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Editor’s choice
As Canada’s parliamentary budget officer Kevin Page draws to the end of his five-year
tenure, he hopes his replacement has the tenacious accounting skills necessary to do
a job that is unlikely to win any popularity contests. See page 16

TAXING TIMES

It’s hard to ignore the current furore engulfing the tax world. At the
gathering of world leaders at Davos in January, UK prime minister
David Cameron laid into companies who are perceived as not paying
their fair share of taxes. And it’s a problem for all countries, not just
for Britain, he said. He plans to use the UK’s chairmanship of the G8
this year to focus on ‘trade, tax and transparency’.
In something of a fightback from Ernst & Young’s Mark Otty, the
firm’s managing partner for Europe, Middle East and Africa told British
newspaper the Daily Telegraph that the moralising over tax needs to
end. ‘The only way to resolve this issue is through a legal code – stop
banging on about morality and change the law.’
It’s not only the issue of corporate tax that has been in the
headlines recently. The high-profile departure of French movie star
Gérard Depardieu (pictured on the front cover) to Russia, where he
has become a citizen, has been splashed all over the newspapers. He
has left France, where president François Hollande is planning to raise
income tax to 75% for the wealthy, for Russia’s flat rate of tax at 13%.
The rise in taxes for wealthy US citizens following the fiscal cliff
deal has also seen an increasing number of America’s high net worth
individuals considering not just ‘interstate’ tax migration, but tearing
up their US passports. ‘While tax hike proponents try to dismiss
any notion of a tax migration phenomenon, history proves just the
opposite,’ said the CEO of a large financial consultancy group in a
recent press release on the rising number of his firm’s wealthy US
clients considering heading for the airport.
This global trend has upped the morality debate. One American
academic believes that people who make enormous fortunes in their
country owe it a huge debt, only part of which is repaid by taxes.
Similarly, president Hollande has tried to present high taxes as a
patriotic duty. The debate is likely to continue for some time.
Lesley Bolton, lesley.bolton@accaglobal.com
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News in pictures

01

Celtic defender
Efe Ambrose said
winning the Africa Cup of
Nations with Nigeria was
one of the best moments
of his life. Nigeria scored
1-0 against Burkina Faso

02

The flotation
of the Moscow
Exchange was expected
to raise US$500m for
the company and selling
shareholders. The
exchange will be valued
at up to US$4.6bn

03

BlackBerry
shares jumped
15% following the
launch of the company’s
new Z10 touchscreen
handset, unveiled by CEO
Thorsten Heins
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04

Oil companies
in North Dakota
are burning off enough
gas to power all the
homes in Chicago and
Washington combined,
a picture from space
revealed. The volume
of gas being flared off
in the US state, which
is leading the country’s
shale oil boom, rose
50% last year

05

South Korean
rapper Psy, whose
Gangnam Style video was
the first to break one
billion views on YouTube,
has now earned US$8m
in ad revenue

06

Canada was the
latest country
to withdraw its lowestdenomination coin from
circulation. For more
on the end of cash, see
February’s Accounting
and Business

07

Preparations for
the Dubai World
Cup, dubbed the world’s
richest horse race, were
underway. The race is
held at the state-of-theart Meydan Racecourse,
which has a 1,750m
all-weather track and a
2,400m turf track
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News in graphics

RANK 1 VIENNA

RANK 2 ZURICH

RANK 3 AUCKLAND

RANK 4 MUNICH

RANK 5 VANCOUVER

EXPAT NIRVANA

As in previous years, European cities dominate the rankings in Mercer’s latest ‘quality of living’ league table, taking 15 of
the top 25 spots. Vienna comes first, followed by Zurich. Unrest in many parts of the world has affected other countries.

NEW ECONOMIC ORDER ON THE CARDS AS E7 CHALLENGES G7
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2011 RANKING

EUROPE 25%

Net
percentage
of US
companies
feeling
negative
about their
economy in
Q4 2012,
according
to Grant
Thornton’s
confidence
barometer.

Brazil 7

4%

Russia 6

Germany 5

Japan 4

India 3

China 2

PwC’s World in 2050 – The BRICs and beyond: prospects, challenges and opportunities predicts the
world economy will grow at an average rate of just over 3% a year from 2011 to 2050, doubling in size
by 2032 and nearly doubling again by 2050. Figures for average growth in GDP in purchasing power
parity show Nigeria leading the way over the period, followed by Vietnam and India.

US 1

us$4bn
Remittance
costs paid
in 2012
by African
migrant
workers –
at 12% of
remittance
value, more
than for
any other
migrant
group,
according
to the
World
Bank.

ASIA/OCEANIA 51%

TWO SIDES OF THE CONNECTIVITY COIN

According to The State of the Internet Report by enterprise cloud platform
provider Akamai, Asia enjoys the fastest internet connection speeds –
with increases in Q3 of 2012 ranging from 0.9% in Hong Kong to 54% in
Indonesia. On the flip side, Asia is also the biggest source of cyber-attacks.

22.8 Australia
18.2 T & Tobago
17.8 New Zealand
8.3 Vietnam

24.52%
24.43%

25.50%
25.25%

22.80%
22.60%

29.02%
28.30%
20.88%
20.50%

23.10%
22.89%

28.60%
28.60%

POSITIVE
ATTITUDES

34.00%
33.00%

28.55%
29.02%
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People in Trinidad
and Tobago are among
the most positive
in the world, and
Singaporeans some
of the least positive,
according to a recent
poll by Gallup.
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TAKING A DIP – GLOBAL CORPORATE TAX RATE

The global corporate tax rate average declined very slightly by 0.09% to 24.43% over the year,
according to the annual Corporate and Indirect Tax Rate Survey from KPMG International.
Many country budget proposals include corporate tax rate reductions in 2013, including the UK.

80% IRELAND

CEO CONCERNS

Only 36% of global CEOs
are ‘very confident’ of
their company’s growth
prospects in the next
12 months, according
to PwC’s 16th Annual
Global CEO Survey, which
polled 1,330 CEOs in 68
countries. That’s down
from 40% who were ‘very
confident’ of short-term
growth last year and 48%
in 2011, but still above
the lows of 31% and
21% in 2010 and 2009.
Volatile conditions top the
list of business threats,
but concerns vary by
where CEOs are located.
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News round-up

IR ‘DRIVES INVESTMENT’

Integrated reporting could play a
major role in accelerating longterm investment in infrastructure,
International Integrated Reporting
Council chief executive Paul Druckman
told APEC business leaders at a
conference in Manila. ‘APEC economies
are among the most vibrant and
dynamic in the world and the potential
for continued economic expansion in
the coming decades, particularly in the
Asia-Pacific region, is considerable,’
said Druckman. ‘Yet APEC economies
are not without their challenges,
particularly the growing need to attract
long-term investment in strategically
important sectors including
infrastructure and energy.’

