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Japan’s cultural climate can prove challenging for business incomers. But for Vic Tan, CFO 
of the Ralph Lauren Corporation Japan, a career taking in a dozen Asia-Pacific countries 
across a range of diverse sectors has made him adept at adapting. See page 12

THE SEARCH FOR TRANSPARENCY
Global tax issues continue to preoccupy governments and pressure 
groups. As we go to press, the G8 meeting in Northern Ireland is 
about to take place with the trade, tax and transparency conference 
hosted by UK prime minister David Cameron being held on 15 June. 
At another high-level meeting in Brussels of the European Council 
in May, leaders were under pressure to act on reports of the level 
of tax avoidance by companies and rich business owners who stash 
their cash in tax havens. As a result, a communiqué from the Council 
committed European governments to ensuring more automatic 
exchanges of tax information (see page 18.) We also report from the 
eighth meeting of the OECD’s Forum on Tax Administration, which took 
place in Moscow in May. Here, top tax inspectors from 45 countries 
agreed a raft of priorities to increase international transparency.

The big critics of  tax havens also need to take a look in their own 
backyards. The US is one of  the major critics of  offshore tax havens – 
but is arguably the world’s largest tax haven itself, leaving itself  open 
to accusations of  hypocrisy. Is the OECD likely to push around the US, 
asks one commentator in our feature, which begins on page 16.

The global financial crisis and the austerity measures affecting so 
many countries are of  course two of  the reasons why tax avoidance has 
become such a sensitive subject, and we turn to another thorny topic 
in this issue – inflation. In order to deal with the current economic 
climate, financial mandarins around the world have been devoted to 
ultra-low inflation. But is there an argument for softening this policy? 
Many economists believe so. 

Those economists would probably not, however, want to see the 
inflation rates that Venezuela has been experiencing; its annual 
inflation was reported to have climbed to 29.4% in April. With the 
death of  its leader Hugo Chávez in March, there are calls for change 
from the business community. You can read about the changing of  the 
guard in this South American country on page 22.

Lesley Bolton, lesley.bolton@accaglobal.com

TIME TO TALK
A gathering 
in Ghana of 
accountancy 
professionals 
from across 
the continent 
focused on 
transparency and 
accountability.  
Page 25

GUIDING FORCE
After two years 
of consultation, 
the Global 
Reporting 
Initiative 
launches its 
new, improved 
sustainability 
guidelines  
Page 28

BIG 
AMBITIONS?
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move, check out 
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com/international

READ AB ON 
YOUR IPAD!
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01 Turkish stocks 
tumbled after 

Istanbul was rocked 
by anti-government 
protests over creeping 
authoritarianism 

02 Thousands of  
people were 

evacuated in Germany 
after a dam burst on the 
flood-swollen River Elbe 

03 Ex-Porsche CFO 
Holger Härter 

was fined €630,000 for 
credit fraud in a case 
related to the carmaker’s 
failed bid for Volkswagen

04 A young girl helps 
her family repair 

a grave damaged by the 
Oklahoma tornado
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05 Croatia was 
due to join the 

European Union on  
1 July after nearly eight 
years of  negotiations, 
with judicial reform 
being among the 
toughest areas to resolve

06 Guides in 
traditional 

costume walk past 
the African Union (AU) 
headquarters in Addis 
Ababa, Ethiopia. The 
21st AU Summit was 
held in Addis Ababa in 
May, to celebrate the 
50th anniversary of  
the union

07 China’s president 
Xi Jinping visited 

Trinidad and Tobago on 
the first stop of  a four-
country regional tour. 
Xi and Trinidadian PM 
Kamla Persad-Bissessar 
signed a memorandum 
of  understanding to 
cooperate on a number 
of  issues

08 Three former 
top executives 

from carmaker Saab 
Automobile were 
arrested in Sweden on 
suspicion of  alleged 
accounting fraud. For 
more, see page 10
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UP IN THE AIR
Airlines in Asia Pacific will take delivery of around 9,870 new 
passenger and cargo aircraft in the coming 20 years, valued at 
us$1.6tr, according to aircraft manufacturer Airbus. This represents 
35% of all new aircraft deliveries worldwide over the next 20 years, 
and is ahead of Europe and North America. 

In the passenger market, the fleet of aircraft operated by Asia-Pacific 
carriers is expected to more than double in the coming 20 years, from 
4,300 aircraft today to a total of 10,440 jets.

1 BANGKOK
2 LONDON
3 PARIS
4 SINGAPORE
5 NEW YORK
6 ISTANBUL
7 DUBAI
8 KUALA LUMPUR
9 HONG KONG

KEY

Less than 25% 
of  respondents

25.1% to 49.9% 
of  respondents

More than 50%  
of  respondents

BANGKOK  IS TOP TRAVEL HOTSPOT
The top destination city by international visitor arrivals, according to the Global Destination Cities 
Index released by MasterCard for the second quarter of 2013, is Bangkok, which has edged out 
London. Numbers of visitors increased to all top 20 cities with the exception of Paris.

MARKET SENTIMENTS UP
Ernst & Young’s eighth Global Capital Confidence Barometer for South-East Asia shows a rebound in 
corporate confidence after years of conservative decision-making. Optimism is up over access to capital, 
with 83% of South-East Asian respondents believing that credit availability will improve or at least 
remain stable. The graphic illustrates the current debt-to-capital ratio of respondents’ companies.

15
Number of  
sovereign 
wealth 
funds set 
up or being 
considered 
in Africa 
over the past 
two years, 
according to 
JPMorgan.

67.9%
Tariff  ceiling 
proposed 
by the EU 
on Chinese-
made solar 
panels.

us$23k
The amount 
paid by an 
online Asian 
bidder for 
dinner for 
four cooked 
by Spanish 
chef  Ferran 
Adrià of  
El Bulli 
restaurant.

a$630m
Potential 
cost to 
Australian 
taxpayers 
after top-
secret plans 
for its new 
national spy 
headquarters 
were stolen 
by hackers.
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KEY
    Definitely       Probably       No

MORE GUIDANCE ON TAX, PLEASE
The vast majority of businesses would welcome more global 
cooperation and guidance from tax authorities on what is 
acceptable and unacceptable tax planning, even if it resulted in 
less opportunity to reduce tax liabilities across borders, according 
to the latest Grant Thornton International Business Report.

WILL INCREASE TAX TRANSPARENCY

DO YOU WANT MORE GLOBAL COOPERATION/GUIDANCE FROM TAX AUTHORITIES? 

ARE YOU PLANNING TO BE MORE TAX-TRANSPARENT?

THE CALL FOR MORE GUIDANCE

THE INTERNATIONAL BUSINESS REPORT
The report (at http://bit.ly/1a5K5m0) is a quarterly survey of 
3,000 businesses in 44 countries. Data is collected by Experian.
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TAX REPORTING CHANGES AHEAD 
Large companies will have to disclose profits, taxes and subsidies in each 
country in which they operate under proposals announced by European 
internal markets commissioner Michel Barnier. Barnier also announced that 
enhanced disclosure proposals covering environmental, social, employee and 
human rights impacts have gone to the European Parliament and the Council 
of Ministers for approval. ACCA chief executive Helen Brand said: ‘ACCA 
fully endorses the suggestion that companies should rely on internationally 
accepted frameworks to report this information. There should be a convergence 
of international, EU and national principles.’ See also ‘EU steps on gas’, page 18. 

A protest outside a Starbucks branch in Dublin highlights corporate tax avoidance

INVESTORS LOSE CONFIDENCE
Investors’ confidence in the accuracy 
and truth of  corporate reports has 
fallen since the onset of  the global 
financial crisis, according to ACCA 
research. In the report Understanding 
Investors: directions for corporate 
reporting, more than two-thirds of  
300 investors surveyed say they have 
become more sceptical about company 
reports. Almost as many suggest that 
managers have too much discretion 
over the financial information they 
report. A sizeable majority of  investors 
say they place more importance on 
information generated outside the 
company than on annual reports, while 
45% regard the annual report as being 
of  no use. There was overwhelming – 
93% – support for integrated reporting. 
View the report at www.accaglobal.
com/reporting

G4 IS GO
The latest generation of  Sustainable 
Reporting Guidelines – G4 – has 
been launched at Global Reporting 
Initiative’s 2013 conference. Large 
corporations are being urged to adopt 
the guidelines, which have already been 

backed by some of  the world’s biggest 
businesses, including General Electric 
and Enel. G4 adopts an increased 
focus on transparency and is more 
accessible for corporations that have 
not previously used sustainability 
guidelines. GRI chief  executive Ernst 
Ligteringen said G4 had been produced 
in consultation with hundreds of  experts 
drawing on international best practice. 
See conference report, page 28.

APPLE IN EYE OF TAX STORM
Apple avoided paying billions of  dollars 
in US taxes by structuring most of  
its operations offshore and failing to 
return profits to the US, according 
to a Congressional investigation. 
Some offshore operations that were a 
conduit for vast revenues did not have 
any employees and were run out of  
California, the investigation found. It 
also named Ireland as one of  the main 
offshore jurisdictions that enabled 
businesses to operate as if  they were 
‘stateless’. Carl Levin, chairman of  
the investigations committee, said: 
‘[Apple] has created offshore entities 
holding tens of  billions of  dollars while 
claiming to be tax-resident nowhere.’ 

In his evidence to the committee, 
Apple CEO Tim Cook said: ‘Last year, 
our US federal cash effective tax rate 
was about 30.5%, and we paid the US 
Treasury nearly US$6bn in cash.’

SMPs: ‘POSITION FOR GROWTH’
The seventh annual International 
Federation of  Accountants Small 
and Medium Practices Forum has 
been held in the Ugandan capital of  
Kampala, attracting delegates from 
30 countries. The focus of  this year’s 
conference – of  which ACCA was gold 
sponsor – was on trends affecting 
small businesses and how small and 
medium practices (SMPs) deliver their 
services. IFAC SMP committee chair 
Giancarlo Attolini said: ‘There are vast 
opportunities for SMPs, including 
internationalisation and expanded 
business lines. Now is the time to 
position SMPs for growth so that by 
the time the economic recovery gains 
more momentum globally, SMPs and 
the small businesses they serve can 
lead the way.’

BANK CLOSED FOR ‘LAUNDERING’
The Liberty Reserve digital bank has 
been closed by the US Department 
of  Justice (DoJ) and charged with 
laundering over US$6bn of  criminal 
proceeds. An indictment issued by 
the DoJ claimed that the Costa Rica-
based online bank was a financial 
hub used by computer hackers, 
child pornographers and fraudsters 
operating Ponzi schemes. Liberty 
Reserve claimed to offer a legitimate 
digital currency system but in 
practice it was a device to clean dirty 
money, said US law officials. Other 
digital banks are now reported to 
be urgently adopting revised money 
laundering practices.

EX-SAAB EXECUTIVES ARRESTED
Three former executives of  Saab 
Automobile have been arrested in 
connection with an alleged accounting 
fraud. Swedish chief  prosecutor 
Olof  Sahlgren said the three were 
‘suspected of  aggravated attempts 
to avoid tax controls’ and falsifying 
accounting records for 2010/11. At 

10 News round-up
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that time, Saab Automobile was owned 
by the Dutch company Spyker, but has 
since filed for bankruptcy. Lawyers 
for the three – the former CEO, CFO 
and general counsel – have denied 
any wrongdoing. Saab Automobile is 
not part of  defence group Saab Group.

PwC WINS HERBALIFE AUDIT
PwC has won the audit for Herbalife. 
The company’s previous auditor was 
KPMG, which stood down after the 
revelations of  the leaking of  insider 
information by the lead audit partner, 
Scott London. London has since 
pleaded guilty to charges and KPMG 
has condemned his actions. Herbalife 
believes that the unauthorised 
disclosure of  confidential information 
did not lead to any breaches of  
company listing rules.

LEASE ACCOUNTING RETHINK
The International Accounting 
Standards Board and the US Financial 
Accounting Standards Board have 
jointly proposed a revised exposure 
draft for the treatment of  leases. The 
revisions follow substantial criticisms 
from the lease finance sector of  
the previous exposure draft, which 
they claimed failed to recognise the 
substantially different types of  lease 
arrangements that are used. The 
existing standard has been criticised by 
investors as not ensuring an accurate 
representation of  leasing obligations. 
Under the new exposure draft, a 
lessee would recognise assets and 
liabilities of  leases that are of  more 
than 12 months’ duration. Property 
leases would be treated differently 
from equipment leases. Entities will be 
required to provide more information in 
their reports to improve transparency. 
See technical feature, page 48.

IMF ADMITS GREEK MISTAKES
The harsh rescue package for Greece 
was based on mistaken assumptions by 
the Troika of  the International Money 
Fund, the European Commission and 
the European Central Bank, a report 
from the IMF has admitted. It says that 
the rescue and support programme 
made over-optimistic assumptions 

DELOITTE SEEKS DISMISSAL OF AUDIT CASE  
Deloitte’s China member firm has applied to a US federal court for the 
dismissal of the attempt by the Securities and Exchange Commission 
to obtain its work papers for audits of former client Longtop Financial 
Technologies. Longtop is based in China, but is listed in the US where 
it is subject to a fraud investigation. Deloitte claims that the papers can 
be obtained by request through an agreement that has now been reached 
between the Public Company Accounting Oversight Board, the China 
Securities Regulatory Commission and China’s Ministry of Finance. The 
agreement provides a cooperative framework between the parties for the 
production and exchange of audit documents required in investigations in the 
other jurisdiction. PCAOB chairman James R Doty said: ‘This agreement with 
China is an important step toward cross-border enforcement cooperation that 
is necessary to protect the interests of investors in US capital markets.’ 

about the capacity of  Greece to recover 
while an austerity spending plan was 
in place. The report suggested that 
better risk-sharing arrangements and 
faster sovereign debt restructuring 
should have been agreed. There are 
lessons for the future, it said, in terms 
of  ensuring adequate finance is in 
place, with strong ownership of  rescue 
programmes and sufficient capacity to 
properly design programmes.

CHINESE DEALS HIT NEW HIGH
Overseas investment by Chinese 
businesses has increased more 
than five-fold in the past five years, 
according to analysis by PwC. Cross-
border merger and acquisition activity 
led by Chinese buyers was valued by 
PwC at US$65.2bn in 2012, compared 
with US$10.3bn in 2008. Investment 
into mature markets from high-growth 
markets now exceeds investment in 
the other direction. Edwin Wong, PwC 
China outbound investment services 

leader, said: ‘Many mature market 
companies need an investor or a 
partner who can bring access to high-
growth markets. On the other side, 
HGM buyers are looking for access 
to sales channels, supply chains, 
resources, technology, know-how, 
brands or management experience.’

GOVERNMENTS ‘IMPROVING’
More transparent accounting practices 
are being adopted by governments 
worldwide, according to a PwC study. 
A survey of  100 countries found that 
more than half  of  governments either 
use accrual accounting, or intend to 
do so within the next five years. Patrice 
Schumesch, PwC Global Public Finance 
partner, said: ‘Public sector financial 
statements should reflect the full 
economic impact of  political decisions 
– and this can only be fully achieved by 
applying accrual accounting.’ 

Compiled by Paul Gosling, journalist

11Analysis
SALVATION THROUGH INFLATION?
The near-universal desire to crush inflation at any cost may actually be 
economically harmful, say some policymakers. But with spiralling prices at 
the other end of  the scale, is there a middle ground?



I
n a 19-year career to date, Vic 
Tan has worked in more than 
a dozen Asia-Pacific countries 
and in half-a-dozen business 

sectors, but he believes that there 
are a number of critical skills that 
are applicable across the board that 
need to be mastered by any finance 
professional with ambitions of 
climbing the corporate ladder.

And as chief  financial officer of  the 
Ralph Lauren Corporation, Japan, Tan’s 
insight into what marks out the best in 
the business from the rest is telling.

Sitting in his bright and spacious 
office in the swish Nagatacho district 
of  Tokyo, where the heavy police 
presence on the streets outside 
indicates just how close we are to 
the prime minister’s official residence 
and the Japanese parliament, Tan, 
43, sits back and ticks off  the 
attributes that are required on the 
fingers of  his left hand.

Quickly it becomes clear he needs 
to re-use his hand more than once.

‘Dealing with ambiguity is the first 
that comes to mind,’ says Tan, replete 
in a dark grey, pinstripe suit and 
tie. ‘From my experience working in 
advanced and developing countries, 
I have developed a capability to deal 
with ambiguity and am able to shift 
gears comfortably, to effectively cope 
with change, to comfortably handle 
risk and uncertainty, and to structure 
things for my teams to break down and 
then to create a vision for them to get 
rid of  any ambiguities.’

He moves on to another requirement.
‘Having the perspective as you go up 

within a company, having a “helicopter 

view” of  the whole business and the 
ability to discuss multiple aspects and 
impacts of  issues – and then project 
them into the future,’ he says, folding 
another finger into his palm. 

‘You need good problem-solving 
skills to add value, to look beyond 
the obvious and not stop at the first 
answer, to be able to see hidden 
problems and probe all fruitful sources 
for answers, and then use rigorous 
logic and methods to solve difficult 
problems with effective solutions.’

Another digit folds. 
‘You have to learn on the fly, to learn 

quickly when facing new problems, you 

have to be a relentless and versatile 
learner, open to change and with the 
ability to quickly grasp the essence and 
the underlying structure of  anything. 

‘And – last but not least – having the 
drive to achieve results is critical. You 
need to be counted on to exceed goals 
successfully, to be very bottom-line-
oriented and steadfastly push yourself  
and others to achieve results.’

He pauses.
‘In my position, you also need to be 

able to size people up very quickly and 

be a good judge of  talent,’ he adds. 
‘When I started with Ralph Lauren in 
Hong Kong, I had to recruit 45 people 
in my first four months, all of  whom 
I met personally. But to select those 
45 people, I had to meet three times 
as many candidates, and for each of  
those interviews I had to look at 10 
resumes.

‘I did the interviews and I had 
already looked at the people’s 
attributes, but it was also a feeling. 
These people had to be flexible, they 
had to be ambitious, demonstrate good 
commitment, and they had to have 
perseverance in overcoming obstacles.

‘Most of  them were CPAs and with 
master’s degrees – and believe me, 
there are a lot of  people like that in 
Hong Kong, where they all seem to 
have a hunger to succeed,’ he says. 
‘So they were all qualified, but some 
lacked the “X factor” that comes 
down to personality, the ability to deal 
with ambiguity and a clear sense of  
perseverance.’

Tan knew what he was looking for 
in the 45 people that he did hire, 
because he has a very exact idea of  
the people who can make a positive 
difference to the business. 

‘I was 16 when I chose what I 
wanted to study in university and 
decided that I wanted to be a CFO,’ 
says Tan. ‘I was attracted to the 
possibilities of  this profession.’

After completing the mandatory 
two-and-a-half  years of  military service 
in his native Singapore, Tan studied a 
Bachelor of  Business Administration 
at the National University of  Singapore. 
To add to an already heavy workload, 

MADE TO MEASURE 
Having worked in many Asia-Pacific countries and across many industries, Vic Tan, FCCA 
and CFO of Ralph Lauren Corporation, Japan, is using his experience to transform financial 
strategy at the luxury brand. Here, he shares the key attributes that are needed for success

‘I HAVE DEVELOPED A 
CAPABILITY TO DEAL 
WITH AMBIGUITY AND
AM ABLE TO SHIFT 
GEARS COMFORTABLY, 
TO EFFECTIVELY COPE
WITH CHANGE’
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he took up another challenge by 
studying for his ACCA Qualification 
at the same time.

‘I had been searching high and low 
for a world-class qualification and, 
when I looked at the syllabus, how it 
was structured, the standards and 
status, as well as the global exposure 
it offered, I knew that ACCA provided a 
very interesting qualification,’ he says.

Studying for the two in parallel was 
tough when the exams came around, 
he admits, although there was a degree 
of  cross-over in his studies.

The toughest area was auditing, Tan 
says with a slight smile, adding that he 
was at something of  a disadvantage at 
the time, as many of  his counterparts 
during the 1990s were studying for the 
ACCA Qualification at the same time as 
they were working for auditing firms, 
so they were putting their class-work 
into practice on a daily basis.

Financial management, on the other 
hand, came to Tan quite easily, along 
with strategic management.

‘But it was not all just about studying 
as I took part in ACCA activities and 
was the treasurer for the student 
council of  ACCA Singapore, as well as 
an active cross-country runner,’ he 
says. ‘I consider the course to have 
been a wonderful investment and it 
has helped me in many, many ways, 
particularly in terms of  opening doors.

