversight committees on the work 
plans for their committees for the 
coming year.

The next scheduled meeting of  
Council will take place in London on 16 
March 2013.

INVOLVED IN ACCOUNTING FOR INSURANCE CONTRACTS?

mailto:paul.cooper@accaglobal.com
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Policymakers, 
regulators 
and finance 
professionals 
must help small 
businesses adopt 
sustainable 
business 
practices as 
their huge 
environmental 
impact is being 
overlooked,  
says ACCA.

Despite 
accounting for 
more than 90% of  

global businesses, SMEs have been marginalised in 
the sustainable business practices debate and slow 
to adopt environment-related improvements.

In a new policy paper Embedding Sustainability in 
SMEs, available at www.accaglobal.com/
smallbusiness, ACCA’s Global Forum for SMEs has 
called for action to help smaller businesses become 
more efficient and environmentally friendly. SME-
specific measures and approaches will be needed, 
with policymakers taking into account not only the 
differences between large companies and SMEs, but 
also the differences between micro, small and 
medium-sized enterprises, says the report.

Forum chairman Mark Gold said: ‘In terms of  
economic activity, employment and waste, small 
businesses make a huge impact and it is critical that 
they and those who advise and regulate them 
recognise this and begin to take steps to tackle 
waste and promote efficiency.’

Greener SMEs
Action is needed to embed 
sustainability in small businesses

Preparing for a green economy: windmill farm, Canada

Latest issue now available at www.
accaglobal.com/futuresjournal

CFOs LOOK TO FUTURE
Three CFOs are featured in videos 
looking at the big trends shaping their 
role in the future. 

Richard Moat FCCA, CFO of  Ireland-
based Eircom Group, Alan Johnson 
FCCA, CFO of  Portugal-based Jerónimo 
Martins, and Holger Lindner, member 
of  Singapore CFO Institute Advisory 
Council and former CFO of  Daimler 
South East Asia, look at issues such as 
achieving sustainable growth in 
developing markets, managing volatility 
and dealing with increased scrutiny. 

The videos, along with ACCA’s recent 
report, The changing role of the CFO, are 
available at www.accaglobal.com/cfo

PHILOSOPHY DEGREE FOR BRAND
ACCA chief executive Helen Brand has 
been awarded an honorary doctorate 
in philosophy by Amity University 
Uttar Pradesh, India. 

Brand said: ‘Receiving this degree 
was a very real privilege for me. I was 
extremely pleased to be at the 
graduation ceremony, where I had the 
pleasure to address the graduates and 
explain why this honorary degree 
matters to me. As chief  executive of  
ACCA, I am passionate about life-long 
learning and the benefits that 
education and training can bring.’

CANADA AT TIPPING POINT
The coming years will see Canadian 
business, policymakers and society 
reach a tipping point for a green 
economy, concludes a new ACCA 
report, Canada and the green economy.

It discusses the issues around 
whether Canada is ready for the green 
economy. The accountancy profession 
will play a critical role in safeguarding 
the country’s future generations and 
natural resources. 

The report gathers opinions from two 
ACCA-organised roundtables that were 
held in Vancouver and Toronto. 

The report is available at www.
accaglobal.com/accountability

Gold: start tackling waste
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