BUSINESS CONFIDENCE FALLS

There was a marginal fall in
business confidence among finance
professionals in the last quarter of
2012. The Global Economic Conditions
Survey of 1,994 finance professionals
was conducted for ACCA and the
Institute of Management Accountants
and is the world’s largest economic
survey of accountants. Some 43% of

CAYMANS TO IMPROVE REPORTING

The Cayman Islands intends to
introduce new levels of transparency
in financial reporting for companies
registered there, according to the
Financial Times. The islands are
currently listed as the second least
transparent jurisdiction in the world
by the Tax Justice Network. The
Cayman Islands Monetary Authority
(CIMA) is reported to have written
to companies seeking their views on
the proposals which will reportedly
include public disclosure of the names
of companies and directors, with all
directors required to pass a threshold
of competence. The Cayman Islands
has been under pressure to improve
its companies’ corporate governance.
The OECD and non-governmental
organisations have expressed concern,
as have pensions funds unhappy at the
opacity of some hedge funds. CIMA did
not respond to a request to comment.

respondents reported reduced levels
of business confidence, compared
with 41% in the third quarter. Only
19% reported increased business
confidence. There were slight
improvements in business confidence
in Western Europe, Africa and Asia, but
a loss of confidence in the Middle East.

EY CLEARED OVER LEHMAN AUDIT

No action is to be taken over Ernst &
Young’s audit of Lehman Brothers in
Europe, the UK Financial Reporting
Council (FRC) has decided. The audit
had been referred to the FRC after
the administrator reported that client
money had not been segregated and
safeguarded as required. The FRC said:
‘The Executive Counsel has decided
that there is no realistic prospect that a
tribunal would make an adverse finding
against EY in the UK or members
within that firm. The investigation will
therefore be closed and no further
action taken.’

CUT DISCLOSURE OVERLOAD

There is overwhelming support for
reducing the size of company reports,
according to responses to a survey by

the International Accounting Standards
Board. More than 80% of respondents
said that improvements could be made
to the way that financial information
is disclosed. Most preparers said that
the primary problem is that disclosure
requirements are too extensive. But
many users said that preparers could
do more to improve the communication
of the most relevant information within
financial statements.

US DEBT-CEILING LIMIT EXTENDED
A temporary extension of the US
debt ceiling has been agreed by
Congress. The extension means that
another vote will be required before
19 May. Credit ratings agency Fitch
responded that this lifted the risk in
the near term of the country losing
its triple-A status. Deals between
the president and Congress have
now overcome both the ‘fiscal cliff’
and debt-ceiling crises, which were
posing a threat to global economic
recovery. President Barack Obama
blamed recent disappointing economic
figures in the US on the political
deadlock that at the end of last year
blocked a solution on government debt
and spending.

HOPE FOR MF GLOBAL CREDITORS
Creditors of the collapsed brokerage
MF Global may recover all their funds
under plans submitted to a New
York bankruptcy court. Trustee Louis
Freeh put forward the plans, which
would provide at least 93% recovery
of funds for unsecured creditors and
full recovery for secured creditors.
The key to the improved outlook for
creditors was a full payout by European
sovereign bonds, in which MF Global
had invested US$6.3bn. Fears that
the brokerage would make a large
loss on the bonds had led to credit
ratings downgrades which triggered the
collapse of the business.

TOBIN TAX ‘TO GENERATE €30BN’
The Financial Transactions Tax is
expected to generate between €30bn
and €35bn annually, European
Commission officials have calculated.
Only 11 of the eurozone nations
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Analysis
XBRL MARKS THE SPOT

As XBRL – eXtensible Business Reporting Language – gains ground across the
globe, its promise of streamlining the collection and reporting of company data
sounds enticing. But can it really deliver all that it promises?

P26

are likely to implement the tax on
transactions within the eurozone,
although there are suggestions
that attempts will be made to also
impose the tax on euro-denominated
trades outside the eurozone. Six
eurozone nations and 10 non-euro
member states will not adopt the
tax. It is unofficially known as the
Tobin Tax after economist James
Tobin, who proposed a transaction
tax to create disincentives against
monetary speculation and to finance
global development.

are taking on the role with a larger
number of companies; 65 nonexecutives sit on more than three
boards, says PwC. Individuals are
now exposing themselves to greater
risk of personal liability arising from
the higher burden of responsibility
as a non-executive, spread across
a larger number of companies. The
PwC Annual Review of Non-Executive

CHINESE INVESTMENT TO RISE

New legislation and regulations are
placing an increasing burden on
non-executive directors of South
African companies, a report by PwC
has warned. Despite the growing
challenge, many non-executives

The Praxity network of independent
accountancy firms has reported a
3% increase in member revenues for
last year. Member firm fees rose from

Brazil, Russia, India and China (BRIC)
could lose out to ‘new’ emerging
markets such as Turkey and Mexico,
according to Ernst &Young’s latest
annual globalisation report. A second
tier of non-BRIC rapid-growth nations
are emerging as hotspots for trade
and investment, says the report.
Turkey, Mexico and Indonesia are
already achieving rates of gross
domestic product growth close to
those of China and India, while Peru,
Colombia, Venezuela, Malaysia,
Vietnam and parts of Africa could
become particularly attractive and
dynamic investment destinations.
However, investors are advised to
diversify their commitments to include
mature markets, with North America
and Western Europe remaining of
critical importance.

A review by the Federal Service of
Financial and Budgetary Oversight
of the work of Russian audit firms
has revealed significant failings.
Checks on audits by 117 firms
found that only 10 made absolutely
no mistakes. In addition, seven
audit firms were reported to have
deliberately evaded proper inspection
and have been referred for detailed
investigation. Firms that committed
serious violations were penalised with
fines. Russia’s Ministry of Finance did
not respond to a request for comment.

SA NON-EXECS FEEL THE HEAT

PRAXITY REPORTS 3% GROWTH

BRICs ‘FACE COMPETITION’

RUSSIAN AUDITS CRITICISED

Chinese investment in Europe is set
to increase this year, according to
a study conducted by the European
Union Chamber of Commerce in China.
Some 97% of Chinese companies
that already operate within the EU
say that they will make additional
investments this year. The majority
of these – 85% – have a European
presence in order to sell into the EU
market. Chinese companies report
operational difficulties in the EU, in
particular from bureaucracy and high
costs. They complained of problems in
obtaining visas and work permits for
Chinese employees.

high degree of fragmentation, says
the analysis, which is contained
in Deloitte’s latest editions of its
Measuring Value newsletter.

Directors’ Practices and Fees Trends
Report examined the boards of 373
companies listed on the Johannesburg
Securities Exchange.