‘Many people ask me why I took 
the ACCA Qualification instead of  a 
bachelor of  accounting degree,’ he says. 
‘My reply is that when I looked at ACCA, 
it offers a global qualification that is 
recognised and well regarded around 
the world. If  I only had a bachelor’s 
degree, it would only be known in the 
country where I had studied or, at best, 
in the greater region.’

After graduating, Tan jumped 

straight into external auditing work 
with a Singapore CPA firm. When a new 
opportunity overseas arose, Tan rose to 
the challenge and worked for the giant 
Japanese construction firm Kumagai 
Gumi as a regional project accountant, 
travelling across Papua New Guinea, 
the Solomon Islands, Fiji and Tonga for 
a year and a half. 

Following his passion for the 
consumer-products sector, Tan went 
on to join the tobacco giant British 
American Tobacco, based in Myanmar, 
where he quickly rose to be head of  
finance and in overall charge of  finance 
and accounting, as well as commercial 
and information technology. 

After four years in Myanmar – 
where he was responsible for growing 
the firm’s market share from zero 
to 54% – he was promoted and 
transferred to Singapore as head of  
e-business development as well as 
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The CV
2012

Appointed CFO of Ralph Lauren 
Corporation, Japan.

2009-12
Vice-president, finance and 
operations, Greater China and 
Southeast Asia, Ralph Lauren 
Asia Pacific.

2006-09
At Philips Electronics, Indonesia, he 
held the position of CFO from 2006 
to 2008. He was also acting country 
human resources director from 2007 
to 2008, and became Asia Pacific 
head of new business development 
(M&A) and pricing/margin 
management in 2008, a post he held 
until 2009.

2002-05
Finance director for Southeast Asia, 
at Alliance One International.

1995-01
He joined British American 
Tobacco, Singapore and Myanmar, 
in 1995 as finance manager. He 
was promoted to head of commercial 
and finance in 1998, a position 
he held until 2000. Tan was then 
named as Asia Pacific South head 
of e-business development and 
finance development manager.

1994-95
Regional project accountant  
for Kumagai Gumi Co, Papua  
New Guinea, Solomon Islands,  
Fiji and Tonga. 

1994
Graduate audit assistant for Heng 
Lee Seng & Co, a CPA accounting 
firm in Singapore.

finance development manager for 
seven nations within the Asia-Pacific 
South region.

Soon after that, Tan was headhunted 
to join the leading firm in the tobacco 
leaf  and processing industry, Alliance 
One International, where he spent 
three-and-a-half  years as finance 
director for all of  the company’s 
Southeast Asia operations. Later, he 
was again headhunted to join Dutch 
electronics giant Philips as its chief  
financial officer in Indonesia. Within 
two-and-a-half  years, Tan was given a 
bigger role, based in Singapore, as the 
head of  new business development and 
head of  pricing/margin management 
for the Asia Pacific region. 

In 2009, he was tempted away by 
Ralph Lauren Corporation to serve as 
vice-president of  finance and operations 
for Greater China (China, Hong Kong, 
Taiwan and Macau) and Southeast Asia, 
based in Hong Kong. In late 2012, he 
was promoted and moved to Tokyo to 
take over as chief  financial officer in a 
market that is the company’s second-
largest in the world, after the United 
States. Today, Japan contributes no less 
than 80% of  the company’s business in 
the Asia-Pacific region.

‘I always wanted to work overseas, 
to gain first-hand experience of  living 
and working in a different country,’ 
he says. ‘It’s not like spending three 
days in one country and then leaving 
to go home again; if  you breathe the 
air, eat the food, work, travel and meet 
the local people, that is a completely 
different thing. It enriches your life and 
is interesting and exciting.

‘I have worked in the construction 
industry, fast-moving consumer goods, 
durable consumer goods, agriculture, 
fashion apparel and accessories, 
and all of  those sectors have offered 
me different yet complementary 
experiences.

‘I actually found the skills I learned 

in the construction industry very 
valuable because I was involved in 
plans for a factory expansion and 
specific skill sets came into play there; 
cost controls, budgets, we had multiple 
activities circulating at the same time.’

And there is still relevance now that 
Tan is in the fashion business.

‘I use some of  the same skills now,’ 
he agrees. ‘When you look at the 
opening of  a retail outlet or a flagship 
store, that can be an investment 
of  $5m or $30m. That’s all about 
investment, its capital expenditures, 
managing costs, getting value for 
money, how to do more with less. All 
the lessons are still applicable.’

He has had some surprises in the 
work environment since moving to 
Japan, however.

‘Japanese people tend to have a 
very fixed paradigm; when they believe 
in something, they stay with that 
belief  for a long time and, in fact, 
do a good job of  maintaining “the 
system”,’ he says. ‘A lot of  my job is 
about bringing talented people into 
the mix with the existing team.

‘It surprised me that there was 
such resistance to change here. There 
needs to be a “paradigm shift” – and 
when I got here I quickly learned that 
Japanese seldom use that phrase and, 
to a large extent, ignore it as it does 
not fit into their culture.’

But Tan has made progress on 
reshaping his new team.

‘I set standards and expectations 
that are very high,’ he emphasises. 
‘When I come into an organisation, I 
share with my new team what I expect 
to happen. We will identify the gaps in 
that vision and work towards closing 
those gaps. I do a lot of  coaching and 
mentoring, and I do not force the staff  
to achieve everything from day one, but 
we work toward it and I do expect to 
see it coming through in a year.’

Right now, Tan is transforming 

‘I ALWAYS WANTED TO WORK OVERSEAS, TO GAIN
FIRST-HAND EXPERIENCE OF LIVING AND WORKING 
IN A DIFFERENT COUNTRY. IT ENRICHES YOUR LIFE’
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The basics: 
RALPH LAUREN

1967
Ralph Lauren Corporation founded.

$6.859BN
Revenue (fiscal year 2012).

$1.039BN
Operating income (fiscal year 2012).

25,000
Employees (March 2012).

38
Countries of operation.

11,351
Number of locations across the 
world (March 2012).

BRANDS
Polo Ralph Lauren, Black Label, 
RLX, Denim & Supply, Lauren Ralph 
Lauren; other brands include Club 
Monaco, Chaps, American Living.
 
FLAGSHIP STORES

Chicago, Greenwich, London, Milan, 
Tokyo, Moscow and Paris.

Ralph Lauren’s operations in Japan 
from a transactional finance model, in 
which decision support accounts for 
a mere 10% of  the total in his sector, 
to strategic finance, where decision 
support has grown to be fully 50%.

To do that, he is encouraging his staff  
to be more timely in their book-closings 
and issuance of  reports, to be accurate 
in forecasts, streamline their processes, 
optimise their systems, to become a 
customer-oriented organisation, able to 
affect both the top and bottom lines and 
to have increased visibility on the key 
financial indicators, moving from finance 
efficiency to finance effectiveness.

Another hurdle that he has had 
to overcome in the transition to the 
fashion industry is in the accounting 
treatments for lease agreements for 
stores – whether it is an operating 
lease or a capital lease – while he has 
also needed to change his outlook to 

consider each and every store as a 
miniature company that has its own 
profit-and-loss statement, its own sales 
figures, margins, expenses, staff  costs, 
profits and all the other figures that are 
generated within those four walls.

‘When you come into retail, it’s easy 
to underestimate the importance of  
staffing the right talent in the finance 
team,’ he says. ‘If  you have 1,000 stores 
and treat them as one company, you will 
very quickly lose sight of  how to grow 
the company. The result of  the whole is 
the contribution of  every single part.’ 

Hence, he says, a good retail finance 
talent will have the ability to zoom in 
on each four-wall profit-and-loss unit 
and make suggestions on the micro-
level that affect the bottom line.

One of  the best-known, high-end 
apparel brands in the world has excellent 
potential to continue to grow in Japan, 
Tan believes, pointing out that the 

purchasing power in Japan is ‘just huge’ 
and the domestic luxury market is worth 
in excess of  $24bn a year. ‘In terms 
of  opportunities, we have a number of  
brands that are still untapped in Japan, 
but have huge potential,’ he says.

Tan is bullish about the Japanese 
luxury market and the company’s 
ability to continue to grow its market 
share for years ahead. And he’s more 
than happy where he is. ‘Living in the 
world of  Ralph Lauren, I have the best 
and the coolest job in town,’ he says.

Julian Ryall, journalist
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A
merican politicians – like 
other politicians and pressure 
groups around the world – 
have long condemned tax 

havens as a global menace that need 
to be stamped out. Offshore centres, 
the case goes, enable companies and 
wealthy individuals to dodge tax and 
provide hiding places for criminal 
money. President Barack Obama is 
particularly fond of satirising the 
Cayman Islands, where a single office 
block – Ugland House – contains 
18,000 offshore corporations. 

So the US has been at the forefront 
of  global efforts to force such rogue 
jurisdictions to clean up their act. 
But how far are countries looking at 
their own back yards? America, it can 
be argued, has made one notable 
exception – for itself. ‘Much of  the US 
attack on offshore financial centres 

is highly dubious given that it is the 
world’s best-known destination for 
setting up low-tax light-touch corporate 
structures,’ says Chas Roy-Chowdhury, 
head of  taxation at ACCA. 

‘The US is arguably the world’s 
largest tax haven,’ says Dan Mitchell, 
a fellow at the Cato Institute in 
Washington. ‘If  you define an offshore 
centre as a place where you can easily 
and anonymously set up a corporation 
and minimise taxes, America can be 
hard to beat.’ 

Delaware, America’s chief  financial 
refuge, is home to 945,000 companies, 
more than the number of  citizens living 
in the state. Nevada has been trying 
to catch up, while Miami is a favourite 
destination for rich foreigners hoping 
to keep their assets hidden from their 
home governments. Ironically, US-led 
efforts to tighten standards elsewhere 

have increased the relative appeal of  
the US as an offshore centre. 

This has laid the US open to the 
charge of  hypocrisy. In April, the 
Austrian finance minister Maria Fekter, 
who has been resisting pressure to 
share private financial information with 
other nations, insisted that ‘Delaware 
and Nevada are tax havens and money-
laundering centres that have to be laid 
bare just as much’. 

Birthplace of  offshore
Indeed, some financial historians 
view the US as the birthplace of  the 
offshore centre. As early as the 1880s 
the state of  New Jersey pioneered 
certain strategies that later became 
hallmarks of  financial centres like the 
Cayman Islands. The most notable 
was easy incorporation – the ability 
to set up a shell company quickly and 

HELTER SHELTER
Although the US is one of the major critics of offshore tax havens, the country is itself 
arguably the world’s largest tax haven, leaving it open to accusations of hypocrisy
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cheaply. ‘Corporate headquarters were 
attracted to New Jersey primarily due 
to its liberal incorporation laws, and to 
some extent by its relatively low rate 
of  corporate taxation,’ Ronen Palan, 
a professor at City University London 
wrote in a paper on the history of  
offshore finance. Noting this, Delaware 
emulated this approach when drafting 
its laws of  incorporation in 1898. 

Similarities to Cayman
The tiny east coast state has never 
looked back. Now it is almost 
impossible to distinguish from the 
foreign tax shelters that Obama 
often criticises. The state’s capital 
Wilmington – just 100 miles from 
Washington DC – even has its own 
answer to the Cayman’s Ugland House. 
The single-story 1209 North Orange 
Street houses a remarkable 285,000 
companies – four companies for each 
of  the town’s 70,000 inhabitants. 
These absentee tenants include 
such august corporations as Apple, 
American Airlines and Warren Buffett’s 
Berkshire Hathaway. 

What makes Delaware such an 
attractive destination is the ease with 
which a legal company can be formed, 
even with no staff, assets or operations. 

One of  the big advantages the state 
offers is anonymity, says Bruce Zagaris, 
a partner at Washington law firm 
Berliner, Corcoran & Rowe. ‘In Delaware 
you don’t even need to disclose who 
actually owns the business,’ he says. 
‘The true beneficiary can hire a local 
attorney to act as an agent.’ Such 
tactics have been used by upstanding 
companies, such as Walt Disney, which 
set up phantom Delaware corporations 
to amass in secret vast areas of  land 
in Florida that would later become 
Disney World. Others value the 
anonymity for other reasons. Viktor 
Bout, the Russian arms dealer recently 
sentenced to 25 years in prison, had 
two addresses in Delaware. 

As a result Delaware can offer many 
clients greater confidentiality than 
more famous offshore centres, like the 
Caymans, Isle of  Man or Jersey – all 

of  which compel greater disclosure. 
As recently as 2009 the US ranked 
number one in the Financial Secrecy 
Index, published by the pressure group 
Tax Justice Network. It has since fallen 
to fifth. But this is still a very high 
ranking out of  72 countries. Austria 
came 17th, for example. ‘The way the 
rules are set up in Delaware makes 
it extremely difficult to discriminate 
between criminals or legitimate 
investors,’ Zagaris says. ‘I could 
have five fraud convictions and still 
set up a company. By contrast the 
Channel Islands has to make sure that 

you are a fit and proper person to form 
a company.’

Discretion is just one of  the perks 
offered by Delaware. There is an almost 
complete absence of  red tape and 
a single person can set up their own 
limited liability company. 

Too big to be pushed
These advantages become ever more 
valuable as other offshore centres 
are forced to add extra layers of  
administration, says Dan Mitchell. 
Various initiatives by the rich nation 
OECD club and the Financial Action 
Task Force have insisted on ever 
tighter procedures to prevent money 
laundering. ‘Small jurisdictions can 
be forced to make concessions,’ says 
Mitchell. ‘But there is no way the OECD 
is going to try to push around the US.’ 

Worryingly for critics of  tax havens, 
Delaware’s success has attracted 
imitators. The state collected 
US$860m in taxes and fees in 2011 
from its absentee corporations, 
accounting for a quarter of  the 
state’s budget. Wyoming and Nevada, 
eager for a share of  this bounty, have 
instituted similar corporate regimes. 

To a degree it is the neighbours of  
such states that pay the price. One 

other convenience that Delaware offers 
is that it does not tax income from 
intellectual property or interest. ‘As 
a result companies can save a lot of  
state tax by setting up subsidiaries 
in Delaware that own much of  their 
patents or trademarks,’ says Scott 
Dyreng, a professor at Duke University. 
‘A company can sell goods in high-
tax states but much of  the profit is 
registered in Delaware, where royalty 
payments are sent.’ This Delaware 
loophole alone has cost fellow states 
around US$9.5bn in lost tax revenue 
over the past decade, according to a 

recent estimate published in The New 
York Times. 

Even aside from such obvious havens 
as Delaware, the US as a whole has 
often been a favoured location for those 
looking to minimise tax liabilities. One 
aspect that lures foreigners is that the 
country does not tax the interest or 
capital gains of  non-resident aliens, 
Mitchell says, and does not report such 
earnings. ‘The US might not have very 
explicit policies to support financial 
privacy,’ says Mitchell. ‘But if  you are 
the citizen of  a despotic government 
you can use the US as a haven with a 
high level of  confidence,’ says Mitchell. 

A strong case can be made that 
offshore financial centres offer valuable 
service. ‘Places like Delaware make it 
harder for politicians to impose high 
tax rates,’ says Mitchell. ‘They also 
perform a valuable role in human 
rights, making it easier for politically 
oppressed groups to keep their assets 
safe,’ Mitchell adds. 

But as one of  the world’s largest tax 
havens, it could be argued that the US 
is in a weak moral position to castigate 
rival offshore jurisdictions. 

Christopher Alkan, journalist based in 
New York

‘SMALL JURISDICTIONS CAN BE FORCED TO MAKE
CONCESSIONS. BUT THERE IS NO WAY THE OECD IS
GOING TO TRY TO PUSH AROUND THE US’
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 E
uropean Union heads of 
states and governments have 
urged their ministers to agree 
important pieces of draft EU 

legislation that could potentially curb 
tax evasion in the bloc. At a European 
Council meeting in Brussels in May, 
leaders were under pressure to act 
on media reports revealing how much 
untaxed incomes politicians, companies 
and rich business owners have stashed 
in tax havens. They were also painfully 
aware how badly that plays against tight 
government finances and rising poverty 
levels.

As a result, a communiqué from the 
European Council, the EU’s highest 
decision-making body, committed EU 
governments to ensuring more automatic 
exchanges of  tax information. It also 
decided to unblock the revision of  a law 
taxing savings income, which ministers 
have been blocking for almost five years.

EU leaders also gave the green light to 
the European Commission (EC) to push 
non-EU countries Switzerland, Monaco, 
San Marino, Liechtenstein and Andorra 
to automatically disclose information on 
EU citizens holding assets and accounts 
in their financial institutions.

‘There is a momentum not comparable 
to other moments in the past because 
we are in an economic crisis,’ Herman 
Van Rompuy, president of  the European 
Council, told journalists after the meeting. 

He said he hopes the political energy 
injected by the Council will translate into 
legislative decisions by the EU Council of  

Ministers (which shares EU law-making 
with the European Parliament), enacting 
measures meant to fight tax evasion.

The EC will propose amendments 
this month to its 2011 directive on 
administrative cooperation in the field 
of  taxation (2011/16/EU). The existing 
law requires EU national tax authorities 
to automatically send to their peers in 
other EU member states information on 
residents’ income from employment, 
directors’ fees, life insurance products, 
pensions and ownership and income 
from immovable property, from January 
2014. The amendments would extend 
these categories to include dividends, 
royalties and capital gains.

‘What we are planning to do with the 
automatic exchange of  information of  a 
full range of  incomes is unprecedented,’ 
added Van Rompuy, calling the 
agreement on this issue a breakthrough. 
‘We couldn’t even speak about these 
issues one or two months ago,’ he said.

Another revised directive that looks to 
be agreed after receiving the Council’s 
blessing is on savings income taxation 
(Council Directive 2003/48/EC). Having 
been under negotiations in the Council of  
Ministers since 2008, economy ministers 
have struggled to agree its final form. 
‘This in itself  is an important signal, as it 
points to a EU-wide consensus on a text 
now in its fifth year of  negotiation – for 
which we set today an end-of-the-year 
deadline,’ noted Van Rompuy. 

The EC amendments sought to close 
loopholes and eliminate tax evasion. This 

came after a report on the application 
of  the 2004 law showed that it was still 
relatively easy for individuals to control 
money through untaxed interposed legal 
persons to avoid paying taxes on savings.

‘Progress on automatic exchange of  
information in the area of  taxation of  
savings would be a very significant step, 
given that the issue has been discussed 
for many years but unanimous agreement 
has been impossible so far,’ said ACCA 
head of  taxation Chas Roy-Chowdhury. 
‘If  the IT arrangements can be sorted, 
the automatic exchange system has the 
potential to work quite effectively.’

EU leaders say they would like big 
companies to pay their fair share of  
taxes, after giants such as Apple were 
exposed by US regulators for exploiting 
loopholes to reduce their global tax 
liability. EC president José Manuel 
Barroso, speaking after the Council 
meeting, agreed, branding the tactics 
as ‘taking advantage of  many loopholes 
that may exist’. ‘This is why we need to 
work on this extremely complex matter, 
not only politically but also technically, to 
avoid aggressive tax planning,’ he added.

More proposals may follow. A recent 
EC one on non-financial disclosure by 
large companies may now be extended to 
include a country-by-country breakdown 
of  the taxes companies pay. European 
banks are already obliged to do so. (See 
page 40 for a report from the OECD 
Forum on Tax Administration in Moscow.)

 
Carmen Paun, journalist based  

EU STEPS ON GAS
European leaders are speeding up the implementation of legislative measures, including 
‘the automatic exchange of information of a full range of incomes’, to fight tax evasion
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W
hen it comes to inflation, 
less is more. At least this 
has been the mantra of 
central bankers for much 

of the past two decades. Allowing 
price rises to creep much above 2% a 
year, financial mandarins have argued, 
would undermine the prospects for 
sustainable economic growth and could 
open the door to runaway inflation. 

But recently this devotion to ultra-
low inflation has started to soften. The 
Bank of  England has tolerated price 
increases above its 2.5% target for 
48 out of  the past 60 months without 
taking action. Chancellor George 
Osborne has endorsed this more 
relaxed approach. Nor is Britain alone. 

Japan’s new prime minister Shinzo 
Abe has doubled the nation’s inflation 
target. Even in the US prominent 
monetary policymakers, such as 
Chicago Federal Reserve president 
Charles Evans, have said they would be 
willing to see price rises of  more than 
2% if  it will help curb unemployment. 