ASIAN MARKET ‘NEEDS REFORM’

Reform of the capital markets in Asia
is required to improve capital flows,
according to a report from Deloitte.
Listing rules need to be liberalised,
while exchanges should seek more
diversification in the range of stocks
listed on them. ‘Our general view is
that markets gain stability through
diversity – both diversity in listed
companies and diversity in supporting
services,’ said Dr Ken DeWoskin,
director of Deloitte’s China Research
and Insight Centre. Asia’s largest
exchanges are characterised by a

US$3.69bn in 2011 to US$3.72bn
in 2012. There was a 480% rise in
revenues from outsourcing, advisory
and book-keeping services, a 31% rise
in litigation support revenues, a 15%
increase from corporate finance and
8% from management consulting.
There was a 6% fall in revenues from
recovery and insolvency. The biggest
regional revenue growth was in Latin
America, at 11%. While the number of
firms in the Praxity network dropped
from 69 to 62 following mergers and
acquisitions, representation improved,
with 2,768 partners in 95 countries –
up from just over 2,500 in 84 countries
– and firms in Greece, Jordan and
Kuwait among the latest additions.
Compiled by Paul Gosling, journalist
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INTO EXILE

It’s not only corporates that have become embroiled in the fair tax controversy. The
headlines are full of the famous de-friending Uncle Sam or saying adieu to France

W

hat do French movie star
Gérard Depardieu and
Facebook co-founder
Eduardo Saverin have
in common? The answer is that both
recently provoked patriotic outrage by
abandoning their home countries to
move to those with less onerous taxes.
Extreme tax protests have been
catching on, especially as cashstrapped governments around the
world seek a bigger contribution from
the well-to-do. In 2011 close to 1,800
people handed back their coveted US
passports or green cards – a seven-fold
increase on 2008. Most economists
assume that taxation lies behind the
rise. And one in eight of the world’s
1,625 billionaires now live outside of
their country of birth, according to a
recent study.
That poses a dilemma for nations
eager to prevent an ill-timed erosion of
tax revenue. Outraged US senator Bob
Casey estimated that the US taxpayer
had lost US$67m as a result of the
Facebook founder’s decision to give
up his citizenship, although Brazilianborn Saverin said he was moving to
Singapore for other reasons and would
still pay taxes on everything he earned
in the US.
Such defections also call into
question the fairness of tax systems
that allow notable citizens to opt out.
Yet with no shortage of low-tax nations
willing to roll out the red carpet for
prestigious tax exiles, it is not always
easy to stop them leaving.

Watch your wallet
In a number of nations around the
world, the wealthy have felt their
wallets come under attack. The most

notable example is France. François
Hollande, the newly elected socialist
president, has seemed unnecessarily
hostile towards the upper crust. His
plan for a 75% upper tax rate on
incomes over €1m would have raised
no more than €300m a year – small
change compared with the nation’s
€85bn euro deficit. While France’s
highest court has struck down the plan
as unfair, Hollande is expected to try a
new variant.
What’s more, he is keen to add new
charges on capital gains, to beef up
inheritance tax and to impose a levy on
entrepreneurs selling their companies.
This slew of extra demands appears

annual lift of less than $100, according
to the Tax Policy Center. Yet some of
these gains were clawed back by the
last-minute deal brokered by the US
Congress on 1 January to avoid the socalled fiscal cliff.

High earners
For a start, Americans earning over
$400,000 a year will see their top rate
of tax rise from 35% to 39.6%. Capital
gains and dividends tax climb to 20%
from 15% for this top tier. Equally
important for the ultra-rich, the estate
tax – levied on their property after
death – will rise 5% to 40% on fortunes
of over $10m for a couple.

‘I AM SURPRISED THAT EVEN MORE OF THE WELL-OFF
ARE NOT TEARING UP THEIR US PASSPORTS SINCE
THE FISCAL CLIFF DEAL INCREASED CAPITAL TAXES’
to have been the final straw for some
of France’s elite, including former
president Nicolas Sarkozy.
Last November, the New York Times
quoted the boss of an exclusive real
estate broker saying that 2012 had
seen a flurry of high-end houses put up
for sale as French entrepreneurs and
investors fled the country. Depardieu’s
quirky acceptance of Russian
citizenship – where the tax rate doesn’t
reach above 13% – is just the most
prominent example.
After a decade of getting almost
everything their own way, wealthy US
citizens are also suffering a setback.
Tax reforms between 2000 and 2012
boosted the average annual income
of the top 0.1% of earners by almost
$400,000 while the poorest received an

Chas Roy-Chowdhury, head of
taxation at ACCA, says: ‘The US has
not moved with the times in seeking
to still tax the worldwide income of its
citizens in a truly globalised world. I
am surprised that even more of
the well-off are not tearing up
their US passports since the fiscal
cliff agreement increased capital
taxes.’
For many hyper-rich, these are
further turns of the screw. One of
the most unattractive features of
France for them is the wealth tax.
This levy, introduced in the 1980s by
President François Mitterrand, eats
away at estates even when they are not
generating any income.
The tax rate in the US may not be
high by international standards. But it
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inflicts other frustrations. The US taxes
its citizens on worldwide income even
when they live overseas. That can be a
bureaucratic quagmire for individuals
with income from various countries.
‘America’s tax collectors make life
extremely hard for the globe-trotting
rich,’ says Chris Edwards, director of
tax policy studies at the libertarian
Cato Institute.
So if France is financial purgatory
for the wealthy, where is their tax
nirvana? ‘Fiscal heaven partly depends
on how you get your money,’ says Joel
Slemrod, professor of economics at
the University of Michigan and former
adviser to President Ronald Reagan.
So while Belgium wouldn’t be a
great choice for high earners, since it
has a 50% top rate of income tax, it is
wonderful for those who have already
made their fortunes because there is no
wealth tax or (in most circumstances)
capital gains tax. The application of
capital gains tax is also more limited.

This may explain why Depardieu also
considered the country before he was
granted Russian citizenship. Belgium
has been a popular choice for wealthy
French for years, including members
of the Taittinger family of champagne
makers. It also has the merit of
proximity to France.
Politically conservative Americans
might disdain what they see as
Canada’s socialist tendencies, but the
northern neighbour can be an effective
haven for the wealthy. Again, the country
lacks the most hated scourges of the
affluent – a wealth tax or an estate tax.

Small is beautiful
Then there are more conventional
wealth havens. The tiny European
principality of Monaco has been a
magnet for the rich and famous, partly
due to its absence of a tax on income
and lenient inheritance levies.
A recent study of the super-rich
by Tino Sanandaji, of the Research

Institute of Industrial Economics in
Sweden, even ranked the success of
havens in attracting billionaires. Top of
the charts was Switzerland, which has
an extremely attractive system for the
wealthy; it does not, for example, tax
royalty income. The nation has lured 23
billionaires. Hong Kong came a close
second with 20 billionaires, followed by
Monaco with eight and Singapore with
six. Bermuda, Gibraltar, Bahamas, the
Cayman Islands and Costa Rica also
featured on the list.
The choice for any tycoon is
influenced by proximity to their native
land and cultural ties. Many Germanborn billionaires live in Switzerland,
says Sanandaji, while Indian
billionaires prefer the UK or Canada.
The next question is whether nations
should attempt to stop tax emigration.
The US, for example, makes life hard
for defectors. There is a hefty exit bill.
After the 2008 HEART Act, a departing
American pays capital gains tax as
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if they had sold all of their assets at
the same time as they handed in their
passport. Any heirs left in the US also
get hammered.
This is already very aggressive by
global standards. Yet following the
departure of Facebook’s Saverin, there
were calls for even more draconian
rules. Casey and another senator, Chuck
Schumer, wanted to charge defectors
twice the current capital gains tax and
capture future gains too. In addition, tax
emigrants would be barred from ever
entering the US again.
There is a vigorous debate in the US
over whether such penalties are fair or
sensible. Edwards argues that a fiscal
Berlin Wall to prevent citizens leaving
amounts to financial oppression.
‘Successful individuals have every right
to protect their property,’ he says. ‘US
policymakers have not accepted the
fact that we live in a global economy.’
But many scholars believe nations
should do their best to discourage
defections. ‘From a pragmatic point
of view, governments need to defend
their revenue base,’ says Slemrod. For
others the main issue is one of justice.