For many economists this more 
tolerant approach is long overdue. 
‘It is great news that policymakers 
are starting to take a less obsessive 
approach,’ says Ha-Joon Chang, an 
economics lecturer at the University 
of  Cambridge and author of  23 Things 
They Didn’t Tell You About Capitalism. 
‘The quest to maintain inflation at 
ridiculously low levels has actually been 

economically harmful.’ Indeed some 
academics – including International 
Monetary Fund chief  economist Olivier 
Blanchard – believe that a period of  
speedier price increases could actually 
help rich economies recover from the 
effects of  the 2008 financial crisis. But 
others warn that central banks are in 
danger of  opening a Pandora’s box that 
will eventually lead to unstable prices 
and economic misery. 

Lack of  evidence
There is still no agreement over why 
so many central banks around the 
world settled on such a low target in 
the early 1990s. ‘There was no real 
science to this, just group think,’ says 
Vincent Reinhart, a former director of  
monetary affairs at the Federal Reserve 
and now chief  US economist at Morgan 
Stanley. ‘There was no convincing 
evidence that such low inflation was 
optimal for long-term prosperity.’ 

Instead, there is much evidence 
to the contrary. Research by Harvard 
economist Robert Barro suggests that 
until inflation exceeds 10% it does 
not start to undermine economic 
growth. In addition, there is also much 
anecdotal evidence that nations can 
flourish during periods of  even higher 
price rises. In the 1960s and 1970s 
annual inflation in Brazil was around 
40% and yet real per capita growth 
was around 4.5% a year – among 
the fastest in the world. South Korea 
managed a similar feat during this 
period – combining rapid growth and 
relatively high inflation. 

This experience is not confined 
to emerging nations. Despite a 
perception that the 1970s was a time 
of  stagnation, the US economy grew 

EASING PRESSURE
A more tolerant approach to inflation is long overdue, argue some economists, while 
others warn that central banks are in danger of opening a Pandora’s box 
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on average at 3.2% a year during the 
decade while inflation averaged close 
to 8% a year. That was double the 
growth rate seen in the 2000s when 
price rises were just 2.4% a year. Yet 
former Federal Reserve chairman Paul 
Volcker has been lionised by central 
bankers around the world for crushing 
inflation, bringing it down from 13% in 
1981 to 3.2% in 1983. 

‘Inflation is not always the growth-
killer that it is often portrayed as,’ 
says Phil Suttle, chief  economist at the 
Institute of  International Finance and 
a former head of  emerging markets 
research for Barclays Capital. The 
experiment with focusing so hard on 
ultra-low inflation will be seen as a 
huge failure, he adds. ‘Between 1997 
and 2007 the Bank of  England for 
example was almost perfect at hitting 
its inflation target,’ he explains. ‘But 
they took their eyes off  mounting 
problems that eventually caused the 
banking system to collapse. The idea 
that inflation targets would banish the 
boom-bust cycle now seems comical.’ 

The past few years have also revealed 

the danger of  setting inflation targets 
too low. To give maximum boost to a 
flagging economy, central bankers like 
the option of  implementing negative 
real interest rates – so that borrowing 
costs are less than the rate of  inflation, 
giving citizens a strong incentive to 
take on credit. With inflation at just 
2%, central banks quickly run out of  
room to cut interest rates – the so-
called zero-bound problem. 

‘When the target was being devised 
in the early 1990s it was assumed 
that policymakers would not run into 
this zero-bound problem very often,’ 
says Mark Zandi, chief  economist at 
credit rating agency Moody’s Analytics. 
‘That turned out to be too optimistic.’ 
After central banks had pushed rates 

down to zero in the wake of  the 2008 
financial crisis, they had to resort 
to less tried-and-tested policies – 
including the massive bond purchases 
involved in quantitative easing. The 
fact that central bankers used up their 
ammunition so quickly also made it 
seem more necessary for governments 
to borrow and spend more – leading 
to heavier debt burdens that will 
eventually have to be repaid. 

The need for greater flexibility is 
part of  the reason that a 2010 paper 
by the International Monetary Fund – 
co-authored by chief  economist Olivier 
Blanchard – suggested a 4% target. At 

this inflation rate, short-term interest 
rates could range around 6% or 7%, 
Blanchard argued, and central banks 
will have more firepower when the 
economy next turns south. 

Critics of  this idea immediately 
hinted that inflation could quickly get 
out of  control. John Taylor, a professor 
at Stanford University and former Bush 
administration Treasury official, warned 
that ‘if  you say it’s 4%, why not 5% 
or 6%? There’s something that people 
understand about zero inflation.’

But again, not all moderate inflation 
escalates, says Dr Chang. ‘There is no 
proof  that a 5% inflation rate inevitably 
leads to a 10% or a 50% rate,’ he says. 
‘Nor is there much reason to think this 
is likely.’ 

Debt clearance
There is another reason that the 
transition to a moderately higher rate 
of  inflation would be helpful. ‘The main 
economic enemy at the moment is a 
heavy debt load, which has been slowing 
down consumer spending and will 
take years to clear,’ says Mark Zandi. 
‘Inflation can be useful in chipping 
away at this debt mountain.’ Moody’s 
Analytics estimated that an inflation 
rate of  4% would erode an extra US$1 
trillion off  the value the debt held by US 
households over the coming five years, 
compared to a 2% inflation rate. 

Of  course, there are risks to faster 
rising prices. ‘Some will object that 
inflation will be a bailout for debtors 
at the expense of  more prudent 
savers who invested in government 
bonds,’ says Alex Pollock, a fellow at 
the American Enterprise Institute and 
former chief  executive of  a regional 
bank in Chicago. ‘The shift could 
be disruptive for financial markets, 
producing a big sell off  in government 
bonds.’ In addition, a bear market in 
bonds would raise the cost of  borrowing 
for governments, making it more 
expensive to finance budget deficits. 

Still, advocates of  a more relaxed 
approach to inflation rates believe 
that the benefits would outweigh these 
risks. ‘The determination to crush 
inflation at any cost has been a bad 
mistake,’ says Dr Chang. ‘You get a far 
more rational economic policy if  you 
understand that a little bit of  inflation 
is not always a disaster.’ 

Christopher Alkan, journalist based in 
New York

‘YOU GET A FAR MORE RATIONAL ECONOMIC
POLICY IF YOU UNDERSTAND THAT A LITTLE BIT OF
INFLATION IS NOT ALWAYS A DISASTER’
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A
fter 14 years of Hugo 
Chávez’s self-styled ‘social 
revolution’, his death this 
March has left Venezuela’s 

business executives and accountants 
looking to a new president to 
jump-start the country’s stumbling 
economy. Venezuela’s consumer 
prices have soared and scarcities of 
basic consumer goods reached record 
highs in May, as Nicolás Maduro 
was narrowly elected to replace his 
strongman predecessor.

‘We’re hoping for change,’ says 
economist Moises Bittan, president of  
the economic and finance commission 
of  Fedecamaras, Venezuela’s leading 
business group. ‘One possible solution 
would be to address the currency 
issue,’ he adds.

By this he is referring to the fact that 
for almost a decade, Venezuela, which 
now has the world’s largest proven oil 
reserves, has been saddled with strict 
currency controls that analysts criticise 
as onerous, sapping inventories and 
generating one of  the world’s highest 
inflation rates. Venezuela’s annual 
inflation was reported to have climbed 
to 29.4% in April. And while double-digit 
inflation is nothing new to this member 
of  the Organisation of  the Petroleum 

Exporting Countries (OPEC), the 
scarcity index of  the Banco Central de 
Venezuela, collated by checking markets 
across the country for commonly 
purchased goods that are not available, 
also registered a record 21.3%.

Following former president Chávez’s 
fourth presidential election victory last 
October, shortages of  staples such as 
sugar, coffee, milk, meat and cornflour 
have reached new highs.

Price controls
The Chávez administration, now 
essentially being continued by his 
deputy, Maduro, had a long track 
record of  setting price controls to 
curb inflation. And it has accused 
businesses of  deliberately limiting 
production or storing inventory as 
‘hoarders and speculators’ set on 
destabilising the country. Industry 
observers, however, claim a drought of  
hard currency (notably the US dollar) 
caused by the controls has brought on 
the country’s economic woes.

‘Currency controls are a problem 
in any country,’ a representative from 
UK-based accounting, audit and tax 
advising network RSM International 
tells Accounting and Business. ‘But the 
issue [in Venezuela] is that there is 

next to no possibility for businesses to 
acquire foreign currency.’

Foreign exchange is essential to the 
Venezuelan economy, as about 70% 
of  the goods consumed in the country 
are imported or assembled from raw 
materials shipped in from abroad, 
according to the Caracas-based trade 
chamber Consecomercio. And a 
measure of  their importance is that 
during the election campaign and in 
previous months, the government eased 
up, US dollars were made available 
and the supply of  foreign goods surged 
to record levels. This was seen by 
many observers as an effort to sway 
the electorate towards Chávez’s ruling 
United Socialist Party of  Venezuela. 
But after an estimated US$54bn was 
spent on imports in 2012, and with 
Maduro apparently firmly in power, 
government-issued greenbacks have 
suddenly become scarce.

‘The fact that the official exchange 
rate is 6.30 [to the US$1] and the 
parallel rate is 25 to 26 bolívars  
[the local currency] reflects that  
we are working in a completely 
distorted economy,’ says Jorge Gómez, 
secretary of  studies and research at 
the Federation of  Public Accountants 
of  Venezuela.

CHANGING GUARD
With calls for change and its currency issue to be addressed coming from the business 
community, Venezuela is looking to the new Maduro presidency to boost the economy
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Left: Supporters of former Venezuelan 
president Hugo Chávez gather to pay their 
respects to the recently deceased leader

Crowds celebrate incoming  
Venezuelan president Nicolás  
Maduro’s victory in the balloting

And the government’s aversion to US 
dollars has been long-standing. It has 
restricted access to dollars since 2004 
through the establishment of  an official 
rate, with foreign currency provided 
to the public though government-

administered exchange markets. While 
a black market for foreign currency 
has long existed in the country, 
Venezuelans are hard pressed to find 
foreign currency through legal means 
– hence the unofficial rate is four times 
as expensive as the official one.

Businesses are bearing the brunt of  
the dollar pinch, analysts say, with the 
greatest fallout being in the food sector. 
‘The major issue is that Venezuelan 
businesses are not reflecting reality 
because use of  the black market is 
prohibited,’ says Gómez. 

This tough love has been enacted via 
a 2005 ‘law against exchange control 
violations’. This was an effort to crack 
down on brokerages that were skirting 
exchange controls through bond 

swaps, and barred all businesses from 
reporting black market dollars or the 
costs incurred while acquiring them to 
keep their companies afloat.

A mere mention of  black market 
rates is technically a custodial offence 

in Venezuela, and firms that choose to 
obtain greenbacks through alternative 
means are stuck between cooking the 
books or operating at a loss.

Illegal means
Gómez explains that, due to the 
scarcity of  dollars in government 
markets, many businesses are forced 
to cover their currency needs through 
both legal and illegal remedies. 
However, costs have spiralled upwards 
for producers since February when 
the Venezuelan government devalued 
its currency by 32% and eliminated 
its Transaction System for Foreign 
Currency Denominated Securities 
(SITME), an exchange system.

While it was by no means perfect, 

SITME served as an ‘escape valve’ 
for importers, says Miguel Goncalves 
Freitas, director of  Andrés Bello 
Catholic University’s school of  
accounting and administration. 
The system provided a bond-swap 
mechanism that allowed authorised 
importers to pay for dollar-
denominated securities with bolívars, 
for resale against dollars. Those who 
could not obtain foreign currency at 
the official exchange rate could turn to 
SITME, which at its peak was moving 
as much as US$50m a day, according 
to Fedecamaras.

But when the bolívar dropped from 
VEF4.30/US$1 to VEF 6.30/US$1 and 
the government shuttered SITME, many 
firms were left without options for 
obtaining dollars, which has hindered 
production, explains Freitas. ‘No one 
wants to produce at a loss; this is true 
of  any ideology you’re working under.’

In the wake of  SITME, the 
Venezuelan authorities have 
established a Complementary System 
for Foreign Currency Administration 
(SICAD) for local businesses needing 
to cover their dollar needs. Companies 
bid for greenbacks on this new foreign 
exchange mechanism, with the opening 
offer at VEF6.30.

‘THE ISSUE [IN VENEZUELA] IS THAT THERE IS 
NEXT TO NO POSSIBILITY FOR BUSINESSES 
TO ACQUIRE FOREIGN CURRENCY’
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Supporters of opposition 
leader Henrique 
Capriles hit pots and 
pans while taking 
part in a 
demonstration 
asking for a 
recount in 
Venezuela’s 
recent election

COSTS HAVE SPIRALLED UPWARDS FOR PRODUCERS
SINCE FEBRUARY WHEN THE VENEZUELAN
GOVERNMENT DEVALUED ITS CURRENCY BY 32%

While the Venezuelan government 
put up some US$200m in its first 
auction this March, it has not revealed 
the winning bid or when SICAD will 
convene again.

Critics say the currency auction fails 
to address business needs as it lacks 
transparency and prevents many small 
businesses from taking part – requiring 
auction-goers to have the equivalent of  
US$30,000 on hand, a sum that is out 
of  range for the small players.

For Freitas, the new forex system 
only exacerbates the problems of  
uncertainty, continuing around 
the same ‘vicious cycle’, as many 
companies are still clueless about 
when or where their currency is going 
to come from. ‘The question everyone 
[businesses] is asking is, “what do we 
do?”,’ says a representative from RSM 
International. ‘Cut production or go to 
the black market?’

Small producers have more flexibility 
in covering the added costs of  finding 
currency in their spreadsheets, but 
industry observers are quick to 
point out that big businesses and 
multinationals would rather close shop 
than risk fines or possible prison time.

Facing double-digit inflation and 
after five devaluations in the last 
decade, the majority of  accountants 
in Venezuela have adopted a system 
of  ‘averages’, RSM International 
explains. Businesses keep a running 
tally of  the median costs of  restocking 
their inventories while maintaining an 
estimate of  the real value.

While ‘averages’ help to curb some 
of  the costs, Bittan of  Fedecamaras 
says businesses are still left in a state 
of  ‘financial limbo’ as they struggle to 
devise accurate budgets and plan for 
the future. Businesses hedge themselves 
through their prices, he says.

And with Venezuelan consumer 
prices rising 4.3% in April from March 
alone, the highest since April 2010, 
and Venezuelans continuing to struggle 
with barren shelves, Fedecamaras 
estimates that this year inflation 

could hit 40%. Gómez says the one 
hope is the government will allow 
more flexibility in terms of  financial 
reporting. But that might be hopeful. 
After being bridled with controls 
for almost a decade, ‘businesses’ 
operations are becoming more and 
more run into the ground,’ he says.

Accountants are anxiously watching 
the first days of  the Maduro presidency 
to see if  he toes a more liberal fiscal 
policy line. And the RSM International 
adviser believes his recent cabinet 
reshuffle is a sign that relief  for cash-
strapped businesses could be looming.

Central bank president Nelson 
Merentes will now take the lead as 
finance minister from the monkish 
Jorge Giordani, who irked markets 

over the last decade with his hardline 
Marxist policies. ‘At the very least, 
the assumption is that this change 
in the [finance] ministry is going to 
benefit businesses in the acquisition of  
currency,’ says the RSM International 
adviser, ‘which is what all businessmen 
[in Venezuela] are hoping for.’

In a recent press conference, 
Merentes announced that he would 
open new dialogues with the private 
sector. ‘We are here to find solutions 
to the various issues that you have 

raised,’ he said. Merentes also insists 
he will encourage the flow of  cash 
through the country’s currency board 
and conduct another SICAD auction.

While it remains to be seen if  
Merentes does increase cashflows, it 
is crucial that the government eases 
its approach and allows business to 
provide accurate financial reporting, 
says Gómez. ‘It’s imperative to level the 
currency issue, which is distorting all 
[the country’s] financial information,’ 
he adds. Without it, he believes, 
businesses that have been making do 
for the past decade will only continue 
to deteriorate.

Andrew Rosati, journalist based  
in Caracas
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Slow food on the move: man selling  
giant forest snails on the road close to  
the Ghanaian capital AccraE

xperts from accounting bodies 
all around the world urged 
accountants in Africa to use 
effective bookkeeping and 

auditing as weapons in the war on 
corruption and mismanagement in 
governments as the continent moves 
towards sustainable growth. That was 
the message to the second African 
Congress of Accountants (ACOA) held 
in Accra, the capital of Ghana, in May.

The three-day congress discussed 
growth, accountability and democracy 
in Africa, and was hosted by the 
Institute of  Chartered Accountants 
of  Ghana (ICAG) in collaboration with 
the Johannesburg-based Pan African 
Federation of  Accountants (PAFA) 
and the New York-based International 
Federation of  Accountants. 

Opening the congress, Ghana’s trade 
and industry minister Haruna Iddrisu 
stressed that corruption was still far 

too common in Africa and urged that 
the ‘democratic tenet of  rule of  law 
should be applied to the fullest to 
bring to book any person, including top 
government officials, without fear or 
favour’. He urged accountants in Africa 
to help their governments deepen their 
accountability to the public through 
open and honest financial reporting. 

Another keynote speaker, Warren 
Allen, president of  the International 
Federation of  Accountants, praised 
PAFA for seeking global recognition 
as the key regional voice for the 
accountancy profession and for 
promoting the adoption and 
implementation of  international 
accounting standards in Africa. He also 
welcomed the diplomatic clout it has 
developed through its relationships 
with governments, policymakers 
and other accounting industry 
organisations across Africa.

PAFA president, Sebastian Owuama 
of  the Institute of  Chartered 
Accountants of  Nigeria, stressed that 
accountability and democracy were 
linked in being the main political 
challenges faced by the continent 
today. He urged delegates to be 
inspired and return home to make a 
difference in building effective public 
financial reporting systems.

For this to happen, experts at the 
congress agreed African countries 
need to strengthen both their financial 
markets and institutions. Dr Patrick 
Kagoro, executive director at the Bank 
of  Uganda, said African financial 
markets had been bedevilled by 
corruption and liquidity crises. He 
added that foreign exchange shortages 

GOOD FOR GROWTH 
The second African Congress of Accountants identified transparency and accountability 
as the keys to achieving the great goals of sustainable growth and trustworthy finances
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THE CULTURE OF DEPENDENCY MUST BE 
ELIMINATED, AND ENTREPRENEURIAL SKILLS 
DEVELOPED THROUGH EFFECTIVE EDUCATION

posed a major threat to some financial 
markets in the region. 

Also from Nigeria, Victor 
Ogiemwonyi, CEO of  Partnership 
Investment, stressed the need for 
institutions to pay particular attention 
to risk management. ‘Institutions 
should plan in advance measures to 
deal with risks even when they were not 
confronted,’ he said, adding that this 
would ensure effective management of  
unforeseeable risks and crisis.

Broader regional integration is also 
needed, according to Adu Anane Antwi, 
director-general of  the Securities and 
Exchange Commission of  Ghana. 
‘ECOWAS needs to do more to merge 
economies of  member states,’ he said. 
ECOWAS, the 16-country Economic 
Community of  West African States, 
includes regional powerhouse Nigeria, 
along with Ghana, Ivory Coast and 
countries from Senegal to Togo.

Evelyn Mwapasa, CEO of  the Society 
of  Accountants in Malawi, welcomed 
such talk at this ‘educative congress’. 
She noted: ‘When we talk about 
regional integration, Ghana and Nigeria 
were in the pipeline for such initiatives. 
Though some of  these countries have 
made strides, there are still some 
challenges, which must be tackled. 
Malawi and the [southern African] 
sub-region have not integrated our 
economies yet, but we will get there.’

Meanwhile, Antwi also called for the 
strengthening and professionalisation of  
the region’s small informal businesses 
and the inclusion of  women, children, 
the illiterate and the poor in the formal 
economy, so they can pay tax as well as 
earn better wages.

Daniel Sowa Ablorh-Quarcoo, 
chairman of  the Public Interest and 
Accountability Committee in Ghana, 
said one potential avenue for this was 
through communities taking advantage 
of  the business opportunities posed 
by the mining, oil and gas sectors. 
Extraction businesses have been 
prioritising the sourcing of  supplies 
from regions near their operations. 
Ablorh-Quarcoo urged African 
governments to help their nationals 
benefit from such projects, rather than 
have the supplies imported.

Daniel Orsaa Gbegi, head of  
accounting at Kogi State University 
in Nigeria, agreed that extractive 
industries in Africa were interested 
in developing communities near their 
operations. Gbegi, a member of  the 
Association of  National Accountants 
of  Nigeria, noted that proactive local 
supply policies were needed and 
governments should summon the 
political will to fully implement them.

Ultimately, said Willie Orhin, 
deputy director-general of  finance 
and administration of  the Ghana 
Civil Aviation Authority, the culture 
of  dependency on international aid, 
overweaning governments and personal 
contacts must be eliminated. What was 
needed, he said  was entrepreneurial 
skills developed through effective 
education, especially targeted at 
African youths. 

Hajia Maryam Ibrahim, former 
president of  the Association of  
National Accountants of  Nigeria, 
told Accounting and Business that 
civil society organisations in Africa 
also needed to play a role, working 
together to build the ability of  local 

communities to create businesses 
serving major industries. She called for 
closer collaboration between African 
governments and non-governmental 
organisations to help do so.

The congress also discussed 
the benefits and challenges of  
implementing International Financial 
Reporting Standards (IFRS) in Africa.

Darrel Scott, a member of  
the International Accounting 
Standards Board (IASB), called on 
African countries to emulate the 
EU in adopting IFRS. High-quality 
international reporting systems would 
not just benefit African countries and 
governments using them, but also 
African accountants conversant with 
IFRS would find it easier to practise in 
other countries. 

Patrick Ng Tseung, chairman of  the 
Mauritius Institute of  Professional 
Accountants (MIPA), which will host 
next year’s congress, explained how 
IFRS adoption had benefited his 
country: ‘IFRS has made Mauritius 
a small, commercial centre and has 
helped in direct foreign investment.  
It has given investors the trust to 
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Pile it high: open air market in the  
rapidly growing south Ghanaian town  
of Techiman

invest. IFRS enhances career mobility 
and gives a global business and 
accounting language.’

Liberia auditor Jonathan Kormon, 
speaking to Accounting and Business, 
stressed that, as accounting was a 
global profession, African accountants 
need to be equipped with emerging 
new skills and knowledge that are 
integrated within IFRS. Although Liberia 
has not yet adopted IFRS, he said the 
conference had inspired him to ‘go back 
home and research it and, if  possible, 
acquire knowledge on it to complement 
my work and make me a global suitor 
for global accounting jobs’.

Taiwo Oyedele, partner at PwC 
Nigeria, likewise emphasised that 
‘adopting IFRS is what everyone 
describes as ideal’, adding that the top 
10 emerging economies all use IFRS. 
However, he advised African countries 
to be thorough in their implementation 
and make sure there is no great leap 
forward to the system, which could 
confuse local accountants. He said 
some African countries are in a rush to 
adopt IFRS without considering their 
local financial and banking laws, which 
needed to be taken into account to 
ensure seamless financial reporting.

Another strand of  this work is 
the harmonisation of  accounting 
education standards. Mohammed 
Saleem Kharwa, of  the International 

Accounting Education Standards 
Board (IAESB), told delegates that 
African governments needed to 
address inconsistencies in legal and 
regulatory requirements for becoming 
an accountant on the continent. 
He called for more dialogue and 
collaboration among IAESB member 
nations to harmonise such rules and 
help professional accountants move 
between borders. 

Isaya Jayambo Jairo, associate 
professor of  the Institute of  Finance 
and Management in Tanzania, stressed 
that change would come through 
the IAESB’s international education 
standards revision project. 

In an interview with Accounting 
and Business, Pius Maneno, executive 
director of  Tanzania’s National Board 
of  Accountants and Auditors (NBAA), 
said African society was expecting a lot 
from accountants today, noting that the 
perception of  their role has changed 
from ‘just being a mere bookkeeper 
into being a researcher as well’. He 
charged accountants with not failing 
the communities they serve and always 
being honest and diligent.

For pitfalls are everywhere. Dr 
Musa Fodio Inuwa, a lecturer at the 
University of  Abuja in Nigeria, noted 
that unending accounting scandals 
across the continent had eroded public 
confidence in the profession, damaging 

its reputation as having the ability to 
self-regulate effectively.

He advised practitioners to acquire 
broad and specialised knowledge and 
skills, and that in future, professional 
African accountants would need training 
in corporate governance, environment, 
sustainable reporting and ethics, as well 
as basic bookkeeping. Frederick Banda, 
president of  the Zambia Institute of  
Chartered Accountants, added that 
African accountants also needed to 
acquaint themselves better with IT for 
their work.

Joseph Edu Archison, journalist based 
in Ghana

ACCA was a platinum sponsor of 
the second African Congress of 
Accountants. According to Joseph 
Blankson, chair of the congress’s 
local organising committee, 977 
accountants from 39 professional 
accountancy bodies in 34 African 
countries attended. Accountants 
from Ghana dominated at the event, 
with 514 delegates, followed by 
Nigeria with 193.

  *IN NUMBERS
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‘W 
e use our Earth as 
if we have a planet 
and a half; we have 
a deficit relation 

with our natural resources. The 
biggest challenge facing not just 
business, society and government, 
but humanity, is the question of 
our sustainability. And business as 
usual will do nothing to solve it.’ 

These are the words of  the 
Global Reporting Initiative’s (GRI) 
chief  executive Ernst Ligteringen 
at its global conference in 
Amsterdam in May, underlining the 
raison d’être of  the sustainability 
reporting standard-setting body’s 
work as he unveiled the latest 
generation of  reporting guidelines, 
known as G4, to a 1,600-strong 
audience of  business leaders and 
financial professionals. 

The new guidelines replace the 
G3 guidelines, which were issued 
in 2006 and are now used by 
more than 4,000 companies and 
organisations in over 60 countries 
around world. Big-name companies 
using the guidelines include Royal 
Dutch Shell, SAP, EDF and Liberty 
Global, while smaller organisations 
include Christchurch International 
Airport in New Zealand. 

The launch of  the G4 guidelines 
marks the culmination of  two 
years of  consultation involving 120 
specialists and two consultation 

periods that attracted more 
than 2,500 responses. The new 
guidelines demand greater 
transparency from the organisations 
that use them, said GRI chairman 
Herman Mulder. ‘G4 is another 
step in the journey that we are 
taking,’ he said. ‘It is about creating 
better companies, a better market, 
a better world with more social 
justice and business managed in a 
responsible way.’ 

Key features 
The G4 guidelines aim to help 
companies produce clear, concise 
sustainability reports that are of  
high relevance to an organisation’s 
stakeholders. They aim to be 
more user friendly than previous 
versions, helping reporters to 
focus on and manage what really 
matters. ‘The new guidelines are 
easier to understand and check, 
and provide a lot of  practical tools, 
overview tables and summaries,’ 
said Nelmara Arbex, deputy chief  
executive of  the GRI. 

Some key features of  the new 
guidelines are as follows: 

Materiality This is certainly not a 
new concept to the GRI, but the 
G4 places greater emphasis on the 
subject. The new guidelines aim 
to help organisations to produce 
reports that are concise and include 

information and key performance 
indicators (KPIs) on material 
impacts only. Reporters must 
define materiality and provide full 
disclosure on the topics that are 
material to them. 
Value chain A major difference 
is the focus on an organisation’s 
value chain. Reporters must assess 
their complete value chain and 
disclose where their impacts are 
most material. This will present 
significant challenges to many 
companies, as such supply-chain 
transparency is complicated and 
expensive to attain, and will often 
involve the impacts of  suppliers over 
which they have little control. 
Application levels The G4 no longer 
has a system of  application levels 
(A, B, C), which many believed 
drove companies to take a checklist 
approach to reporting. Instead, an 
‘in accordance’ system with two 
tracks – core and comprehensive – 
has been introduced. 
Disclosure on management 
approach The new guidelines will 
require organisations to report 
on how they identify and manage 
their actual or potentially material 
impacts. This kind of  narrative 
disclosure will provide report users 
with a better idea of  how companies 
are managing their impacts, which 
will provide greater context to the 
KPIs included within a report. 

THE NEXT  
GENERATION
New, improved sustainability reporting guidelines were launched at a  
landmark Global Reporting Initiative conference in Amsterdam in May
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Assurance In previous iterations 
of  the guidelines, reporters would 
indicate whether they had some 
form of  external assurance over 
their reports by adding a ‘+’ 
after their application level (eg 
A+). This did not provide any 
information about how much 
of  the report was assured. This 
has been removed from the G4 
guidelines, which instead has 
an additional column in the 
organisation’s GRI index table 
where reporters can indicate which 
elements of  the report have been 
assured, thus providing greater 
transparency on the extent of  
external assurance. 

GRI and integrated reporting 
A recurrent question that emerged 
from the GRI conference was 
how the G4 guidelines will fit in 
with integrated reporting (IR). 
The International Integrated 
Reporting Council (IIRC) recently 
published a consultation draft of  
the International <IR> Framework, 
which is due to launch later this 
year. The IIRC draft framework 
aims to allow companies to 
report on material information 
about an organisation’s strategy, 
governance and performance that 
reflects the commercial, social and 
environmental context within which 
it operates. 

According to the IIRC, IR is not 
simply about combining existing 
financial and non-financial disclosure, 
but will draw on elements of  
financial and sustainability reports 
to the extent that the information 
is material to how an organisation’s 
strategy creates and preserves value. 
The GRI will therefore be looking to 
offer guidance on how to link the 

Neil Stevenson, executive director – brand, ACCA
The G4 guidelines make it clear how organisations report 
on their economic, social, environmental and governance 
performance. The guidelines focus on what matters and 
what is material. This will be a great benefit to multiple 
stakeholders including investors.

For ACCA, the credibility of  sustainability reports can be 
enhanced by engaging with stakeholders and responding 
to their requirements and concerns, as well as seeking 
third-party independent assurance on the content of  such 
reports. Organisations that want to enhance and improve 

accountability for stakeholders and investors will benefit by using the G4 
guidelines and embracing the principles of  integrated reporting.

In the current economic climate, organisational accountability is an 
imperative. Being transparent and reporting on issues and impacts can help 
achieve this. We believe that all major entities in the public and private sectors 
should report publicly on the effect of  their activities on the environment and 
societies in which they operate, along with reporting on their policies and how 
these have been translated into practice.

ACCA has been a member of the GRI steering committee since its inception in 
1998 and also sits on the GRI stakeholder council. 

sustainability reporting process to 
the preparation of  an integrated 
report. 

While there is still an element 
of  uncertainty of  the future 
of  corporate reporting, the G4 
guidelines are certainly a step in the 
right direction. ‘Without transparent 
corporate disclosure, we risk 
remaining in the past century, where 

   *FOCUSING ON WHAT MATTERS
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many of  our resources have not 
been correctly priced and accounted 
for,’ said Christian Mouillon, Ernst 
& Young’s assurance global vice 
chair. ‘Without the correct sources 
of  information, the market economy 
cannot function effectively.’ 

Sweden adopted the Global Reporting Initiative (GRI) guidelines for its state-
owned companies in 2007, becoming the first country in the world to do so. 
The main reason was to promote long-term sustainability for the companies’ 
owners – the people of Sweden – the country’s minister for financial markets, 
Peter Norman, told delegates at the GRI conference. 

Sustainability features prominently on the Swedish government’s agenda, 
and government-owned companies are not expected to simply hand over a 
GRI report. Norman said: ‘We demand that our companies actually integrate 
sustainability in their policy.’ 

Sweden has taken reporting to the next step by making sustainability a 
responsibility of  all boards of  directors. ‘It is on their agenda, too, and they are 
monitored by the government to see if  they are on track,’ added Norman, who 
hopes government policy will serve as an inspiration for Sweden’s private sector.

   *SWEDEN AT THE FOREFRONT

Gordon Hewitt, sustainability 
adviser, ACCA, and Suzanne 
Koelega, journalist

To find out more about the  
G4 guidelines, visit  
www.globalreporting.org 

‘REPORTING GOES TO THE CORE OF 
GOVERNMENTS, COMPANIES, ORGANISATIONS, 

THEIR EMPLOYEES AND THE GENERAL WELL-
BEING OF THE COMMUNITY. BUSINESS CAN’T 

JUST BE ABOUT SHORT-TERM GAIN AND CEOS 
GETTING RICH’

ROBERT MCGARRAH, GRI BOARD MEMBER AND 
COUNSEL, AFL-CIO OFFICE OF INVESTMENT

‘OUR RIVERS ARE POLLUTED AND 
THE AIR QUALITY IS AT STAKE.     

WE SHOULDN’T ONLY WANT TO 
INCREASE OUR GDP, BUT ALSO 

OUR QUALITY OF LIFE’

   *SOUNDBITES FROM THE GRI CONFERENCE

YUAN WANG, CHIEF 
ECONOMIST, 

CHINA DEVELOPMENT 
BANK 

‘IT IS SIMPLY NOT 
ACCEPTABLE THAT 

COMPANIES WASH THEIR 
HANDS AND SAY THAT 
THEY HAVE NOTHING 

TO DO WITH THEIR 
SUPPLIERS’

BRUNO SARDA, 
DIRECTOR, GLOBAL 

SUSTAINABILITY 
OPERATIONS, DELL
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Comment

For many years, auditor rotation has 
been a key topic in the debate about 
how to improve auditor independence. 
Since 2008, however, it reached new 
heights, culminating in 2011 with the 
EU’s financial services chief, Michel 
Barnier, proposing that in Europe, 
banks, insurers and listed companies 
change their auditors every six to 
12 years, and stop providing extra 
consulting work to their clients. 

In April, the European Parliament’s 
legal affairs committee essentially 
threw the baby out with the bath water 
by changing the proposed term, from 
six to 14 years, to up to 25 years, 
which is very close to the typical audit-
engagement status quo, and mixed 
the proposed moratorium on 
consulting services altogether. 

In the US, things have taken 
an even more interesting 
turn. I have previously noted 
the overwhelming opposition 
to auditor rotation on the 
part of  the corporate 
community, as well as US 
accounting firms. 

As of  the closing of  
the Public Companies 
Accounting Oversight 
Board’s comment 
period on the topic 
on 15 December 
2012, that sentiment 
hadn’t changed; in fact, 
US lawmakers are now 
attempting to ensure the 
auditor-rotation topic never raises 
its unpopular head again… ever. 

On 17 April, US Republican 
representative Robert Hurt and 
co-sponsored by Democratic 
Congressman Gregory Meeks 
introduced a bi-partisan bill 
(ie, the Audit Integrity and Job 
Protection Act), which would 
prohibit the PCAOB from requiring 

Not calling a spade a spade
[Ramona Dzinkowski questions the logic of tying Public Companies Accounting Oversight Board 

oversight to economic growth in the US

public companies to use specific 
auditors or require the use of  different 
auditors on a rotating basis. 

While the bill clearly supports the 
corporate sentiment against auditor 

rotation, the underlying rationale is 
more than curious. In a recent press 
release, Meeks suggests that denying 
the PCAOB the right to implement 
constraints on the length of  audit 
engagements will remove the threat of  
more compliance costs to start-ups, 
thereby ‘getting our communities back 
to work’, as well as ‘take one step 
toward removing the federal government 
as a barrier to job creation’. Hmmm… 
anyone see any red herrings, here?

Can anyone explain how reducing 
audit-engagement length on large 
public companies will erase compliance 
costs on start-ups? I would also like to 
be able to trace the logic trail between 
the authority of  the PCAOB and grass-
roots job creation. As an economist, 
I’m trained in theoretical gymnastics, 
but this one has me stumped. Let’s 
see, reducing audit terms to once 
every 12 years or so leads to higher 
audit fees, thereby lowering profits 
to clients, leading to a lower return 
on investment to shareholders, 
leading to higher costs of  
capital generally and thus 
fewer start-ups… and hence 
reduces jobs in America? 

Also, I had hoped that US 
regulators, if  they wanted to 

become involved in this debate, 
would call a spade a spade. To wit, 

neither the corporate sector nor the 
audit community sees any relationship 
between reducing audit tenure and 
improving auditor independence, and, 
by extension, raising investor security.  

As to when and if  this bill will 
get a second reading, stay tuned. 

It’s ironic that the argument for less 
government intervention in the US had 
to be made by even more of  the same 
in private-sector business.

Ramona Dzinkowski is an economist 
and business journalist
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Dramatic economic, social and 
political changes are sweeping the 
global economy. It is vital therefore 
that ethical leadership should 
energise and mobilise people, putting 
them on the right path to solving 
existing problems, and making the 
necessary improvements.  

There were many financial 
scandals in the millennium decade, 
caused by big regulation gaps and 
stakeholders focused on profit rather 
than long-term value. The goal of  
an ethical culture is to minimise 
the need for enforced rules and to 
maximise principles that contribute 
to ethical reasoning even in tough 
times. However, an ethical culture 
in companies must come from 
top management – those who are 
responsible for corporate governance. 

Ethical leadership is the answer to 
the problems in our global economy. 
Without ethical leadership problems 
will only multiply and values, vision, 
virtues and voices are unable to be 
expressed and heard. In contrast, 
ethical leadership creates the climate 
in which people turn challenging 
opportunities into remarkable 
successes. When leaders act ethically, 
they usually model the way, inspire a 
shared vision, challenge the process, 
enable others to act, and encourage 
the heart of  employees. This comes 
from the idea that credibility is the 
foundation of  ethical leadership. 

Ethical leaders have to know 
where they are heading, and have a 
vision for the future. The ability to 
look forward is what distinguishes 
leaders from other ethical individuals. 
Consequently, what’s most needed are 
leaders who know how to guard their 
credibility, since this builds a good 
corporate culture and employees feel 
proud of  their organisation. Further, 
credible and ethical leaders should 

In search of ethical leadership
[Ethical leadership is the answer to the problems in our global economy, but an ethical culture can only 

be fostered by top management. Emmanuel Kapizionis explains how the four Vs model can help

adopt the ‘four Vs’ model of  ethical 
leadership, that I personally find 
a useful matrix tool, which are the 
following:

Values
Ethical leadership begins with the 
understanding and commitment of  
individual core values. This means 
discovering the core values of  
employees’ identities, then integrating 
unique values among the employees. 

Vision
The ability to form actions, 
particularly in service to others, within 
a picture of  what ought to be. 

Voice
Claiming your voice is the process of  
articulating your vision to others in 
an authentic and convincing way that 
motivates others for action.

Virtue 
The attempt to strive for what is 
right and good for all employees 
and not only the individual. In this 
way, people develop the character of  
virtue – striving for the common good. 
Ethical leaders should frequently 
ask themselves how values, visions, 
and voices are in line with the 
common good.

Conclusion
Though compliance 
with regulations is 
thankfully now 
commonplace, 

the scandals of  the past decade have 
left their mark. We must have ethical 
leadership in organisations, but this 
depends on those leaders adopting 
the credibility dogma and applying 
the four Vs that will enable their 
organisation to excel and distinguish 
itself  from others. Hopefully though, 
the economic uncertainty will 
generate and grow future leaders who 
will be ready to rule our world, our 
companies and our societies on an 
ethical basis.

Emmanuel G Kapizionis FCCA is 
financial accounting executive at 
Nereus Shipping, and a member of 
ACCA’s steering committee in Greece 
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[Audit is not just the auditor’s responsibility, 
says ACCA president Barry Cooper – the 
whole reporting supply chain must contribute

Audit and auditors have been under the microscope in 
recent months, with many, particularly those commentators 
who make the most of 20/20 hindsight, questioning the 
role of both in a number of financial failures.

While auditors clearly have a crucial role in ensuring that 
audit reports are accurate and reliable, it is important to 
remember that audit quality is not the exclusive responsibility 
of  the auditor. ACCA made the point in its recent response 
to a consultation by the International Auditing and 
Assurance Standards Board (IAASB) on a proposed 
international framework for audit quality. 

In setting down what is important to audit quality, the 
framework has also made it crystal-clear that it’s not 
all down to the auditor. While auditors have to comply 
with stringent quality control standards, it is vital that all 
the stakeholders in the corporate reporting supply chain 
pull together to maximise audit quality and do not abdicate 
responsibility by pointing to those with the word ‘audit’ in their 
job titles and saying it’s solely down to them. 

Audit increases user confidence in the credibility of  
corporate reporting in all sectors and facilitates the efficient 
allocation and use of  capital, particularly in rapidly emerging 
economies. Audit must therefore be of  a consistently high 
quality, which is why ACCA is committed to doing all it can to 
embed audit quality in our education, qualification, support and 
regulation of  audit professionals and firms.