‘PEOPLE WHO MAKE ENORMOUS FORTUNES IN
THIS COUNTRY OWE IT A HUGE DEBT, ONLY PART
OF WHICH IS REPAID BY TAXES’

caption style

Moral debt
‘People who make fortunes in this
country owe it a huge debt, only part
of which is repaid by taxes, even for
those who stay,’ says Leonard Burman,
professor of practice in public
administration and international affairs
at Syracuse University. ‘It’s like the
guy whose wife sacrifices her career
to support him and a family while he
builds his career, and then ditches
her for a younger woman after he has
become successful in part because of
the investment his wife made in him.’
Hollande has attempted to present
high taxes as a patriotic duty for the
rich rather than a punishment. Such
arguments are unlikely to sway many
plutocrats. Trying to lock in a nation’s
most affluent and international citizens
is never easy. The best alternative may
be to develop a tax system that the top
tier can live with.
Christopher Alkan, journalist based in
New York

** FAVOURITE DESTINATIONS

Johnny Hallyday, France’s answer to Elvis Presley, left the country for
Switzerland in 2006 to reduce his tax bill. He said he would return if the
nation ‘reforms the wealth tax and inheritance laws’. He complained that
‘70% of everything I earn goes on taxes’.

Formula 1 racing driver Michael Schumacher’s brother
* Switzerland-based
Ralf, also a highly paid driver, negotiated a deal with Austria to lower his tax
bill and moved there. ‘Germany is simply a taxation jungle. That’s why I used
the chance to go abroad for tax reasons,’ he said in 2002.
opera icon Luciano Pavarotti set up home in Monaco. The star
* International
was convicted of tax evasion in Italy and was fined $4.55m in 1999. In
2000 he agreed to repay the Italian government over $11m in back taxes
and penalties.
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FEATHER RUFFLER
As Canada’s parliamentary budget officer, Kevin Page has the job of challenging the
government on financial concerns – however unpalatable that may be

W

hen critics say that
financial reporting is
boring, accountancy
professionals should point
to Kevin Page, Canada’s parliamentary
budget officer (PBO). He has created
a unit with a limited staff and budget,
taking on a government with a taste
for secrecy, and still released reports
revealing cost assessments that have
made headlines.
Page, 55, has ruffled many feathers.
His team valued the planned purchase
of F-35 fighter jets from the US as a
very expensive option, embarrassing
the Canadian government. It challenged
government claims that a new crime
bill sending more people to prison
would have minimal fiscal impact. And
he has gone to the courts to demand
that Ottawa provide departmental
spending plans consistent with Budget
2012 restraint measures. They have
pushed PBO resources as far as they
can go, he says, even begging free
assistance from peer reviewers.
Page has also used innovative
motivational techniques. For instance,
he allows staff members to sign
reports, ignoring the usual collective
anonymity of government financial
statements.
With his five-year term up at the
end of this month, he tells Accounting
and Business in his Ottawa office that
he is not expecting a reappointment
– or indeed a new job anywhere in
the federal government, where he has
been an official for 31 years. ‘I don’t
know what I’ll be doing,’ he says. ‘I’ve
been talking to universities, but there’s
nothing solid.’
In government career terms,
becoming the parliamentary budget

officer was something of a poisoned
chalice, says Page, who previously had
been the consummate government
insider, working as the Treasury Board
Secretariat executive director and
assistant secretary to the Cabinet,
passing financial truths to power. Now
he releases them to the Canadian
parliament and people. ‘I was told if I
took this job and did it right I wouldn’t
be a public servant at the end of it,’ he
says. The predictions were correct.
The job had been created on
the back of a policy commitment
made by the current Conservative
government, when in Opposition in
the early 2000s. The idea was that an
independent specialist office would

And the office was placed within the
Library of Parliament organisation,
which has influence over contracts
placed by the PBO.
This created inevitable tensions and
vulnerabilities because the library and
PBO have very different roles. The
library is a more passive, in-house
information service for Canadian MPs
and senators, while the PBO legislation
charged Page with giving ‘independent
analysis’ on the widest range of
government spending imaginable, be
it incoming legislation, departmental
appropriations or national budgets.
‘There are back-office channels that
can prevent you delivering your
service,’ says Page, who has had to

‘IT’S LIKE SHAKING A BOTTLE OF KETCHUP. A
GOOD PBO IS GOING TO LOOK INTO THESE
ISSUES BEFORE THEY EXPLODE IN YOUR LAP’
provide financial information in real
time to parliamentarians, helping them
make decisions with the benefit of
expert financial analysis. This would
complement the work of the Canadian
auditor-general, who is charged with
analysing the impact of policies and
programmes post-effect.

Backtracking on transparency
Elected to office in 2006, the Tories
soon realised that this vote-winning
reform of transparency could be a
major irritant for the government of
the day. And so the plans to create
a robust PBO were watered down.
The officer would serve at the prime
minister’s pleasure, rather than being
removed if he or she did the job badly.

face down ministerial attempts to cut
his budget by a third.
His key problem is that he has one
client: the Canadian government. And
as every accountant knows, offering
straight financial advice is not always
welcome, especially if that advice
makes a client’s life harder. Try that
scenario out on a national government
well known for its political discipline
and hardball tactics; the results have
not been uniformly pretty. Senior
members of the Canadian Conservative
Party, led by the prime minister,
Stephen Harper, have not always
welcomed the PBO’s candour. They
have sometimes claimed that Page has
gone beyond his mandate.
The problems started with a 2008
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The basics
CANADA

Kevin Page says Canada is a good
choice for financial professionals
wanting to pursue a rich career.
He points to outgoing Bank of
Canada governor Mark Carney as ‘a
role model for young accountants
and economists’. He adds: ‘Here’s a
kid who grows up in the Northwest
Territories [which stretches to the
Arctic Circle] and goes to Harvard
and Oxford and is now the central
banker for the Bank of England.’
The Canadian financial sector
eschewed many of the complex
hedge funds and derivatives beloved
of London and New York. Sound
regulation insulated the country from
the global financial crisis and it is
now in rude health.
Page says that financial
professionals in Canada ‘have to
have the right toolbox and do their
homework’. Those who meet these
criteria can thrive, despite Canada’s
multiplicity of provincial jurisdictions
and contrasting qualification rules
– issues that are now being tackled,
he insists. ‘Debates are happening
and we will see where we can end
barriers’ which would be ‘eroding
over time’, he predicted.

report on the costs of Canada’s now
completed military operations in
Afghanistan, which did not help a
government wanting to justify its war.
And matters have really come to a
head over Page’s request for detailed
departmental budget reduction plans
– another political hot potato. Most
departments have refused to pass
on figures.
Speaking on Canadian television, the
country’s finance minister Jim Flaherty

said: ‘He wants to look at money
that’s not being spent rather than the
manner in which money is being spent,
which is actually his mandate as the
parliamentary budget officer.’
Page says this is nonsense and has
gone to the courts for a ruling that
these budgets must be yielded up for
consideration by MPs and senators. To
properly assess the cost-effectiveness
of spending, he says, you have to
know what services are being cut and
what are being retained. ‘What is the
impact?’ he asks. ‘What’s the reduction
in public servants? And [how] to do it
while managing service levels?’
The act that established the PBO
says its mandate is to ‘provide
independent analysis to the Senate
and to the House of Commons about
the state of the nation’s finances,
the estimates of the government and
trends in the national economy’. It has
to ‘undertake research into the nation’s
finances and economy’ or ‘consider the

estimates of the government’ at the
request of parliamentary committees.
And, when requested by any MP or
senator, to ‘estimate the financial cost
of any proposal’ to parliament. Page
says this allows him to assess budget
cuts. He hopes the court case will be
completed before the end of his term.

Free of the PM
Meanwhile, he wants this legislation
reformed so that the PBO can be more
independent, more like the Canadian
auditor-general, with the Canadian
parliament having an explicit role in
making the appointment rather than
the prime minister. And he wants the
office made completely independent of
the Library of Parliament.
Page says that he would like the
Canadian system of political and
budgetary information provision
to draw from some good practice
overseas. New Zealand’s practice of
proactively releasing financial analysis
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The CV
Kevin Page has been a Canadian
government official since 1981,
when he became an economist at
the macro analysis department.
Armed with degrees from Queen’s
University, Kingston, and Simon
Fraser and Lakehead universities,
he has been a senior economist at
the US analysis section, an assistant
chief economist, a policy adviser
at the departments of finance and
intergovernmental affairs, and a
director at the Privy Council Office
and departments of fisheries and
agriculture. He has held senior
Treasury and Cabinet posts and been
a special adviser at Canada’s HR and
social development ministry. In 2008
he was appointed parliamentary
budget officer.

tackle Canada’s mild recession with
its reluctance to share data over the
current austerity. He said: ‘For stimulus
we’ve been getting signs on the roads
where the bridges are going up. For
austerity, we’re getting nothing.’
Paraphrasing former British PM
William Gladstone, he added that
government MPs were shirking their
duty as stewards of public spending: ‘If
you give up the power of the purse to
the government, your liberties are worth
little as a result.’ And more colloquially:
‘We’re lipstick on a pig of a system that
is dysfunctional. The system doesn’t
work if you are not in a position to hold
the executive to account.’
Indeed, he warned that the real
situation could be even worse. With the
Canadian government being publicly
hostile to information that does not
facilitate its agenda, advisers within the
system might start to self-censor – so
even ministers don’t get the full picture.

Deliberately complicated

‘WE’RE LIPSTICK ON A PIG OF A DYSFUNCTIONAL
SYSTEM THAT DOESN’T WORK IF YOU ARE NOT IN A
POSITION TO HOLD THE EXECUTIVE TO ACCOUNT’
related to Cabinet Committee work is
one. And the Swedish government’s
systemic performance analysis of
policies was another. Even the UK
government received praise from
him for establishing an Institute of
Fiscal Studies and Office of Budget
Responsibility. Given Canada’s
Westminster parliamentary traditions
and similar tendencies towards
government secrecy, Page was
impressed. The UK has ‘recognised this
as an issue and dealt with it,’ he says.
Page warns that the Canadian
political system could waste money
and squander public trust if it does
not become more open. His office
recently revealed that the annual cost
of employing each civil servant on

average in the federal government
was C$114,100, taking account pay
and benefits. This gives a total annual
spend of C$43bn – direct federal
government programme expenses
amount only to C$115bn in total. This
did not win him friends, but he says
such information is vital to show the
cost of maintaining a large well-paid
staff when the government is trying to
reduce its deficit.
He has accused critics within
parliament – notably Conservative MPs
– of ‘willful blindness’ in not requesting
such information or criticising his office
for providing it. Indeed, he contrasted
the apparent willingness of the
government to provide minute details
of its 2008/09 stimulus package to

He hopes his replacement has good
government experience as well as
tenacious accounting skills: ‘They’ll be
focusing on an accounting regime that’s
not that transparent; we have made
the rules complicated for a reason – to
complicate and obfuscate,’ he says.
And he wants his successor to be
proactive, so risks are assessed before
a system or law is agreed: ‘It’s like
shaking a bottle of ketchup. A good
PBO is going to look into these issues
before they explode in your face.’ A
PBO, he says, must flag up potential
problems: ‘You don’t want to be five
years down the road and people say,
where the hell were you?’
It’s a good bet that Page’s successor
will be less trenchant: ‘Who will the
parliamentary budget officer be now
they have worked out the power of the
position?’ he asks.
Keith Nuthall, journalist based in
Ottawa
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ducation spending has
traditionally been seen as
the best route to prosperity.
Yet it might be turning into
an economic menace for the US and
even Britain. In just the past seven
years outstanding student loans in the
US have tripled to nearly $1 trillion
from $360bn. That is even faster than
the surge in home lending during the
boom years between 1999 and 2006.
More worrying still, graduates are
struggling to pay back this mountain
of debt, which is now larger than auto
loans or credit card balances. One in
nine graduates are behind on their
payments, according to the latest data
from the New York Federal Reserve.

No-brainer?
‘If a pricey college degree was such
a reliable ticket to a great job, we
wouldn’t be seeing this problem,’ says
Neal McCluskey, an education expert at
the Cato Institute in Washington. ‘This
is a sign that many Americans may be
overspending on universities.’
Despite growing worries about
student debt in the US, Britain appears
to be heading in the same direction. A
tripling of tuition fees in this academic
year to a maximum of £9,000 could
leave young British graduates with
even larger piles of debt. Add in living
expenses and many could be up to
£40,000 (US$64,000) in debt at the
end of a three-year degree, according
to an estimate by the Sutton Trust,
a non-profit that promotes access to
higher education. That would be more
than double the $26,000 average level
of debt taken on by US students.
Such figures are starting to concern
economists. ‘Student debt may not
shake the financial system like the
housing crisis did,’ says Bahram
Bekhradnia, director of the Higher
Education Policy Institute. ‘Still, it poses
a more insidious economic threat.’
As with any debt, hefty student loans
will tend to stifle consumer spending
and make it harder for the young to
buy houses. And since a large part
of the loan finance is backed by the

Degrees of unease:
governments and
individuals in rich
economies may be
overinvesting in
university education

A BRAKE ON
GROWTH?