The most important stakeholder in all this is the person who relies 
on the audit report, so it is critical that the proposed framework 
adopts the shareholder perspective in judging the importance 
of  factors relevant to audit quality and identifies the complex 
interactions between those factors. The framework should also 
inform debate about key issues, such as mandatory rotation of  
auditors, so stakeholders can make informed choices.

It will also be important that the final framework not only 
recognises the importance of  innovation and ensures that 
audit quality is judged in the dimensions of  modern 
business activities, but that it also sees the 
threats to audit quality and enables all 
stakeholders to address them. 

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

All pull together
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Q What are the main 
challenges facing the clients 
you support?
A They’re mostly SMEs, 
supplying or servicing the 
state’s oil and gas industry. 
As well as accounting and 
bookkeeping, many want 
advice on tightening up their 
budgeting and cashflow, or 
more generally on growing 

their businesses; I frequently find myself  swapping 
my accounting hat for my project management one! 
We also deliver finance software training for clients 
looking to become more self-sufficient. 
 
Q How has your background equipped you to 
provide the solutions your clients need?
A I’ve been running my own business since 2003 
and I’ve acquired incredibly useful insights into 
different business models, management styles and 
corporate cultures, and developed an ability to learn 
and adapt to sector-specific challenges. 

Q What advice would you give members thinking 
about striking out on their own?
A Try to build up experience of  different industries 
and types of  company; the more diverse your 
knowledge, the greater your potential to identify 
your transferable skills, win new clients and provide 
advice to business owners and finance managers. 

Q How do you manage your work-life balance?
A I find the blue skies and sunshine as appealing 
today as they did when I arrived over 10 years ago. 
There are fantastic places around Perth to walk or 
cycle, taking in beautiful landscapes. 

FAST FACTS
Business: Accounting, bookkeeping and tax 
compliance.
Client portfolio: SMEs (services, manufacturing, 
engineering, telecoms).
Finance expertise: Management accounting, 
financial control, budgeting, forecasting and analysis.
Consultancy services: Business planning, systems 
implementation and financial software training. 

DELOITTE ACQUIRES VIGILANT
Deloitte has acquired leading US 
security monitoring and cyber-threat 
consultancy Vigilant, strengthening 
its security consultancy business. 
The combined practice will operate 
under the Vigilant by Deloitte brand. 
Vigilant will provide cyber-threat 
management services, while Deloitte 
will provide a broader security 
consultancy business. Deloitte has 
been expanding its service to provide 
customised security solutions to 
large corporations operating in high 
risk sectors. ‘The issue of  cyber 
security is now one of  the leading 
risks for our clients and for our 
country,’ said Owen Ryan, national 
managing partner and risk advisory 
practice leader of  Deloitte & Touche. 
Ed Powers, principal and national 
leader of  the security and privacy 
practice, added: ‘The severity of  
cyber threats has elevated the 
profile of  security and increased the 
complexity of  protecting information 
and critical infrastructure.’

KPMG TO PAY INVESTORS
KPMG is to make a substantial 
settlement to investors in Fannie Mae, 
the US government-backed mortgage 
lender audited by the firm. Fannie Mae 
and KPMG will together pay US$153m 
to investors who bought stock in the 
lender between 2001 and 2004. It was 
later recognised that Fannie Mae had 
overstated its income in that period 
and breached US GAAP. A spokesman 
for KPMG said: ‘KPMG determined that 
it was in the firm’s best interest to put 
this matter behind us and avoid the 
cost of  protracted litigation.’

The view from: 
Australia: Sandie Watts FCCA, 
accountant, 1st Business Services, 
Perth, Western Australia

35 Practice The view 
from Sandie Watts of 
1st Business Services, 
Australia; challenges 
for the booming 
Philippines economy 

39 Corporate The view 
from Stephen Spencer of 
Henry Davis York, Sydney; 
the OECD Forum on Tax 
Administration in Moscow; 
the annual ASPIRE 
conference in Krakow
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The Philippines, which has the 12th 
biggest population in the world with 
100 million people, is among the 
world’s most promising emerging 
markets, and international business 
and accounting services are taking 
note. GDP was up by around 7% in 
2012, with 6% growth forecast for 
2013, and the country’s accounting 
sector is capitalising on its strong 
economic growth. 

‘The improved performance of  
the Philippine economy has resulted 
in increased foreign investments 
and more robust activities by 
local companies in terms of  both 
expansions and new businesses,’ says 
Marivic Españo, chairman and CEO 
of  Punongbayan & Araullo (P&A), 
the Philippine member firm of  Grant 
Thornton International.

‘As a result, there has been an 
increase in the demand for advisory, 
audit and tax services,’ adds 
Españo, who is also vice-president of  
operations at the Philippine Institute of  
Certified Public Accountants (PICPA). 

All of  the Big Four firms operate in the 
Philippines, and the local accounting 
and auditing sector is expanding 
steadily. SGV/EY Philippines – SyCip 
Gorres Velayo & Co (SGV & Co), the 
Philippine member firm of  Ernst 
& Young – is the country’s largest 
professional services firm, auditing 
54 of  the top 100 corporations, and 
396 of  the top 1,000 corporations in 
the Philippines, according to the 2012 
BusinessWorld Top 1000 Corporations 
report. SGV/EY Philippines’ client base 
has grown from over 3,000 in 2009 to 
more than 5,000 in 2013, according to 
the firm.

The Philippines adopted 
International Financial Reporting 
Standards (IFRS) on 1 January 2005, 
making it the third country in Asia 
(after Singapore and Hong Kong) to 
achieve this, and adopted the IFRS 
for SMEs on 1 January 2010. The 
Philippines has consistently been 
ranked high among Asian countries for 
its implementation of  IFRS by several 
corporate governance watchdogs.

Business process outsourcing
Españo says that the high regard 
in which the sector is held is also 
helping it grow, reflected by the fact 
that business process outsourcing 
is the Philippines’ fastest growing 
sector. ‘The Philippines is viewed as 
an attractive centre for excellence for 
the financial and accounting hubs 
of  multinational companies,’ she 
says. ‘This creates more employment 
opportunities for accounting and 
finance graduates.’ 

ACCA has recently signed a 
memorandum of  understanding with 
the PICPA, with the aim of  building 
capacity within the profession.

Reza Ali, ACCA’s head of  emerging 
markets – Asia, says: ‘The booming 
Philippines economy is resulting 
in a higher demand for qualified 
professionals and the accountancy 
profession remains poised to 
support this economic growth. ACCA 
is delighted to be supporting the 
Philippines profession and PICPA at 
this critical juncture.’

Philippines promise
A booming Philippines economy means the country is becoming a key market for 
financial reporting professionals, but there are challenges to be faced in the sunshine 
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‘PHILIPPINE TAX AUTHORITIES HAVE EMPLOYED
AGGRESSIVE MEASURES TO INCREASE TAX
COLLECTION, INCLUDING SPECIALISED TAX AUDITS’

The basics
PHILIPPINES 
*The Philippines’ annual GDP 
is expected to reach US$372bn 
by 2018, with a compound annual 
growth rate (CAGR) between 2012 
and 2018 of 5.5%.

*The Philippines is forecast to 
become the 14th largest economy in 
the world by 2050.

*Services account for 57% of 
the Philippines’ GDP, with industry 
contributing 31.1% and agriculture 
11.9%.

*Business process outsourcing 
(BPO) is the Philippines’ fastest 
growing sector, with revenues up 
15% to US$13bn in 2012 and 
growth of 19% forecast for 2013. 

*Manila is ranked as the 
world’s third most preferred BPO 
destination.

*The Philippines stock market 
was Asia’s second best performer 
in 2012.

*The Philippines received its 
first ever investment grade credit 
rating from a major ratings agency 
in March 2013 when Fitch Ratings 
upgraded the Philippine economy 
from BB+ to BBB-.

Sources: Lucintel, CIA, HSBC, Goldman 
Sachs, Tholons

 The role of  the accounting sector 
in the Philippines is becoming 
increasingly important as the country 
attempts to reduce its deep levels of  
corruption. The Philippines ranked 
105th out of  176 in Transparency 
International’s 2012 Corruption 
Perceptions Index, although this was 
up from 129th out of  178 in 2011.

Progress on corruption
A recent report by the Business 
Anti-Corruption Portal pointed to 
widespread corruption across both 
state and private sectors, but also 
said that significant progress was 
beginning to be made, such as through 
the government’s Good Governance 
and Anti-Corruption (GGAC) plan for 
2012–16, which includes measures 
aiming to promote public service 
transparency and accountability. The 
report also highlighted the approval 
by the country’s Senate in 2012 of  the 
third and final reading of  a Freedom 
of  Information Bill; and the passing 
by the House of  Representatives 

committee on justice in May 2011 of  
a Whistleblowers’ Act, which seeks to 
protect whistleblowers from all forms 
of  retaliatory actions. 

Españo says: ‘There has been 
improvement in terms of  the 
impact of  corruption on financial 
reporting, mainly because the present 
administration has put the reduction of  
corruption on top of  its agenda.’

Emmanuel C Alcantara, head of  
tax services at SGV/EY Philippines, 
says that a range of  new measures 
designed to improve tax collection 
are also proving effective. ‘Philippine 
tax authorities have employed 
aggressive measures to increase tax 
collection, including specialised tax 
audits on conglomerates and close 
tax compliance monitoring on large 
taxpayers,’ he says. ‘A number of  new 
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tax rules and regulations have also 
recently been issued with the objective 
of  plugging perceived tax loopholes, 
which has affected all taxpayers. 

‘This tax policy is expected to 
continue until the end of  the term of  
President Aquino in 2016, more so 
since the government is encouraged by 
the 2012 results showing an increase 
in tax effort ratio to over 13% of  GDP, 
and a record increase in revenue 
collections which for the first time 
exceeded PHP1 trillion [US$24bn].’

Greg Navarro, managing partner 
and CEO of  Navarro Amper & Co, 
the Philippine member practice of  
Deloitte, adds that firms are keenly 
aware of  the importance of  monitoring 
prospective clients carefully. ‘One of  
the first things auditors look for is the 
integrity of  the sources of  accounting 

information,’ he says. 
‘This starts from the top, finding 

out what is the tone at the top – 
specifically the board of  directors and 
management. Can the certified public 
accountant rely on them to do the 
right thing, comply with laws, rules 
and regulations, provide a safe and 
transparent environment in which to 
operate, ensure complete disclosure 
and accountability, and so on? 
These are some of  the things we try to 
assess before considering a client.’

Tight regulation
The accounting sector itself  is also 
under increasingly tight regulation. 
Españo says that when the latest 
IFRS is released by the International 
Accounting Standards Board 
(IASB), it is fully adopted within 

the Philippine Financial Reporting 
Standards (PFRS) by the Financial 
Reporting Standards Council (FRSC), 
the Philippine accounting standard-
setting body organised by the Board of  
Accountancy, the government body that 
regulates the accountancy sector.

Judith V Lopez, chairman and 
senior partner at Isla Lipana & Co, 
the Philippine member firm of  PwC, 
adds: ‘Companies in the Philippines 
have no option but to adopt the PFRS; 
otherwise, the financial statements are 
deemed not filed with the Philippine 
Securities and Exchange Commission.’

Large entities must use full PFRS, 
while small-and-medium-sized 
enterprises (SMEs) are required to use 
the PFRS for SMEs.

Government companies use a 
PFRS-based financial reporting 
framework, with audits of  their 
financial statements undertaken by the 
government auditor, the Commission 
on Audit. Meanwhile, banks and 
insurance companies use a separate 
financial reporting framework, in line 
with the demands of  those sectors’ 
regulators – the Central Bank of  
the Philippines and the Insurance 
Commission.

Ultimately, while the opportunities in 
the Philippines are no doubt growing, 
accountants have their work cut out to 
ensure transparency, disclosure and 
good governance practices (see box) 
are maintained.

Jonathan Dyson, journalist

The Philippine Stock Exchange was Asia’s second-best performer in 2012

Accountants in the Philippines are trained at accounting schools and through 
inhouse programmes. 

Accounting and auditing firms, along with associations such as ACCA and 
the Philippine Institute of  Certified Public Accountants, also provide 
continuing professional development. The Board of  Accountancy issues 
licences to certified public accountants that are renewed every three years if  
certain requirements are met. 

The pressures on accountants in the Philippines are growing as the demand 
for transparency, disclosure and good governance practices increases, 
according to Greg Navarro, managing partner and CEO of  Navarro Amper & 
Co, the Philippine member practice of  Deloitte. 

‘Compliance and risk management are top of  mind among company boards, 
and many look to their CFOs and controllers to either manage these or provide 
oversight,’ he says. ‘There are many new standards and revisions of  old 
standards, more and stricter regulations are expected, and greater 
responsibilities are being placed on the shoulders of  practising accountants.’

   *BEING AN ACCOUNTANT IN THE PHILIPPINES
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The PACCAR Pavilion in Seattle

Q How does your role slot into 
the firm?
A My remit is broader than 
conventional finance roles, 
with a focus on managing 
profitability. I also manage 
our resourcing activities and 
expenditure, finding ways to 
stay on top of  costs while 
becoming more streamlined, 
but without any adverse 

impact on our capacity to deliver quality services.  

Q What are the ideal characteristics for finance 
professionals to succeed in non-finance roles?
A Confidence, curiosity and credibility are 
essential. A high degree of  risk awareness is also 
paramount, as well as the ability to support findings 
or recommendations with sound arguments and 
hard evidence – and in terms that will be plainly 
understood by non-finance colleagues. 

Q How has the global financial crisis impacted on 
your objectives?
A Australia was shielded from the worst effects. 
However, financial markets and the wider economy 
are looking more volatile; deals are reducing in 
number, frequency and size, while the growth of  
China’s financial sector also has to be factored in. 
That means devising innovative but sustainable 
ways to trade.

Q How easy is it to recruit? 
A There are plenty of  good people in our sector – 
but many are reticent about switching jobs. That’s 
partly down to nervousness over the economy, and 
partly as a result of  employers stepping up their 
efforts to demonstrate the benefits and rewards of  
staying put to their brightest people. 

FAST FACTS
Business: Corporate law firm, specialising in 
banking and financial services. Founding member 
of  Globalaw, a worldwide network of  more than 
100 law firms.
Workforce: 52 partners, 400 staff  in Sydney and 
Brisbane.

SEC CHARGES PACCAR 
Truck maker and Fortune 200 
company PACCAR – which operates 
under the Kenworth, Peterbilt and 
DAF names – has been charged by 
the US Securities and Exchange 
Commission (SEC) with accounting 
deficiencies that damaged the 
accuracy of  their financial reporting 
during the financial crisis. The 
SEC claims that PACCAR’s internal 
accounting controls were ineffective, 
causing it to not adhere to some 
accounting rules. PACCAR failed 
to report the operating results of  
its aftermarket parts business 
separately from its truck sales 
business as required under segment 
reporting requirements, which are 
intended to provide investors with 
the same quality of  information as 
executives. PACCAR has agreed to 
pay a US$225,000 penalty, without 
admitting or denying the charges.

CEOs RELY ON FINANCE DATA
CEOs are increasingly looking to the 
finance function to provide them with 
analytical data to drive growth. Key 
management information and risk data 
are becoming more relevant to provide 
a competitive edge, says Grant Searle, 
an associate director in PwC’s advisory 
division in South Africa. ‘The finance 
function today is no longer that of  the 
traditional score-keeper sitting in the 
back office counting the beans,’ he 
told PwC’s 7th Corporate Audit Forum 
in Johannesburg. ‘Companies can no 
longer afford to take refuge behind 
historical management performance 
methods to provide information about 
the organisation.’

The view from: 
Australia: Stephen Spencer ACCA, 
commercial manager, Henry Davis 
York, Sydney

39 Corporate The view 
from Stephen Spencer of 
Henry Davis York, Sydney; 
the OECD Forum on Tax 
Administration in Moscow; 
the annual ASPIRE 
conference in Krakow

35 Practice The view 
from Sandie Watts of 
1st Business Services, 
Australia; challenges 
for the booming 
Philippines economy 
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‘IT SEEMS TO ME THAT THE SOLUTION HAS TO 
BE GLOBAL AND WE THINK THE OECD IS THE 
RIGHT FORUM FOR THAT DISCUSSION’

Senior international tax officials 
meeting in Moscow have declared 
that the writing is on the wall 
for multinationals using current 
international tax laws to reduce 
their fiscal exposure. Speaking 
at the eighth meeting of the 
OECD (Organisation for Economic 
Cooperation and Development) Forum 
on Tax Administration (FTA), hosted 
by Russia’s federal tax service in May, 
experts noted that public anger was 
building over cases such as the low 
level of taxes paid by Google, Amazon 
and UK energy company Npower.

Participating officials said they 
wanted to ensure there was no place to 
hide for companies and individuals 
involved in transnational tax fraud, 
evasion and aggressive tax planning.

Top tax inspectors from 45 countries 
agreed a raft of  priorities to help tackle 
offshore tax evasion, increase 
international tax transparency and the 
exchange of  information, improve trust 
and confidence in business taxation and 
deliver better, more efficient services.

Discussions highlighted OECD work 
on ‘base erosion and profit shifting’ or 
BEPS – tax inspector jargon for 
aggressive tax planning practices 
reducing corporations’ tax liability to 
small amounts compared to turnover.

Senior tax officials in Moscow for the 
FTA meeting would not comment on 
specific cases, but Pascal Saint-Amans, 
the director of  the Paris-based OECD’s 
Centre for Tax Policy and 
Administration, told Accounting and 
Business that many multinational 
companies were ‘not that happy’ with 
the OECD’s work on this area.

But others, including members of  
the Business and Industry Advisory 
Committee (BIAC) to the OECD, are 
engaging with the OECD.

‘They know that if  we do not address 
this problem we shall have countries 

working away from the consensus,’ 
Saint-Amans said. ‘When it is legal and 
you do not like it you need to change 
the law,’ he added.

Changing transnational tax laws is on 
the agenda internationally, as public 
disquiet builds over multinational tax 
minimisation schemes. In the global 
economy, companies can shift 
territorial exposure more easily than 
ever before and tax administrators and 
policymakers are keenly aware of  that.

Yves Leterme, OECD deputy 
secretary-general and a former Belgian 
prime minister, said in opening 
remarks at the Moscow conference that 
the post-World War Two international 
consensus that had seen the 
development of  a system to help 
companies and individuals avoid 

double taxation was in danger of  
slipping into a world of  ‘double 
non-taxation’.

‘The international tax framework has 
not kept pace with international 
business practices,’ he said. 
‘Multinational businesses are today 
subject to unprecedented scrutiny by 
their citizens, who are also customers 
of  these companies. This supports a 
momentum for policy change.’

The answer is to develop rigorous 
new tax policies within a framework 
that ‘requires ever closer cooperation 
at an international level’, Leterme told 
the meeting. ‘It is essential if  you want 
to ensure that profits of  international 
businesses are subject to fair taxation 
in the countries where those profits are 
actually made.’

Multinational businesses that were 

prepared to be transparent and work 
within an emerging new international 
framework would benefit from greater 
certainty about their tax position, 
Leterme added.

The OECD’s work on BEPS – where 
new standards on international 
practices and the exchange of  
information are being developed to 
tackle the problem at a time when 
governments worldwide are desperately 
trying to secure public finances 
seriously eroded by the global financial 
crisis – is a key part of  an emerging 
new agenda.

Change may come very soon. The 
OECD’s BEPS project, a comprehensive 
action plan intended to modernise 
international tax instruments and 
standards to respond effectively to and 

counter the sort of  aggressive tax 
planning Google and Amazon have 
been accused of, will be put to G20 
finance ministers this month.

Concentrating on international 
taxation, transfer pricing and the 
digital economy, the BEPS proposals 
will then go before global leaders at the 
G20 summit in St Petersburg, Russia, 
in September.

Russian president Vladimir Putin – 
who launched an anti-corruption 
campaign last year that has seen a 
number of  high-profile government 
figures fall casualty to rules requiring 
disclosure of  foreign properties and 
assets – has signalled his backing for 
the moves.