Ballooning student debt is sucking spending power out of the
UK and US economies and could be as unsustainable as the
housing meltdown that triggered the global financial crisis

21

government, the swift rise in borrowing
may also rebound on taxpayers both in
Britain and the US.
This might be worth the risk and
sacrifice if education really were the
economic elixir many politicians have
claimed. For individuals the financial
incentive to attend university is still
compelling, leading to far higher
lifetime earnings. Yet this financial
return has been falling fast in recent
years. Graduate wages haven’t even

education often merely establishes who
gets the plum jobs without actually
preparing them to perform these jobs.
It is more like an arms race between
rivals rather than anything that adds
much to productivity.’
The low value of much university
education has been indicated by recent
research by Richard Arum, a professor
at New York University and author of
Academically Adrift. His study of 2,300
undergraduates at 24 US colleges

‘EDUCATION OFTEN MERELY ESTABLISHES WHO
GETS THE PLUM JOBS WITHOUT ACTUALLY
PREPARING THEM TO PERFORM THESE JOBS’
come close to keeping pace with the
spiralling cost of tuition in the US.
Since the early 1980s the price of
US college tuition has been rising five
times faster than inflation.
Over the past decade the real hourly
wage has also declined slightly for close
caption
style
to three-quarters
of US graduates,
according to data from the Economic
Policy Institute in Washington.
‘America also appears to be
producing an army of overqualified
graduates, often with humanities
degrees,’ warns McCluskey. In 2011
about 40% of young graduates were
working in jobs that did not require a
degree, and 20% were stuck in parttime work against their will, according
to the Project on Student Debt. On the
flip side, organisations were failing to
find adequately skilled people to fill
three million positions.

Not worth it
More strikingly, however, there is no
strong evidence that nations that
spend heavily on universities reap
much economic reward. This can be
hard to accept, says Alison Wolf, a
professor at King’s College London
and author of Does Education Matter?
‘Most people assume that because
graduates tend to earn higher salaries
that education is making them
more productive,’ she says. ‘Instead

showed that around 45% of students
demonstrated no significant learning in
their first two years of university. Even
after four years, a third showed no
improvement in critical thinking.
‘Part of the explanation is that
students are getting lazier,’ he says.
More than a third of students study
less than an hour a day, according
to Arum’s research. ‘Universities are
increasingly becoming like a luxury
consumer good. This is a lot of fun but
also increasingly wasteful.’
Such studies help explain why
university enrolment rates do not
appear to be linked to economic
success. Cambridge economist HaJoon Chang points to Switzerland, a
nation that has long had one of the
lowest rates of college attendance of
any rich nation. Until the early 1990s
university enrolment was less than half
the average of other OECD nations –
the club of wealthy nations.
‘Despite this, the Swiss have the
highest industrial output per capita
in the world,’ says Chang, author
of 23 Things They Didn’t Tell You
About Capitalism. He points out that
austerity-crippled Greece has boasted
a university enrolment rate of 91%,
while Egypt has also invested massively
in higher education in recent decades
without any noticeable improvement in
rates of growth.

This raises the question of whether
governments and individuals are overinvesting in education – a mistake
many rich economies only recently
made with housing. When it comes to
university education, Americans are
already the world’s biggest spenders.
Around 3% of national income is
funnelled into education – three times
more than in 1962. President Barack
Obama’s goal of ensuring that the US
has the highest share of graduates
in the world by 2020 could push this
spending even higher.
The president is also seeking to deal
with rising defaults by lowering the
maximum interest rate on federally
guaranteed student loans to 3.4% –
well below the market rate. This will
make it easier to repay loans in the
short term but could fuel ever more
borrowing. That in turn may make it
easier for universities to raise tuition
fees still further.

Rerun of the property crash
‘If loans are made cheaper, people
will be able to take on more debt and
colleges will be able to charge more,’
says McCluskey. ‘This is exactly the
same error the US government made in
the housing market.’
In the case of housing, the US
encouraged borrowing by making
mortgages tax-deductible and by
using agencies like Fannie Mae to buy
up mortgages to lower interest rates.
Eventually the government was forced
to bail out Fannie Mae and rival Freddie
Mac, at a cost of $150bn to taxpayers.
While a student debt crisis wouldn’t
be as big as the housing meltdown, it
is similarly unsustainable, economists
warn. ‘Higher education has many
benefits,’ says Wolf. ‘Still, its ability to
boost growth has been wildly hyped.’
Both Britain and the US may already
be seeing diminishing returns. That $1
trillion of US student debt is already an
obvious threat to long-term economic
growth. Britain may not be far behind.
Christopher Alkan, journalist based in
New York

22

Interview

23

IMPORTANCE OF ETHICS

New, independent IESBA chairman Jörgen Holmquist believes tackling the thornier issues
and raising the whole profile of ethics are key to fully restoring the profession’s reputation

T

he years since the financial
crisis first hit have been
difficult for many finance
professionals, not least
because many feel their reputation
has been tarred with the same brush
used to beat bankers around the head.
As a result, the ethical approach of
finance professionals has taken on a
new level of significance. Ironically
enough, accountants have for years
had an international ethical rulebook
in the form of the code of ethics
issued by IESBA – the International
Ethics Standards Board for
Accountants. The problem, perhaps,
is that not enough people are aware of
this fact, but if Jörgen Holmquist has
anything to do with it, that will not be
the case for long.
In September 2012 the International
Federation of Accountants (IFAC)
brought off something of a coup when
it appointed the former director general
of internal markets and services at
the European Commission as the first
independent chairman of IESBA.
Holmquist’s term as director general
spanned the financial crisis and he
managed the European Commission’s
regulatory response. He represented
the Commission on the Financial
Stability Board and oversaw the
legislation developed to address the
crisis, from bank capital requirements
to the work of credit ratings agencies.
In 2009, he was named by the Financial
Times as one of the 30 people in
Brussels with the most influence on EU
policy and legislation.
For IFAC and its members,
Holmquist’s appointment was
an important step in publicly
demonstrating its commitment to an
impartial and robust ethical code. ‘I’m

not an accountant by background but
have spent a lot of my career working
with accountants and auditors,’ says
Holmquist from his office in Brussels.
‘The idea of an independent chair is a
fairly recent but important one. It was
clear that the regulatory community
had concerns that the chair should
clearly represent, and also be perceived
as representing, the public interest.’
An accountancy qualification, in
other words, was a handicap. ‘The
way that “independent” is defined
meant that the chair could be an
accountant,’ agrees Holmquist, ‘but
there was an expectation that he or
she should not be someone from the
accountancy profession. Since I am not
an accountant I am very committed to
listening to and fully understanding the
views and concerns of the profession.’

and the public of the strategies and
activities of IESBA’. It is a big ask
because, frankly, IESBA is hardly a
name on everyone’s lips, even within
the profession. But Holmquist isn’t
fazed. ‘In any activity, you always feel
there’s not enough interest in what
you do,’ he says, adding that he is
realistic about what can be achieved.
‘Outside of the profession, IESBA is
not particularly well known and we
have to be realistic about that. But my
ambition is that we will become well
known, and in a good way.’

Not alone
Within the profession, though, he says
it is vital that accountants know they
are not alone when facing difficult
ethical issues. As far as the general
public is concerned, the issue is more

‘ACCOUNTANTS AND AUDITORS HAVE A
STRONG ROLE IN THE PUBLIC INTEREST, AND
THAT MAKES ETHICS VERY IMPORTANT’
When the call came, Holmquist
did not hesitate. ‘I liked the idea.
Accountants and auditors have a
strong role in the public interest, and
that makes ethics very important.’
It’s also clear that there is little he
likes more than finding a consensus.
‘I enjoy sitting with colleagues trying
to solve a problem,’ he says. ‘There’s
something about working with people
with similar backgrounds but from very
different countries – it has made me
very optimistic about our ability to find
solutions among different cultures.’
Officially, a key part of his role is
to ‘enable, encourage and promote a
deeper understanding by stakeholders

about restoring trust. In a sense, the
financial crisis has helped by raising
the public profile of ethical behaviour
and its role in business.
‘There is certainly a lot of interest
in accounting and auditing at
the moment, and particularly in
whether accountants are living up
to the standards expected of them,’
Holmquist says. ‘Living standards have
gone down in many places, insecurity
has increased and people are upset
by what they see as unreasonable pay
levels in the banking industry and
elsewhere. And then there are more
recent discussions, like the tax paid
by corporations such as Starbucks in
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SEPTEMBER 2012

Appointed IESBA’s first
independent chairman.

2011

Joined IESBA as a board member.

2010 TO DATE

Fellow, Weatherhead Center,
Harvard University.

2007–10

Director general of internal
markets and services, European
Commission.

2005–06

Director general of fisheries
and maritime affairs, European
Commission.

2002–05

Director general of fisheries,
European Commission.

2001–02

Deputy director general of budget,
European Commission.

1997–2001

Director, directorate general of
agriculture, European Commission.

PRE-1997

Swedish ministry of finance,
various positions including budget
director (1993–97).

the UK. These are issues that touch on
values, ethics and morality and they
have become far more important.’
The profession may not have
attracted as much criticism as banks
and credit rating agencies, but it
has had its share of scandals and is
certainly viewed more critically than
it was five years ago. ‘I firmly believe
that if we work on the important
issues and come up with credible,
reasonable solutions, the press
around the profession will improve,’
says Holmquist. ‘People will see that
the profession is covered by ethical
and other standards that are of good
quality. But it won’t happen overnight.’
Restoring trust takes time and
he knows there are no short-cuts,
only hard work. ‘We need to listen
to stakeholders and take their views
into account,’ he says, ‘so they know
that even if we come to a different
conclusion, we have taken their
concerns seriously. That’s the basis for
a good reputation.’
IESBA’s current workplan
concentrates on amending the
existing code in key areas. There are
some thorny issues, particularly in
developing proposals to apply across

multiple jurisdictions. In August 2012
IESBA proposed in an exposure draft
that accountants, whether in business
or practice, should be responsible in
some circumstances for disclosing
suspected illegal acts carried out by
their clients or employers.
The response has been largely
negative. Some argue it is the job of
national regulators to say when an
accountant can break their contractual
duty of confidentiality. Others believe it
inappropriate to force accountants to
breach confidentiality. And there have
been warnings that the proposals could
discourage the next generation from
entering the profession.

Whistleblowing
Holmquist says: ‘Many people feel
we need a robust system to deal with
illegal acts, but there are problems
around liability and the consequences
for accountants who blow the whistle.
We’ll go through the responses
carefully, evaluate what everyone says
and have a thorough discussion. It’s
about what’s reasonable to ask of
accountants and auditors within their
role in the public interest.’ He realises
that IESBA’s final recommendations
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will be widely judged: ‘It will be a big
litmus test for us.’
Also on the agenda are the thorny
issues of audit firm rotation and the
provision of non-assurance services
to audit clients. This is where things
become political for IESBA, as it
has found itself confined to a ‘waitand-watch’ role while the European
Commission and the US come up with
their own proposals.
It’s clear that Holmquist is not
particularly comfortable with IESBA
following rather than leading here. ‘My
view is that IESBA should be identifying
emerging issues as early as possible.
It’s much more difficult for us when a
political institution like the EC starts
working on an issue like audit firm
rotation because, by the nature of it,
we cannot be in the lead and we can
only contribute. If we are early on to
the stage, we can play a leading role –
that’s my aim.’
His term of office will be three
years and four months, and achieving
everything he has planned for IESBA
during that time will take hard work.
‘By the time my term is up I’d like us
to be equally well trusted by regulators,
the profession and investors. I’d like us
to have a higher profile and be better
known, and to have contributed to the
sense of ethics and principles being
taken seriously.’
It will also take a lot of travel. When
we spoke he was about to head off to
Beijing and Tokyo for most of January.
‘The travelling is fun, but a bit too
much at the moment,’ he says. ‘What’s
good is that outside of the regular
meetings I can work wherever and
whenever I like – I could be in Sweden
or with friends in the south of France.
IESBA meetings are normally held in
New York, which I love, but perhaps
eight to 10 times a year is a bit more
than I need. Rather that, though, than
no travelling at all!’
Liz Fisher, journalist

The code

The current IESBA code of ethics
requires accountants to adhere to five
fundamental principles:

‘IESBA SHOULD BE
IDENTIFYING ISSUES AS
EARLY AS POSSIBLE…
IF WE ARE EARLY ON TO
THE STAGE, WE CAN PLAY
A LEADING ROLE’

*
*

Integrity. A professional accountant
should be straightforward and honest in
all professional business relationships.

Objectivity. A professional
accountant should not allow bias,
conflict of interest or undue influence
of others to override professional or
business judgments.

*

Professional competence and
due care. A professional accountant
has a duty to maintain professional
knowledge and skill at the level
required to ensure that clients/
employers receive competent
professional services based on
current developments, legislation and
techniques, and should act diligently
and in accordance with applicable
technical and professional standards
when providing professional services.

*

Confidentiality. A professional
accountant should respect the
confidentiality of information acquired
as a result of professional and
business relationships and should
not disclose any such information
to third parties without proper and
specific authority, unless there is a
legal or professional right or duty to
disclose. Confidential information
acquired as a result of professional
and business relationships should
not be used for the personal advantage
of the professional accountant or
third parties.

*

Professional behaviour. A
professional accountant should comply
with relevant laws and regulations and
should avoid any action that discredits
the profession.

The basics
IESBA

The International Ethics Standards
Board for Accountants (IESBA) is
an independent body set up under
the auspices of IFAC to develop and
issue, in the public interest, highquality ethical standards and other
pronouncements for professional
accountants worldwide.
IESBA is overseen by the Public
Interest Oversight Board (PIOB).
IESBA’s code of ethics for
professional accountants is a
principles-based standard used by
IFAC and its member bodies, which
include ACCA. IESBA also issues
other pronouncements on issues
relating to ethics.
It has a part-time chairman
and 17 volunteer members, both
practitioners and non-practitioners.
Members are appointed by the IFAC
board, based on recommendations
from the IFAC nominating
committee, and approved by PIOB.
www.ethicsboard.org
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XBRL: NOT ALL IT SEEMS?