In a video address to the conference, 
Putin joked that the efforts of  tax 
officials were ‘not praised in poems or 

Nowhere to hide
Top tax inspectors from 45 countries agreed a raft of priorities to increase international tax 
transparency at the eighth meeting of the OECD Forum on Tax Administration in Moscow 
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Russian president Vladimir Putin said 
Russia was committed to sharing 
information on tax matters internationally

songs because not many people enjoy 
giving their money to the tax office’. He 
said Russia was committed to sharing 
information on tax matters with 
international partners and hoped for 
reciprocity in this, noting that Russia 
was ‘taking steps to remove the 
opportunities for tax evasion through 
offshore zones and for the legalisation 
of  the proceeds from crime’.

Mikhail Mishustin, the head of  
Russia’s federal tax service, said Russia 
was likely to support the OECD 
proposals on BEPS at the G20 summit.

The new international consensus that 
is likely to emerge will be a challenge 
for many multinational businesses that 
argue their tax arrangements simply 
take advantage of  current rules.

Will Morris, chairman of  BIAC’s tax 
committee and senior international tax 
counsel and director for global tax 

policy at General Electric International, 
said the key issue was having a level 
taxation playing field for all. He said: 
‘BIAC has acknowledged two things. It 
is clear that in some cases globalisation 
has outpaced the development of  tax 
rules and, in some cases, that 
transnationals have departed from the 
substance of  the transaction.’

It was in the interests of  business to 
deal with both issues, he said, because 
the international ‘tax system is 
becoming unstable and part of  that is 
reflected in public disquiet’. He added: 
‘It may be the rules need changing or 
businesses need to do more explaining.’

Universal changes
But if  the rules are changed they need 
‘to be changed for everybody. If  the 
playing field is the same for everybody 
then that is fine’, he added.

Senior tax commissioners stressed 
they wished to work with business, not 
against it. Edward Troup, the UK 
HMRC’s tax assurance commissioner, 
said: ‘It is important that senior 
commissioners meet [internationally] 
to make sure we are aligned, and that 
we discuss some of  the overarching 
strategic issues, such as the 
importance of  having the right 
relationship with the multinationals to 

collect tax and the impact of  the work 
of  [different] tax administrations.’

He added that the recent 
collaboration between tax authorities in 
Australia, the US and the UK, which 
had shared information to identify 
companies and individuals using 
offshore jurisdictions, showed the 
benefits of  international cooperation. 
‘There is no hiding place from the 
taxman for assets that should be 
declared,’ Troup said.

Josephine Feehily, Ireland’s tax 
commissioner and FTA chair, said: 
‘Global businesses operate in a global 
environment, within global rules, in 
relation to profit allocation. It seems to 
me that the solution has to be global 
and we think the OECD is the right 
forum for that discussion.’

The meeting coincided with a 
parliamentary hearing in London at 
which MP Margaret Hodge, chair of  the 
Public Accounts Committee, dubbed 
Google’s recently highlighted tax 
avoidance scheme ‘evil’. Putting the 
internet search engine giant’s northern 
Europe boss, Matt Brittin, on the spot, 
Hodge said the company’s behaviour 
was ‘devious, calculated and unethical’.

Nick Holdsworth, journalist based  
in Moscow
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BY 2013 IT WAS IN THE TOP 10 INTERNATIONALLY
AND HAD BECOME, AFTER DUBLIN, THE SECOND
LARGEST OUTSOURCING DESTINATION IN EUROPE

Top picture, from left: Richard Lucas, 
serial entrepreneur; Jaromir Dzialo, CEO 
and founder, Topicmarks; Wojciech 
Burkot, director, Google R&D; Rafal Han, 
CEO, Ciufcia and venture capitalist; Anne 
Marie Neatham, head of centre, Ocado 
Technologies; and Ramon Tancinco, 
senior manager, Cisco Global Support 
Center. Bottom left: Romek Lubaczewski 
FCCA, PwC. Bottom right: delegates at 
the annual ASPIRE conference

We need to cooperate even as we 
compete, delegates were told at this 
year’s annual conference of ASPIRE, 
the Krakow-based association of 
IT and business process services 
companies. The conference, organised 
in partnership with PwC, and held in 
May, marked another year of growth 
in the sector – by 20% in Poland and 
25% in Krakow alone.

Krakow was first included in 
offshoring monitor Tholons’ list of  Top 
100 Cities for Global Outsourcing in 
2006. By 2013 it was in the top 10 
internationally and had become, after 
Dublin, the second largest outsourcing 
destination in Europe. Employment in 
the sector looks set to top 30,000, in 
80 centres, by the end of  this year, 
accounting for 35% or more of  all 
shared service centre (SSC), business 
process outsourcing (BPO) and IT 
development jobs in Poland, 
according to ASPIRE general secretary 
Andrew Hallam.

Prominent names on the list of  
operators of  centres in Krakow include 
IBM, Capgemini, HCL, Shell, Philip 
Morris, HSBC, Cisco, Akamai and 
Brown Brothers Harriman. The most 
popular services carried out are 
finance and accounting, HR and IT; 
some centres also provide customer 
services, contracts and procurement, 
and sales. There’s a clear trend 
towards higher-value processes once 
the concept of  basing shared services 
in Krakow has been shown to work.

Concerns that growth of  the sector 
may be limited by resources have 
proved to be ill-founded; 40,000 
students a year graduate from 
universities in the Malopolska province, 
of  which Krakow is the capital, one-fifth 
of  them in engineering and computer 
science (well above the European 
average), and there’s a growing pool of  
appropriately experienced 

professionals. SSCs/BPOs/IT are 
attracting ever more graduates from 
elsewhere in Poland – and from abroad, 
including from the West: 10% of  the 
sector’s employees are foreign 
nationals. Office space is meanwhile 
only a temporary problem – as vacancy 
rates fall so new projects are begun: 
Colliers, one of  numerous 
consultancies attracted to Krakow to 
serve SSCs/BPOs/IT, reports an office 

vacancy rate of  under 5% at end of  
2012 but 78,000 m2 (a 16% increase) 
of  new space under construction.

SSC figures
Tom Bangemann, senior vice president 
at offshoring consultant Hackett Group, 
estimated that worldwide there are 
currently some 3,300 shared services 
centres (SSCs) operated by 
corporations and about half  as many 
business process outsourcing firms 
(BPOs). Half  are in Europe, and 
two-thirds of  those are in Western 
Europe. In a reminder that this is not 
just about offshoring, he noted that 
about 500 are in the UK, since SSCs 
are primarily located at companies’ 
head offices. Within Europe growth of  
SSCs/BPOs is now fastest in Poland 
and the Baltic states. 

A common theme in conference 
speakers’ remarks was the growing 
maturity of  the sector, which is moving 
from simple cost reduction to adding 
value, and the prospects and 
challenges that this creates. Seventy-
seven per cent of  all SSCs started in 
finance, reports Hackett, and it was the 
offshoring of  simple functions like 

Poland: outsourcing matures
Krakow is the second largest destination for outsourcing and the sector is now moving 
from simple cost reduction to adding value, the recent ASPIRE annual conference heard

payables, receivables and expense 
reporting that first came to Poland. 
Rakesh Sangani, lead partner of  
consultant Proservartner notes that, 
because companies adopted offshoring 
for cost reasons, perceptions of  SSCs/ 
BPOs as sweatshops and cost 
reduction hubs persist. 

But offshore units’ focus has to move 
to profitability and to showing what 
they can do to improve it. As 
Bangemann noted, SSCs too often fail 
even to market internally the cuts in 
working capital that they can provide 
by adjusting the management of  
payments and receivables. 

Even before a service centre starts 
operation it should be taking steps to 
overcome unwarranted scepticism at 
the client about Polish competence. 
Bring teams over from the client to 
meet the team, Heineken’s director of  
financial shared services, John Lyons 
urged a conference workshop – they’ll 
see that Poland does not look like their 
outdated image of  greyness and they’ll 
see that the skills are there. After 
competence in dealing with basic 
functions has been demonstrated, 
offshore units must show their 
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ASPIRE brings together representatives of SSCs, BPOs and 
IT development firms based in Krakow, and was a PwC-led 
initiative. The firm has a unit in Krakow headed by Romek 
Lubaczewski FCCA that provides consultancy services 
internationally on offshoring issues, and which was, as in 
earlier years, a partner in organising the 2013 ASPIRE 
conference. ACCA Poland is a member of ASPIRE.

Though the association is focused on a specific location, it 
now has 130 members, making it the largest offshoring 
network in Central and Eastern Europe (CEE). ASPIRE 
speaks on behalf  of  the sector to government, educational 
institutions and other stakeholders, regularly organises 
meetings for members, and promotes other relevant events 
and publications.   

Two-hundred and fifty people attended ASPIRE’s third 
annual conference, up from just 35 in 2011. Handheld 
voting machines were used to gather information on which 

parts of  the sector delegates represented. Twenty-two per 
cent represented shared service centres (SSCs), 8% 
represented business process outsourcing firms, 9% 
represented IT development, 22% represented consultancies 
and 6% represented national or city government.

Sixty per cent of  delegates came from Poland, 15% from 
the UK, 12% from continental Europe, 1% from India and 
6% from other countries (use of  the ‘not applicable’ button 
brought totals to 100%). Of  the SSCs represented, 15% 
were at the start-up stage, 7% stable, 44% growing, 32% 
optimising operations and just 2% winding down.   

Confirming the message that competitors can cooperate, 
47% of  those at the conference said the greatest benefit 
that ASPIRE brings is the sharing of  information, while 25% 
pointed to regular meetings with people in the same 
business. Twenty-two per cent cited taking the industry 
forward and 6% dealing with issues.  

     *ABOUT ASPIRE
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THE DEVELOPMENT OF
A HUB OF EXCELLENCE
IN SOUTHERN POLAND
MAKES KRAKOW A
LOCATION AT WHICH
CORPORATE PLANNERS
SHOULD BE LOOKING  

Two-hundred and fifty people attended the 
third annual ASPIRE conference this year, 
up from just 35 in 2011

sponsors that they can handle more 
complex functions.

Ronald Coase won a Nobel Prize for 
his answer to the question of  why it is 
that, rather than economic agents 
buying and selling contracts in the 
marketplace, firms exist – because of  

The environment for global economic growth has improved, 
despite the slowdown and the woes of the eurozone, 
Magdalena Polan, senior European economist at Goldman 
Sachs, told the ASPIRE conference, as she painted a 
picture of the environment in which shared service centre/
business process outsourcing operations have to function 
in Central Europe.

Goldman Sachs calculates growth environment scores 
(GESs), which bring together measures of  growth conditions 
including macro and political stability, human capital, 
technology and the business environment. Emerging 
markets have undergone the largest recent improvements in 
GESs, supporting their role as the engine of  global growth, 
and the countries of  Central and Eastern Europe have seen 
the most improvement over the past 15 years. 

Poland and other Central European emerging economies 
now face what Goldman Sachs calls a ‘new normal’. They are 
heavily integrated, both by trade and financial links, with the 
euro area and problems there may have a long-term impact 
on their own economic performance. Goldman Sachs’ 
analysis shows that net investment and increased 
productivity have been the forces behind Central Europe’s 

economic growth. Productivity growth has been driven largely 
by infrastructural investments, accounting for about half  of  
it, while foreign direct investment (FDI) and a cyclical factor 
equivalent to eurozone growth have played equal roles. 

Prolonged low growth in the euro area may now 
discourage FDI into export-oriented sectors, drawn out 
deleveraging may reduce the availability or increase the 
costs of  funding and fiscal consolidation may cut 
infrastructure spending. In a worst case analysis Goldman 
Sachs calculates that a lost decade in the eurozone with 
only 0.5% growth a year and a halving in FDI flows and in 
infrastructure spending over 2011–20 could halve Polish, 
Czech and Hungarian growth rates. And even if  
infrastructure spending is unchanged and FDI and EU 
growth fall by less, convergence will be delayed – and take 
place towards a lower EU average.

An increase in labour force participation, which 
governments are already starting to promote, may do 
something to compensate for the external growth shock. But 
easing conditions for doing business and acting to spur 
home-grown innovation are the main ways that Poland and 
its neighbours can offset the impact of  the ‘new normal’.

   *CENTRAL EUROPE’S ‘NEW NORMAL’

transaction costs. In remarks that have 
implications not only for SSCs/BPOs, 
Ian Angell, emeritus professor of  
information systems at the London 
School of  Economics noted that the 
development of  the internet, advanced 
technology and modern transport costs 

are reducing those costs and so 
changing the nature of  firms. 
Consumers are being empowered, 
aggregators are driving down prices 
and what were once barriers to entry 
may be becoming cost burdens.

Grouping services – and not just 
financial – in a single centre is more 
feasible than ever. And the development 
of  a hub of  excellence in southern 
Poland makes Krakow a location at 
which corporate planners operating in 
tough times should be looking.  

John Presland, consultant
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Evaluating performance
In his second article exploring the world of management theories, Dr Tony Grundy 
considers seven models for assessing corporate performance

This second article in a five-part 
series about management theories 
explores several that deal with 
corporate performance. They include:

* economic value added (EVA);

* balanced scorecard (BSC);

* customer focus;

* corporate governance and 
stakeholder analysis;

* benchmarking; 

* risk management;

* performance driver analysis.

Economic value added
EVA has been covered very thoroughly 
in five articles in Accounting and 
Business over the past year, so I will be 
brief  here: 

* EVA is a cashflow-based metric and 
not accounting-based.

* These cashflows are discounted by 
the cost of  capital.

* Much of  the value lies in the 
ongoing cashflows at the end of  the 
forecast period – what is known as 
the ‘terminal value’. 

* The assumptions are generated 
from the generic strategic value 
drivers, such as sales growth rate 
(SGR), and also from the more 
specific and context-dependent 
value and cost drivers.

* These assumptions must be 
competitively realistic and robust.

EVA is useful not only for mergers 
and acquisitions work and business 
valuations, but also for performance 
management year on year; it can be 
used either alongside or instead of  

conventional accounting profit. EVA is 
more strictly scientific than accounting 
as it is based on economic models but 
it does demand quite a bit of  
education to implement.

An implicit assumption of  EVA is 
that all value within a business can be 
captured in financial terms. I would 
support much of  that assumption as I 
think – as my own research 
demonstrated many moons ago – that 
much more value can be captured 
financially than is normally thought. 
However, although most ‘intangibles’ 
do have some tangible grounding, that 
tangibility is harder to assess in some 
special cases (eg where the possible 
payoff  is high but the probability of  
that payoff  is very low).

Balanced scorecard
The balanced scorecard takes a more 
eclectic approach than EVA, making 
use of  other and non-financial criteria. 
The BSC stems from a sense of  
dissatisfaction with one-dimensional, 
financially based metrics such as 
accounting profit or EVA. Robert 
Kaplan and David Norton, the BSC 
gurus at Harvard, set out to build a 
framework of  controls to embrace 
other target areas. Their first article 
was published in 1992 but by around 
2000 had become a little passé. 

One obvious metric is customer 
satisfaction, which is always included 
in the BSC. Another that is invariably 
included is operational efficiency.

One odd omission from the original 

BSC is that of  competitive 
benchmarking – for example, relative 
market share – which is also a good 
one for a business to have. 

Kaplan and Norton set the fourth 
area of  controls as people – in 
particular, employee morale. I have 
mixed views on this. It does give a 
sense of  balance, but once upon a time 
I did an MSc in organisational 
development and apparently there is 
no correlation between happy staff  and 
superior performance – maybe because 
some stretched organisations where 
people were more stressed and less 
happy also had superior performance.

Another concern is that many 
organisations, indeed perhaps most, in 
reality seem not to care so much about 
their people, so while it is terribly nice 
to include this metric, it may also be 
less than realistic.

Personally I tend to substitute this 
rather flaky area with something like 
‘development’, both internal and 
external. So my BSC would incorporate 
five elements: customer satisfaction, 
competitive positioning, operational 
efficiency, development and financial.

To avoid organisational overload, none 
of  these should be broken down into 
more than five sub-elements. One of  the 
key reasons that many if  not most BSC 
interventions fail is overcomplexity. 

Customer focus
Customer focus is essentially a set 
of  processes intended to promote 
performance in one of  the quadrants 
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workers in India are normally very 
good). The film’s depiction of  reverse 
education demonstrated by a customer 
in order to get the call centre workers 
to depart from their set script is 
absolutely hilarious!

The emphasis on customer focus 
seems to have died away in the UK, 
partly because management fashion 
has moved on but also because of  a 
general perception that it is enough 
simply to run a few workshops on it – 
‘problem fixed’. 

Customer focus is simply not part of  
the UK’s corporate culture – anyone 
who disagrees should follow me around 
shopping to see how many yellow or 
red cards I give for poor service (you 
can buy the cards from the Referees’ 
Association website).

BMW $3bn 
investment

Costs 
wasted/

Distractions

Growth GNP

Directors’ fees

Management
Cost baseTough 

competition

Corporate governance and 
stakeholder analysis
Implicit in the BSC is the notion that 
there are multiple stakeholders in 
a business. The most obvious are 
the staff  and then the shareholders 
(the land of  EVA) besides the board/ 
management. On top of  that there 
are the customers (in the BSC) and 
then government, media and society. 
Indeed, this has given rise to the idea 
that shareholder value should be 
reframed as stakeholder value.

Stakeholder value can be defined as 
the value that the organisation adds or 
destroys for its stakeholders. In this 
definition, stakeholders are all those 
individuals and groups who either have 
an influence on or may be affected by 
the conduct of  the organisation. 

So the angle here is that corporates 
have a wider responsibility than just to 
those within the organisation and also 
beyond shareholders. For accountants 
this colours their world as it affects 
much of  the contact in the annual 
report, and also generates the need to 
set up committees of  the board to 
address risk management, health and 
safety, and so on. 

Indeed, the whole area of  governance 
has come much more to the fore since 
the most recent wave of  business 
collapses associated with the credit 
crunch/major corporate frauds etc. 
Even companies with such blue-chip 
reputations as Shell (over-reporting of  
oil reserves) and BP (the Gulf  of  
Mexico oil spill) have had their 
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of  the BSC. This approach was very 
popular in the 1990s but, in the UK 
at least, seems to have got forgotten. 
One might be forgiven sometimes for 
thinking that many people in the UK 
don’t actually know what the word 
‘service’ means. There is still a huge 
opportunity here for achieving real 
competitive edge.

Think about who is actually good at 
it: Waitrose, certainly, but not many 
more. Go to the US, on the other hand, 
and real service is everywhere. 

I recently watched the very amusing 
film The Best Exotic Marigold Hotel. In 
the film an elderly English lady gives 
the locals in an Indian call centre some 
training in how to understand the 
customer from the customer’s 
perspective (in reality, call centre 

Performance 
drivers

Performance 
brakes
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WHAT PERFORMANCE DRIVER ANALYSIS BRINGS
ACCOUNTANTS IS SOME WAY OF COMMUNICATING 
ECONOMICS WITHOUT USING NUMBERS

reputations tarnished by appearing  
not to fulfil their corporate 
responsibility. Governance is mainly a 
post-2000 phenomenon.

I happen to teach corporate 
governance at Henley and what is 
interesting here is that governance 
seems less of  a single theory and more 
a number of  theories or perspectives 
that at some point in time got 
conveniently stitched together and 
badged as governance. While 
governance has got to be a behavioural 
topic, the theory seems remarkably 
short on behavioural analysis. 

Ultimately a relatively small number 
of  key individuals seem to have got 
carried away by megalomania and 
greed, and the checks and balances of  
structures such as remuneration 
committees and non-executive 
directors proved singularly ineffective 
in preventing corporate disasters – 
really, human nature should come as 
no surprise to anyone.

Benchmarking
Benchmarking is a process which cuts 
across the BSC by seeking to identify 
best practice through understanding 
how organisations achieve superior 
performance. For example, one 
might choose an organisation 
that is outstanding in its research 
and development (eg appliance 
manufacturer Dyson), customer 
service (eg Metro Bank) or cost 
management (eg Ryanair, easyJet). 
By understanding that organisation’s 

processes, competences, mindsets 
and organisational methods it may 
be possible to replicate some of  that 
excellence in a similar function in an 
entirely different industry.

For example, I was flying to a water 
utility on easyJet and used that 

experience to apply a cost leadership 
model for the water utility using the 
easyJet approach, with possible cost 
savings of  £10m.

Benchmarking can be really helpful 
in order to get a quite different 
perspective on performance than just 
score keeping will give.

Risk management
Perhaps the newest kid on the 
performance management block 
is risk management. This can be 
defined as the proactive identification, 
qualification and prioritisation of  risks, 
and planning how to deal with them.

Ever since the credit crunch, risk 
management functions have 
blossomed, leading to many 
accountants getting more deeply 
involved in risk management either as 
part of  their job or all of  it. 

There are different approaches to 
risk management but all typically 
involve some prioritisation. It is very 

common to plot risks in terms of  the 
following two variables: risk (in 
probabilistic terms) and impact.

Personally I find that most managers 
struggle with probability assessments 
and so I would use a scale from ‘low’ to 
‘high’ to categorise probability. Also, I 

would also use the term ‘importance’ 
rather than ‘impact – as the latter feels 
more vague to me.

Performance driver analysis
Performance driver analysis is my 
own contribution to the theory and 
nicely integrates the lot. A simplified 
example is shown in the MG Rover 
2000–05 box opposite. It ranks the 
factors facilitating performance and 
those constraining it for Rover Group 
before the company went bust. Both 
external and internal forces should be 
incorporated. 

What this brings to the accountant is 
some way of  communicating 
economics without using numbers. It is 
also diagnostic. Why not try it in your 
next management accounts?

Dr Tony Grundy is an independent 
consultant and trainer, and lectures  
at Henley Business School
www.tonygrundy.com
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The International Accounting 
Standards Board (IASB) has recently 
reissued an exposure draft setting 
out its intended approach for the 
recognition and measurement of 
leases. A discussion paper was issued 
in 2009 and an exposure draft (ED) 
in 2010, with comments on the latter 
indicating that the income statement 
effect of the lessee model was 
disliked because of the ‘front-loading’ 
to profit or loss.  

This is caused by the combination of  
a decreasing interest charge over time 
as the lease liability is repaid and the 
straight-line amortisation of  the 
right-of-use asset. The new ED includes 
proposals to mitigate the front-loading 

of  profit or loss for certain types of  
leases. As regards lessors, comment 
indicated that the current model 
actually did create decision-useful 
information. 

The new ED would represent a major 
change in accounting by requiring 
many companies to report larger 
amounts of  assets and liabilities on 
balance sheets than at present. Under 
current rules, many entities classify a 
significant number of  leases as 
operating leases and keep them off  
their balance sheets. For example, 

many airlines lease their planes and 
show no assets or liabilities for their 
future commitments. Under the ED, an 
airline entering into a lease for an 
aircraft would show an asset for the 
‘right to use’ the aircraft and an equal 
liability based on the current value of  
the lease payments it has promised to 
make. The ED would create a new, 
converged approach to lease 
accounting that would remove the old 
distinction between operating and 
finance leases.

The ED will not apply to leases of  
intangible assets, biological assets, 
exploration rights, and certain service 
concessions. The ED has incorporated 
IFRIC 4, Determining whether an 

arrangement contains a lease, into its 
guidance. The IFRIC deals with 
contracts that do not take the legal 
form of  a lease, but conveys a right to 
use an asset. There could be a change 
in the guidance concerning these 
arrangements, especially as there is 
more useful guidance in the ED to 
supplement IFRIC 4. For example, 
contracts for capacity rather than use 
of  the identified asset are not 
considered leases. Service contracts 
determined not to contain a lease 
would not be in the leasing standard 

and would not be recognised in the 
balance sheet.

Under the proposed standard, 
lessees would initially recognise a lease 
liability for the obligation to make lease 
payments and a right-of-use asset for 
the right to use the asset for the lease 
term. This concept is intended to align 
with the control concept in the IASB’s 
joint revenue recognition project. The 
lease liability would be the present 
value of  the fixed lease payments less 
any lease incentives receivable from the 
lessor. The lease liability also includes 
any variable payments that may be 
linked to an index or rate and any 
amounts payable under residual value 
guarantees. For example, if  the rental 
were to vary based on the Consumer 
Price Index then the initial value would 
be based on the current level of  the 
index. The values of  the asset and 
liability would be updated every year as 
the index changed. Variable rents 
based on performance or usage are 
excluded and are recognised in profit 
or loss as incurred.

The right-of-use asset would be 
measured at cost, based on the 
amount of  the lease liability plus lease 
prepayments less any lease incentives 
received. The right-of-use asset also 
includes any costs incurred that are 
directly related to entering into the 
lease. The lease liability would be 
measured in the same way regardless 
of  the nature of  the underlying asset. 

At the commencement of  the lease, 
it should be classified as either Type A 
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or Type B. Type A leases normally 
mean that the underlying asset is not 
property, while Type B leases normally 
mean the underlying asset is property. 
Leases of  property would be classified 
as Type B leases, unless either of  the 
following conditions exists: 

* The lease term is for the major  
part of  the asset’s remaining 
economic life. 

* The present value of  the lease 
payments accounts for substantially 
all of  the asset’s fair value.

Leases of  assets that are not 
property would be classified as Type A 
leases, unless either of  the following 
conditions exists: 

* The lease term is for an insignificant 
part of  the asset’s total economic 
life.

* The present value of  the lease 
payments is insignificant compared 
with the  asset’s fair value. 

If  a lease contains both property and 
non-property then it would be 
classified based on the nature of  the 
primary asset within the lease.

After initial recognition, lessees would 
recognise the interest expense using the 
effective interest method and lease 
payments would reduce the liability.

Subsequent measurement of  
right-of-use assets would differ by lease 
type. For Type A leases, the asset 
would be amortised on a straight-line 
basis unless another systematic basis 
better represents the pattern of  its 
consumption. The aggregate of  interest 
expense on the lease liability and 

amortisation of  the right-of-use asset 
would generally result in a front loading 
of  the expense.

In contrast, the lease payments 
made in a Type B lease would 
represent amounts paid to provide the 
lessor with a return on its investment 
in the underlying asset, ie a charge for 
the use of  the asset. The return or 
charge would be expected to be 
relatively even over the lease term. 
Essentially, the lessee would recognise 
a single lease expense on a straight-
line basis. Right-of-use assets would be 
subject to impairment testing. 

A lessee will recognise the following 
in profit or loss:

*	Type A leases: the unwinding of  the 
discount on the lease liability as 
interest and the amortisation of  the 
right-of-use asset.

*	Type B leases: the lease payments 
will be recognised in profit or loss 
on a straight-line basis over the 
lease term and reflected in profit or 
loss as a single lease cost. The 
single lease cost will be allocated to 
the actual unwinding of  interest on 
the liability and any remaining lease 
cost is allocated to the amortisation 
of  the right-of-use asset.

The lease term is defined as the 
non-cancellable period for which the 
lessee has contracted with the lessor. It 
includes periods covered by options to 
extend or terminate the lease where 
there is an economic incentive/
disincentive. Lessees and lessors could 
make an accounting policy election, by 

       TO GET THE QUESTIONS GO TO 
											www.accaglobal.com/abcpd    
          

Helen Brand
Chief executive
ACCA

Barry Cooper
President
ACCA

Submit your
question
and get an
answer from
the top!

ACCA Engage
September 2013

www.accaglobal.com/abcpd
www.accaglobal.com/engage


CPD
units on the web

class of  asset, to apply a method the 
same as the current operating lease 
accounting to leases with a maximum 
possible lease term, including any 
options to renew, of  12 months or less.

A contract modification will result in 
a reassessment of  lease assets and 

liabilities. The difference between the 
carrying amounts of  assets and 
liabilities under the old lease and the 
new lease is recognised immediately in 
profit or loss.

Right-of-use assets and lease 
liabilities for each type of  lease would 
be presented separately on a gross 
basis; amortisation expense and 
interest expense for Type A leases 
would be presented separately on the 
income statement; and the periodic 
expense for Type B leases would be 
presented as a single line item of  lease 
or rent expense.

The ED sets out that for Type A 
leases, a lessor would initially 
derecognise the asset and recognise:

* A lease receivable for the right to 
receive lease payments.

* A residual asset representing the 
lessor’s right to the underlying asset 
being the sum of  the present value 
of  any unguaranteed residual.

* A profit for the portion of  the 

underlying asset leased if  applicable.

* The unwinding of  interest on the 
lease receivable and residual asset 
in profit or loss over the lease term.

Lease receivables and residual 
assets would be subject to the 
impairment testing. Lessors would 

show lease receivables and residual 
assets separately. The lessor does not 
have to take into account variable lease 
payments in the measurement of  the 
lease receivable. However, this has to 
be taken account in the measurement 
of  the residual asset. A reassessment 
in the expected lease payments, 
excluding the impact of  credit risk,  
will be reflected immediately in profit 
or loss.

Income from Type B leases will be 
recognised in profit or loss on a 
straight-line or other systematic basis 
over the lease term, similar to current 
operating lease accounting for lessors. 
The leased asset will not be 
derecognised or reclassified, but will 
be depreciated using the principles in 
IAS 16, Property, Plant and Equipment.

There seems to be little doubt that 
there will be substantial opposition to 
the new proposal. There were 
dissenting votes on both the IASB and 
US Financial Accounting Standards 

Board (FASB), with complaints made 
that the new proposal went too far. 
There may be a delay in making the 
new rules effective, probably until 
2017, to give companies time to 
comply and, in some cases, to 
renegotiate loan agreements that may 
be violated if  leases are put on the 
balance sheet. 

Users of  equipment leases are some 
of  the most vocal opponents of  the 
new ED’s front-loaded approach. One 
of  the main distinctions between the 
2010 ED and new ED was that the 
prior draft would have required the 
same treatment for all leases, while the 
current version offers the dual 
approach that offers different 
treatments to reflect the underlying 
economics of  the transaction.

The original ED in 2010 proposed a 
single lease model based on the right 
of  use, but this was criticised on the 
basis that the expense recognition 
pattern did not reflect the economics 
of  the different types of  leases. Hence, 
the introduction of  the two-lease 
model. 

As this is one of  the convergence 
projects, the FASB has issued a 
corresponding ED. Comments on the 
proposals close on 13 September 
2013.

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

THE LESSOR DOES NOT HAVE TO TAKE INTO
ACCOUNT VARIABLE LEASE PAYMENTS IN THE
MEASUREMENT OF THE LEASE RECEIVABLE
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A monthly round-up of the latest developments in financial reporting, audit, tax and law

FINANCIAL REPORTING

IFRS FOR SMEs 
The latest update on 
support made available by 
the IFRS foundation on IFRS 
for SMEs can be found at 
www.ifrs.org/IFRS-for-SMEs/
Pages/Update.aspx. It 
includes latest translations 
and educational material for 
you to take and use. 

IMPAIRMENT OF ASSETS
The International Accounting 
Standards Board (IASB) 
has amended IAS 36, 
Impairment of Assets, with 
the amendment applying 
for periods beginning on 
or after 1 January 2014. 
Entities that have applied 
IFRS 13 may adopt the 
changes earlier. The 
amendments concern 
disclosure of  recoverable 
amounts of  impaired assets. 
You can find more at http://
tinyurl.com/q57fob8

Glenn Collins, head of 
technical advisory, ACCA UK

EUROPEAN UNION
 

INCOME TAX FOR ANDORRA
The Pyrenees principality 
of  Andorra will introduce 
income tax for the first 
time, through a bill being 
presented to its parliament 
– its general council – by 
June 30, the country’s 
prime minister Antoni Martí 
Petit has said. Andorra 
has been under pressure 
from the European Union 
(EU) to make the move in 
order to fight tax evasion. 
It introduced corporation 
tax last year and VAT this 
January. For more, go to 

http://www.parlament.ad/
micg/webconsell.nsf

EXPENSES CLAIM MODEL 
The German Christian 
Democrat MEP coordinating 
the European Parliament’s 
position on approving 
the EU’s planned Horizon 
2020 €70bn research 
programme wants its rules 
to allow participants to 
reclaim full costs through 
detailed expenses claims. 
The European Commission 
prefers block grants handed 
out to research consortia, 
but Christian Ehler has 
joined the European 
University Association (EUA) 
in calling ‘for the retaining 
of  a reimbursement model 
based on the recognition 
of  full costs’ for the 
2014–20 programme. More 
information can be found at 
http://tinyurl.com/q3d3no4

DUTCH UNDER PRESSURE 
The European Commission 
has told the Dutch 
government it should 

stop exempting state-
owned businesses from 
corporate taxation. Many 
Dutch government-owned 
corporations benefit 
including the Port of  
Rotterdam, Holland Casino, 
Maastricht Airport and 
the Bank of  Industry LIOF. 
The commission claims 
this could break EU state 
aid rules designed to 
prevent governments giving 
unfair advantages to local 
companies in the EU single 
market: ‘Exempting certain 
companies merely because 
they are publicly owned 
gives them a competitive 
advantage which cannot be 
justified.’ For more, go to 
http://tinyurl.com/q8nbfev

MORTGAGE CREDIT RULES
Legislation creating common 
EU rules for mortgage 
credit has been agreed by 
the EU Council of  Ministers 
and European Parliament 
representatives. The 
directive seeks to establish 
a high level of  protection 

for consumers, creditors 
and credit intermediaries. 
It insists mortgage credit 
markets ‘operate in a 
responsible manner’, aiming 
to prevent ‘irresponsible 
lending and borrowing…’ For 
more go to http://tinyurl.
com/npbjyvz

UK ISSUES FTT CHALLENGE
The European Court of  
Justice (ECJ) is considering 
a legal challenge brought by 
the British government to 
the proposed EU financial 
transactions tax (FTT), 
claiming it could have a 
detrimental effect on EU 
countries outside the 11 
states signing up to the 
levy. Luxembourg has said 
it may back the UK legal 
action, which aims to 
declare the law invalid under 
EU treaties. Read more at 
http://tinyurl.com/nwb7u6j

CONSULTATION SUPERVISION
The European Commission 
has launched a major 
public consultation on the 

Technical update

Andorra is set to introduce income tax for the first time
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comprehensive system of  
EU financial supervision 
erected since the recession. 
It wants feedback on the 
operation of  the European 
Banking Authority (EBA), 
the European Securities and 
Markets Authority (ESMA), 
the European Insurance 
and Occupational Pensions 
Authority (EIOPA) and the 
European Systemic Risk 
Board (ESRB). For more 
go to http://tinyurl.com/
nk6ugdk  

 
Keith Nuthall, journalist

DISCLOSURE DRAFT LAW 
The French government 
will propose amendments 

to the draft European 
Union (EU) directive on 
non-financial business 
reporting tabled by the 
European Commission 
on 16 April 2013, Robin 
Edme, senior adviser for 
responsible finance at 
the French ministry for 
sustainable development, 
ecology and energy, told an 
event organised by ACCA in 
the European Parliament 
on 4 June. ‘We could have 
a verification process,’ he 
said, hinting Paris could 
propose amendments in 
the EU Council of  Ministers 
insisting that non-financial 
company data can be 
audited and auditable.

He said the French 
government considered 
non-financial reporting 
needed to follow compatible 
rules with those for 
financial data, promoting 
data comparability.

Carmen Paun, journalist 
based in Brussels

WORLD TRADE 
ORGANISATION

PROCUREMENT AGREEMENT
The World Trade 
Organisation (WTO) has 
hailed Liechtenstein as 
the first country to ratify 
an amended version of  
the WTO Agreement on 

Government Procurement 
(GPA). The new agreement 
was adopted last March 
and the WTO wants it 
ratified by two-thirds of  
its members by its Bali 
summit this December, 
which would bring it into 
force. The new agreement 
mandates a progressive 
liberalisation of  markets for 
procuring goods, services 
and construction services 
by public authorities 
through non-discrimination, 
transparency and procedural 
fairness. Go to http://www.
wto.org/english/tratop_e/
gproc_e/gp_gpa_e.htm

Keith Nuthall, journalist
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With an ageing global population, 
diverse age ranges are becoming 
more noticeable in all professions and 
across all industries, and this is just 
as true of education as elsewhere. 
While mature students have always 
existed at universities, they are 
becoming more prevalent, and with 
a growing population of mixed ages 
fighting for fewer jobs, everyone, 
whatever their age, should think about 
how they can put themselves ahead of 
the competition. 

Taking an MBA is a sure-fire way to 
add something extra to your CV and 
pick up superior skills and experience. 
But should your age have any impact 
on how easy you might find an MBA 
course, the specific benefits you will 
gain from it and how you are taught by 
your education provider?

Steve Cousins, recruitment and 
admissions manager at Cass Business 
School, says that MBA students 
typically fall into the late 20s to 
late 30s age bracket. But he adds: 
‘For the MBA programmes at Cass 

Business School we have a minimum 
requirement of  three years’ work 
experience for the FT MBA and five 
years’ for the Executive programmes. 
This means we tend to see an age 
range of  24 to 50-plus.’

Contrast this with Kaplan Holborn 
College, whose associate dean, 
John Howell, says the age range is 
predominantly the 20 to 30 age group. 
But both agree that experience gained 
over years in the workplace can make a 
real difference within an MBA scenario. 

Linking theory to real life
‘In general, the amount of  work 
experience can have a significant 
impact on MBA performance,’ says 
Howell. ‘Although there are exceptions 
where extremely academic students 
can work through case studies as if  

they were real life and make sense of  
them quickly, in general, management 
experience is particularly influential on 
the level of  success in terms of  marks 
gained in each subject studied. 

‘Management experience has such a 
significant impact because a student is 
able to link the theories and concepts 
they are learning in the classroom and, 
through reading, to real-life situations 
they have had active participation in 
or heard about first hand through their 
experience as managers. 

‘Non-management work experience 
is very useful too but generally has 
slightly less impact on the level of  
marks. They are more likely to pass 
modules first time than students with 
no experience at all but their marks 
are round about the same when they 
do pass. 

MBAs: does age matter?
Yes, it does – not because once you’re past your 30s you’re past it as far as a master’s is 
concerned, but because motivations, approaches and benefits may all be different

‘IN GENERAL, MANAGEMENT EXPERIENCE IS 
PARTICULARLY INFLUENTIAL IN TERMS OF MARKS 
GAINED IN EACH SUBJECT STUDIED’
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‘Although students can use their 
work experience to make a linkage with 
the concepts and theories considered, 
they can still find it hard to make 
higher-level decisions and provide 
arguments as they have not been in 
roles at work where they have had to 
do this before.’  

Cousins adds: ‘Our MBAs often 
comment about how much they 
learn from their fellow students, the 
knowledge, experience and insights 
that they bring with them from their 
career so far. One of  our lecturers 
recently commented that MBA 
education is much more about adding 
value to students by drawing out 
and making sense of  their existing 
experiences. This perfectly highlights 
the importance and benefit of  work 
experience prior to starting an MBA.’

Much as everyone is treated equally, 
age affects a student’s approach to a 
course. Howell says: ‘Young students 
tend to come onto the programme 
with greater confidence in their ability 
to learn as they have spent less time 
away from study, but have not had the 
amount or range of  work experience 
that can help to reach the higher 
levels of  application of  concepts and 
theories to the case studies presented. 
External influences can often create 
disadvantages for younger students 
who become more engaged with the 
social side of  college/university life at 
the expense of  their study time.’

Older students, he says, are often 
the opposite: ‘They lack confidence in 
their ability to learn the theories and 
concepts required although they are 
confident in their abilities to make 
decisions and present arguments due 
to their more extensive experience in 
the workplace. Heavier commitments 
of  mortgages and families can prevent 
mature students from being able to 
attend or find the time to study outside 
of  class.’

Cousins also highlights motivational 
differences between younger and older 
students when deciding whether to 
embark on an MBA. He says: ‘From a 
younger student’s point of  view it is 
worth considering if  there is natural 
progression and acceleration in their 

career, and therefore holding off  on an 
MBA until they reach a plateau. 

‘For a more mature student the 
experience from the drawing out we 
mentioned earlier is increased, but even 
with an MBA a big career change may 
be more difficult and the time for return 
on investment shorter. This of  course 
depends on how you choose to measure 
your return; many students embark on 
an MBA for personal development and 
the experience, not purely for a certain 
financial return post-MBA.’

Sharing experiences
As well as gaining experience from the 
course, MBA students can share their 
own experiences. This, says Howell, 
‘adds new dimensions to the range 
of  situations and scenarios that the 
academic concepts and theories being 
taught can be applied to. For example, 
mature students will contribute to class 
discussions with stories of  decisions 
they have made and the results of  their 
decisions where younger students are 
more likely only to be able to look at a 
given case study and discuss what they 
would do, and debate what the possible 
consequences could be, not having 
first-hand experience themselves.’

Mature students in particular, adds 
Cousins, can bring a wealth of  insight. 
‘The successes, mistakes and context 
they were made in adds a richness to 
the learning and richness of  the MBA,’ 
he says.

Finally, irrespective of  age, what 
benefit can finance professionals gain 
from an MBA? Howell says: ‘Often FDs 
on MBAs will be fascinated with how 
other subject areas overlap with their 
finance function knowledge and they 
begin to develop a more global view 
of  their firm’s operations and how 
seemingly disparate parts interlink. 
With an emphasis on strategic 
decision-making, MBAs are the perfect 
way for FDs to deliberate and form 
arguments about a range of  core areas 
of  the business as a means to develop 
their management knowledge and 
ultimately gain recognition for this by 
completing the programme.’ 

Beth Holmes, journalist

A leading think-tank has likened 
postgraduate education in the UK 
to ‘an exclusive golf club where 
only the wealthy need apply’.

The think-tank, Centre Forum, 
has published a report (at http://
bit.ly/19FsZ11)  citing high fees 
and limited funding as responsible 
for increasingly squeezing talented 
graduates out of  postgraduate study.

The current postgraduate 
funding scheme is ‘breathtakingly 
inadequate’ and needs overhaul, say 
the report authors.

The study uses figures from the 
Higher Education Statistics Agency 
which suggest that the number of  
UK graduates enrolling on taught 
master’s degrees is falling in 
England, particularly among part-
time students.

Harvard Business School expects 
to enrol a record number of women 
on its upcoming MBA course, 
according to preliminary data 
released in June. 

The institution reports that 
women will make up 41% of  this 
year’s incoming class, up from 40% 
last year.

The statistics show that Harvard 
has been a little more selective 
this school year, admitting 
proportionally fewer applicants 
than last year. Applications to the 
school rose 3.9% to 9,315, up from 
8,963 last year. The school expects 
to enrol 941 students this autumn, 
compared with 913 last year.

  *TALENT DENIED

  *HARVARD HIGH
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A good MBA stimulates healthy 
career progression
‘The global MBA allows you to use your time effectively because online learning 
means no restrictions on what time of the day you access the material or the 
discussions. This programme increased my business knowledge and skills, but 
the biggest gain for me was a deeper understanding of my working styles – my 
preferences, strengths and weaknesses. The self-awareness I gained was the 
most useful aspect in driving my career forward.’

Gail Clarke
finance controller – global supply chain,  
Smiths Medical International Ltd
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*Bursaries available on selected full-time and part-time courses.

Call us today 
 020 3435 4628 

www.LSBF.org.uk/AB

THE BEST BUSINESS SCHOOLS  
PRACTISE WHAT THEY TEACH

Over 60 courses on campus and more than
140 courses 100% online, including:
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Convenience and affordability are two 
of the reasons why ACCA members 
choose e-learning as their preferred 
method for keeping their skills 
refreshed and relevant. 

ACCA’s CPD hub, My Development, 
brings a range of  CPD learning 
opportunities together in one place 
including articles from Accounting and 
Business, CPD articles with multiple-
choice questions, e-learning courses, 
face-to-face events, podcasts, 
webinars and qualifications. It gives you 
a wealth of  choice in one useful 
location, as well as cost-effective 
package rates and discounts in 
conjunction with our partners.

Two members – who work in very 
different sectors – explain why 
e-learning works for them. Kanchan 
Kapoor ACCA is deputy executive 
director and CFO of  an international 
charity working with street children and 
young people in South-East Asia, 
Friends-International. This makes 
affordable learning a priority for Kapoor 
when she is sourcing CPD. Ed Garner 
FCCA, operations accountant at Tronox 
Australia Sands, finds that for him, 
convenience is key.

Q What are the benefits of e-learning?
KK ‘Living in Thailand, there are limited 
options for relevant courses which deal 
with issues facing the not-for-profit 
sector, so I am always looking for 
affordable e-learning options that I can 
fit around my busy schedule. I have 
limited time for my own professional 
development, and I am often also 
tasked with building capacity among 
local staff, so e-learning is the perfect 
solution. It provides an abundance of  
choice – you can study what you want, 
when you want, and in the comfort of  
your own home. This was certainly a 
key benefit for me as I needed a course 
I could fit around my work.’

EG ‘The main attraction was the 
convenience of  being able to do a 
course at a time which suited me. 
During the working day, finding the 
time to attend more conventional CPD 
courses can be quite a challenge. 
Furthermore, as a contractor, I have to 
bear the cost of  CPD myself, which only 
adds to the attraction of  e-learning.’

Q What courses have you taken?
KK ‘I completed a course in forensic 
accounting from accountingcpd.net; as 
I work in a cash economy I frequently 
face fraud and corruption, and my 
internal investigative skills are all 
self-taught. Although the course didn’t 
prove as relevant as I’d hoped, I’d still 
recommend it to others.’

EG ‘I opted for the webinar from 
Kaplan Hawksmere entitled ‘IFRS: 
what you really need to know’. I would 
recommend both the provider and this 
course to other ACCA members, as it 
contained some useful points about a 
topic which is growing in popularity, 
but at the same time becoming more 
complex with the introduction of  new 
standards and the revision of  existing 

ones. As my role is directly involved 
with financial reporting, the course 
was highly relevant to me. However, I 
think it would be useful background 
information for any accounting role.’

Q What should ACCA members 
consider when choosing e-learning for 
the first time?
KK ‘Do some research into the most 
relevant courses on offer, read some 
reviews, and plan ahead – find out 
what’s available during the year but 
also whether new courses are coming 
online soon. You could set an annual 
e-learning budget, and may even be 
able to get discounts if  you buy courses 
in bulk for colleagues. If  you receive a 
training allowance from your employer 
this could be a good way to spend it as 
e-learning is a great option if  you have 
problems finding local courses, or you 
need to study while working.’

A final word
EG ‘Give it a go – you never know if  it’s 
right for you unless you try!’ 

So what are you waiting for? – visit 
www.accaglobal.com/CPD today

One useful location
E-learning through ACCA’s CPD hub, My Development, makes updating your skills 
convenient and affordable. Two ACCA members explain why it works for them

 LOOKING FOR A NEW JOB?
www.accacareers.com/international

Kanchan Kapoor Ed Garner
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Council is considering proposing a 
number of amendments to bye-laws 
7, 8, 10 and 11 at the Annual General 
Meeting on 19 September. This article 
explains why the changes are thought 
to be necessary. 

It is important that ACCA keeps its 
disciplinary bye-laws under regular 
review to ensure that they remain fit for 
purpose against a background of  
developments in regulatory case law 
and best practice. In this context, 
the ACCA Regulatory Board has led 
a wide-ranging review and has 
produced, in conjunction with leading 
counsel in the field of  regulatory 
and disciplinary law, a number of  
proposed amendments.

Jurisdiction
Proposed changes to bye-law 7 seek 
to remove any ambiguity as to the 
law applicable to ACCA’s relationship 
with its members (see note at end of  
article). They confirm that English law 
would apply irrespective of  where the 
member resides or where the issue 
arose and that disciplinary hearings 
shall ordinarily be convened in London 
with discretion to hold them elsewhere 
(currently, ACCA also holds its hearings 
in Dublin). The proposed changes also 
confirm that a member upon whom a 
disciplinary penalty has been imposed 
remains liable to pay the penalty after 
removal from the register. 

Judgment debts
Bye-law 8(a)(viii) concerns failure to 
satisfy a judgment debt within two 
months without reasonable excuse. 
Somewhat perversely, it precludes an 
insufficiency of  funds from constituting 
a ‘reasonable excuse’. ACCA does not 
operate such a rigid rule in practice, 
but examines whether members have 
responded professionally to situations 
(for example, genuine attempts to 
agree instalment payments). A change 

is proposed so that allegations brought 
under the bye-law may be successfully 
defended if  members can prove the 
existence of  a reasonable excuse. 

Court findings
Amendments are being proposed 
which bring greater coherence to 
bye-law 8 and would bring ACCA more 
fully into line with the practice of  other 
regulators. 

Liability to disciplinary action would 
follow where a member has 
been convicted or cautioned for an 
offence discreditable to ACCA or the 
profession, or has been found in civil 
proceedings to have acted dishonestly. 
This is similar to the current position. 
However, an important distinction 
would be drawn between a member 
who was a party to the proceedings 

– and had an opportunity to challenge 
any adverse findings – and a member 
who was, for example, a witness. In the 
latter case, the member would 
be entitled to submit evidence to 
contradict an adverse court finding.

The proposed provisions also remove 
an unnecessary layer of  complexity 
regarding the status of  proceedings 
outside the UK. In relation to criminal 
offences, the discreditability test would 
apply irrespective of  where in the world 
the offence was committed. In relation 
to civil judgments, the test would be 
whether the court – wherever located 
– is of  competent jurisdiction. 

 
Obligation to report
Clarifications are proposed to bye-law 
10(b). The main driver for these is 
to emphasise that the obligation to 
notify ACCA that a person may have 
become liable to disciplinary action 
includes a duty to ‘self-report’ and 
applies not just to members but to 
all individuals who have undertaken 
to be bound by the bye-laws. 

Liability to disciplinary action
Currently, members are liable to 
disciplinary action up to five years 
after membership ceased, for any 
matters which occurred during 
membership. An extension beyond 
five years is proposed in bye-law 11 
in exceptional circumstances where it 
is in the public interest, for example 
serious allegations which could 
cause reputational damage to ACCA 
or the accountancy profession. The 
change would bring ACCA in line with 
regulators in other professions.

Note: References to members include 
students and firms

Peter Large is executive director – 
governance, and Nicole Ziman is 
director – professional conduct

Proposed bye-law amendments
ACCA’s Peter Large and Nicole Ziman explain why changes are thought to be necessary
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Safeguarding benevolence
[The trustees of the Chartered Certified Accountants’ Benevolent Fund, which exists to help members and 

former members in need and their dependants, are mooting incorporation to boost the Fund’s credibility

INCORPORATION WILL REDUCE SOME OF THE 
ADMINISTRATIVE BURDENS ON THE CHARITY AND 
PROVIDE A FIT-FOR-PURPOSE LEGAL STRUCTURE

The Chartered Certified Accountants’ 
Benevolent Fund (the Fund) is a 
registered charity whose principal 
object is to raise and maintain 
funds for the purpose of assisting 
persons in need who are, or have 
been, members of ACCA or the 
Association of Authorised Public 
Accountants (AAPA), and their families 
and dependants, wherever they are 
in the world. The trustees are also 
empowered to assist other charitable 
institutions as they see fit. 

The principal policy adopted by the 
trustees to further the Fund’s objects 
has been, and continues to be, to make 
timely grants and/or loans to members 
and their families throughout the world, 
who face hardship or need at any time.

Unfortunately surprisingly few 
members and even fewer of  their 
families appear to be aware of  us, 
although we receive a number of  
donations from members all over the 
world and we are very grateful for these. 

However, we want to help more 
members and their families, and the 
main way of  doing this is to spread 
word of  the Fund throughout the ACCA 
community. This can take place at the 
workplace, members’ networks, CPD 
events, etc.

At the moment, the Fund is in the 
process of  planning some changes 
which we, the trustees, believe will help 
to promote the Fund and bring more 
protection to it. The trustees take their 
roles very seriously and want to do 
what’s best for the Fund. 

Our main reason for this article is 
to notify the global membership of  

some constitutional changes which 
we want to make to the structure of  
the Fund. You, as members, continue 
to be the focus of  the Fund and we are 
consulting with you, as is your right, 
so that we keep you informed about 
what we propose and allow you to ask 
any questions. 

The Fund is currently set up as an 
unincorporated charitable organisation. 
In common with a number of  similar 
unincorporated charities in the UK, we 
wish to incorporate. This will involve 
setting up a new charitable company 
and then transferring all the assets 
to it. Incorporation will reduce some 
of  the administrative burdens on the 
charity and provide a fit-for-purpose 
legal structure for the Fund.

The trustees have reviewed the 
available organisational structures 
for charities in the UK, and have 
decided that the new charity should 
be established as a charitable 
company limited by guarantee. This 
is a very common legal structure for 
charities in the UK. 

Incorporation
Therefore at the next annual general 
meeting (AGM) we will be putting 
a proposal to the membership to 
incorporate a new charitable company 
and to transfer all the Fund’s activities, 
including all assets and liabilities, to 
the new company. 

With help from our English and 
Scottish legal advisers we have 
established a new governing document, 
which is our Memorandum and Articles 
of  Association (M&A). 

The main advantages of  
incorporation are twofold:

1 Limited liability
The trustees or committee members 
of  an unincorporated body (at least 
those who contract with a third 
party, and possibly the others) have 
joint and several liability without 
limit for the debts of  that body, 
despite the fact that all of  the Fund’s 
trustees are volunteers and are not 
remunerated for their work. A limited 
liability structure protects the trustees 
from anything untoward which might 
happen to the charity through no 
fault of  their own. 

2 Legal personality 
As a company, the charity can continue 
indefinitely and has a legal life of  
its own, entirely separate from the 
personal and business life of  its 
members and directors. This means 
that it can contract in its own name, 
and commence or defend legal 
proceedings in its own name rather 
than in the name of  individual trustees 
acting in a personal capacity. 

A company also tends to have 
greater credibility with those with 
whom it does business. At the very 
least, a company is an entity with 
which people are accustomed to doing 
business. For example, a quirk of  the 
legislation means that the Fund’s 
investments are currently held in the 
names of  individual trustees on behalf  
of  the Fund. The proposed change in 
legal status will allow the charitable 
company to own those investments in 
the name of  the charity without the 
risks and complications of  the trustees 
having ownership of  them.

Consequences for members
There will be no change in how you 
can access the Fund or apply for any 
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assistance. The new entity will have 
the same charitable objects and will 
continue with its existing activities. 

However, there is one fundamental 
change which we wish to bring to your 
attention. Currently, all ACCA and 
AAPA members, wherever they are in 
the world, are automatically members 
of  the Fund. We propose that, like 
many other UK charities, the new 
company’s only members would, in 
future, be its elected trustees. This 
will allow for a much more efficient 
and leaner governing body, ensuring 
more funds are available to assist 
needy beneficiaries throughout the 
world, whether they be in Africa, the 
Americas, Asia, Australia and Oceania, 
Europe or the UK.

The ‘new’ Benevolent Fund, as 
a charitable company limited by 
guarantee, is not required to hold a 
formal AGM. However, the trustees at 
their discretion may hold an informal 
meeting after the ACCA AGM, which 
would allow ACCA and AAPA members 
greater freedom to ask questions 
about the Fund’s policies and activities 
(questions that can be asked and 
suggestions that can be made at 
formal general meetings are very 
restricted) following a presentation on 
the Fund’s activities. 

ACCA and AAPA members would be 
invited to any such meeting by email 
and/or through the website.

How will this change happen?
We, the trustees, are in the process 
of  contacting the relevant regulatory 
bodies in the UK to advise them of  
our proposals and the intention is 
to put this to members as a special 
resolution for approval at the AGM  
in September. 

However, one of  the most important 
things is that we are consulting with 
you, our ACCA membership, through 

this article. In addition, we hope that 
we have made you aware of  the Fund 
and the work we do, and that you 
can advise your fellow members and 
families of  our existence. 

If  you require any further 
information about the Chartered 
Certified Accountants’ Benevolent Fund 
or the proposal to incorporate, then 

please contact the secretary, Hugh 
McCash, at ACCA, 2 Central Quay, 
Glasgow, G3 8BW or via email at  
hugh.mccash@accaglobal.com

With best wishes,
The trustees of the Chartered 
Certified Accountants’  
Benevolent Fund
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INDONESIA OFFICE
ACCA has opened a representative office in Jakarta, 
Indonesia. ACCA president Barry Cooper attended 
a series of engagements, including a gala dinner, 
to mark the official launch. The office is headed up 
by Mulyadi Setiakusuma, who has had an extensive 
career in senior leadership positions in the banking 
and finance industry.

Accounting  
and Business is 
now available in an 
iPad version

All editions of Accounting 
and Business are now 
available for free download 
on your iPad. The iPad 
versions of the magazine 
include links to websites, 
reports and videos 
mentioned in Accounting 
and Business articles, and 
are also searchable.

Chris Quick, editor of  
Accounting and Business, 
said: ‘Our most recent 
magazine survey showed 
that around 30% of  our 
readers already use tablets, 
with more than 20% 
saying they are thinking of  
getting one. So we are very 
pleased to be able to offer 
this service.’

Readers can download 
the magazines by visiting 
the iTunes App Store, or 
going to the magazine 
pages on ACCA’s website at 
www.accaglobal.com/ab

Here readers can also find 
electronic versions of  
Accounting and Business that 
can be viewed on other tablet devices or a computer 
as well as an iPad. There is also an archive of  
previous editions, along with details of  how non-
members can subscribe to the magazine. 

The magazine’s CPD technical articles with 
associated multiple-choice questions can also be 
found at www.accaglobal.com/ab

64 Benevolent Fund 
What the Fund is and 
how incorporation could 
boost its credibility 

63 Regulatory 
Disciplinary changes 
under review

62 CPD Two members 
explain why the My 
Development e-learning 
hub works for them

Inside 
ACCA

AB on your iPad
CFO ONLINE HUB UNVEILED
ACCA, in partnership with 
IMA (Institute of Management 
Accountants), has launched a website 
focusing on CFOs and their needs. 
The move comes in response to the 
growing requirement among finance 
leaders for advice and support to help 
navigate the complex landscapes in 
which they are operating. 

The website, www.roleofcfo.com, is 
designed to support both existing and 
aspiring CFOs. 

For existing CFOs it delivers 
relevant research about their 
changing role and how to adapt to 
new challenges. It aims to help them 
acquire the skills and capabilities they 
need to develop individually and 
across their finance functions so they 
are recognised in the organisation as 
leading the growth agenda and 
delivering excellence through 
performance accounting. 

For aspiring CFOs the site provides 
a comprehensive roadmap that 
identifies the career and development 
opportunities that aspiring finance 
leaders can take to reach the top. 

HAVE YOUR SAY
The countdown is under way for this 
year’s ACCA Engage web broadcast, 
which features ACCA’s chief executive 
Helen Brand and president Barry 
Cooper answering a series of 
questions put forward by members.

ACCA Engage offers a unique 
opportunity to help shape the future 
of  the organisation. We will broadcast 
the Q&A session at 12pm UK time 
(11am GMT) on 12 September. 

Visit www.accaglobal.com/engage 
to view the webcast or submit your 
questions in advance.
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O�  cial Fuel economy fi gures for the XF Saloon in MPG (l/100km): Urban 16.7-46.3 (16.9-6.1). Extra Urban 32.8-62.8 (8.6-4.5). Combined 24.4-
55.4 (11.6-5.1). CO2 Emissions 270-135g/km. Model shown is the Jaguar XF 2.2D 163PS Luxury priced at £32,945 with optional 20" alloy wheels. 
The fi gures provided are as a result of o�  cial manufacturer’s tests in accordance with EU legislation. A vehicle’s actual fuel consumption may di� er from that achieved in such tests and these fi gures are 
for comparative purposes only. *Business users only. Based on a 36 month Jaguar Contract Hire agreement on an XF 2.2 Diesel Luxury 163PS, standard specifi cation, metallic paint, a mileage of 10,000 
miles per annum (30,000 miles in total), non-maintained. Initial payment in advance of 6 months rentals + VAT followed by 35 monthly rentals at rental shown + VAT. May be subject to further charges 
depending on the condition/mileage when vehicle returned. Finance subject to status. Guarantees/indemnities may be required. This promotion cannot be used together with other manufacturer’s 
promotions and is subject to availability at participating dealers only for new vehicles ordered by 30th June 2013, or while stocks last. Certain categories of business user may be excluded. Jaguar 
Contract Hire is provided by Lex AutoLease, trading as Jaguar Contract Hire, Heathside Park, Heathside Park Road, Stockport SK3 0RB. Written quotations are available on request. All details are correct 
at time of publication and are subject to change without notice.

NOT ALL COMPANY CARS 
ARE CREATED EQUAL.
Making astute business decisions is what stands you out from the crowd. That now includes 

driving the Jaguar XF 2.2D Luxury. Experience its contemporary leather interior, HDD satellite 

navigation, DAB radio and 8-speed automatic gearbox, as standard. You can also expect improved 

CO2 emissions of 135g/km and up to 55.4mpg (combined). The Jaguar XF 2.2D Luxury is available 

from £379 per month*. Contact us today to talk to a Business Sales Specialist.

WWW.JAGUAR.CO.UK/BUSINESS
0845 366 1574
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