It promises to streamline the way companies collect and report business data,
but many doubters have yet to be convinced that XBRL can deliver

M

ost readers will be familiar
with XBRL or ‘eXtensible
Business Reporting
Language’. Developed
by XBRL International, XBRL is an
information technology/knowledge
management taxonomy for financial
information, not unlike bar coding. It is
a method by which companies take the
financial information now reported in a
static format and make it interactive.
For external users like investors,
analysts, bankers, auditors, tax
agencies, academics and reporting
authorities, XBRL allows financial
information to be extracted from
the financials and compared
instantaneously, potentially saving
considerable time, while creating
a level playing field in terms of
information access.
The XBRL taxonomy enables unique
identifying tags to be applied to items
of financial data such as ‘net profit’,
not unlike other bar coded information.
The tags provide a range of information
about the item, such as whether it
is a monetary item, percentage or
fraction. XBRL can show how items are
related to one another and can also
identify whether they fall into particular
groupings for internal analytical
purposes. It allows handling of business
data by computer software. Such
information is converted into XBRL
by mapping processes or information
generated in XBRL by software. It can
then be searched, selected, exchanged
or analysed by computer, or published
for ordinary viewing.
Ultimately, XBRL is a tool for
collecting data in the financial
information supply chain, which is
often criticised as being unreliable

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

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

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

XBRL IS GAINING GROUND AROUND THE WORLD,
WITH OVER 25 COUNTRIES USING IT TO FILE
REPORTS WITH SECURITIES REGULATORS
practies (GAAP), International Financial
Reporting Standards (IFRS), integrated
reporting and sustainability reporting,
and its use in filing annual and interim
reports with securities regulators is
gaining ground around the world.

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

(HMRC) online using XBRL for accounts
and computations. In conjunction with
HMRC, Companies House also accepts
company accounts in XBRL format.
For corporates, HMRC cites several
possible benefits to incorporating
XBRL into their financial systems and
management process. For example,
it notes that by upgrading systems to
utilise XBRL, companies can streamline
and automate their methods for
collecting, assembling, monitoring
and reporting business data across
their whole operation. In this way, they
should be able to integrate disparate
data systems. They can also turn
internal management reporting and
external reporting into processes that
are fast, efficient and cost-effective.
According to XBRL International,
by using XBRL, data from different
company divisions with different
accounting systems can be assembled
quickly, cheaply and efficiently if the
sources of information have been
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upgraded to use XBRL. Once data is
gathered in XBRL, different types of
reports using varying subsets of the
data can be produced with minimum
effort. A company finance division
could quickly and reliably generate
internal management reports, financial
statements for publication, tax and
other regulatory filings, as well as
credit reports for lenders. Not only
can data handling be automated,
removing time-consuming, error-prone
processes, but the data can be checked
by software for accuracy. XBRL
International also suggests that ‘small
businesses can benefit alongside
large ones by standardising and
simplifying their assembly and filing of
information to the authorities’.

Jury still out
While this all sounds good, the issue
to date has been whether or not
XBRL has delivered on its promises.
For companies like Wacoal, an
apparel manufacturer and marketer
based in Kyoto, Japan and one of
the first companies to build XBRL
into its financial information system
environment, early reports show that
with the full integration of XBRL, the
results were on the upside. Prior to
using XBRL, information systems at
the company were ad hoc, with no
ability for consolidated accounting
management.
Integrating XBRL throughout the
legacy systems involved linking together
32 independent systems and platforms.
The intent was to ultimately streamline
financial management systems and
as a result achieve real-time cash
management, provide decision support
to managerial accounting systems,
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reduce indirect costs and to
integrate accounting
systems that conform to
worldwide standards.
The new system provided
the backbone for consolidated
financial reporting of 36
subsidiaries, shortened
month-end closing time by
two days, and provided a realtime environment for gathering
financial performance information from
purchasing, sales, materials, workflow
and inventory. Management could then
receive interim financial data, improved
data and compatible information from
other sources.

US frustration
However, other reports show that
companies are slow to build XBRL
technology into their financial
management information systems, and
those that still tag data after the fact
as an add-on are not generally pleased.
A September 2012 survey by Financial
Executives International shows that
many US companies are frustrated with
the XBRL filing process itself and that
the benefits were questionable. More
specifically, XBRL was reported as one
of the biggest bottlenecks in the SEC
reporting function, with 55% of large
accelerated filers saying that it slowed
their filing process.
The top three most challenging
aspects of XBRL were the final review
and validation process (62% of large
accelerated filers) mapping/tag
selection (42%) and the internal team’s
level of competency (32%). The most
commonly cited concern in general was
around the costs versus the benefits
of XBRL filing, with 45% of large
accelerated filers indicating that the
cost-benefit proposition in general was
an issue. This increased to roughly 50%
among non-accelerated filers and 68%
among smaller reporting companies.
These sentiments were echoed
at a recent Financial Executives
International Conference in New
York, where senior finance executives
questioned the value proposition of
filing using the XBRL taxonomy.
According to Nick Cyprus,

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

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

hence cost to the process? Mike Willis
of XBRL International suggests that it
doesn’t: ‘The level of rigour here is very
similar to the level of rigour without
XBRL. If you think of it, in a paperbased reporting process, we have to
manually make these same kind of
assessments anyway.’ Furthermore, he
adds, ‘By standardising the business
reporting supply chain through XBRL
the process will eventually become
more efficient, not more complicated.’
So given the debate over the value
of XBRL to companies, what is its
future use beyond compliance and
ad-hoc tagging of data? According
to Willis, the main bang for the buck
will come when companies follow
the example of Wacoal and integrate
XBRL into the financial information
systems throughout the organisation:
‘Only when you automate the financial
data using standardised data tagging
will you begin to see the benefit of
the availability of seamless financial
information throughout companies.’
Ramona Dzinkowski is an economist
and business journalist

30

Comment

Are your investments safe?
[

A recent SEC staff report into the rating activities of various agencies has thrown up alarming examples of
a failure to do the job properly and follow correct procedures, says Ramona Dzinkowski

With the US financial crises behind
us, most North American investors are
breathing easier these days. But the
question is should they?
After the ratings agencies failed to
flag the instability of several major US
banks, the US Securities and Exchange
Commission (SEC) instituted new
regulations around the methods by
which companies are rated.
More specifically, under the Dodd
Frank Act 2010 the SEC proposed
new rules for: filing annual reports on
internal controls; addressing conflicts
of interest over sales and marketing
concerns; company influence over
ratings; information disclosure around
changes to credit ratings; policies and
procedures governing how a rating
is determined; publishing rating
methodologies; disclosing
information around thirdparty due diligence reports
for asset-backed securities;
establishing standards
for training credit rating
analysts; and requiring
consistent rating symbols
and definitions.
Late in Q3 of 2012, the
SEC published a staff
summary report of its
examinations of each
nationally recognised
statistical rating agency for
the period 1 August 2010 to
30 September 2011. What it
found has this investor nervous,
again.
After reviewing the ratings
activity for a selected number
of issuers, the SEC report found
that each of the larger agencies
and two of the smaller ones
‘did not appear to follow their
methodologies and certain policies
and procedures in determining
certain credit ratings’.

For example, one of the larger
agencies changed its method for
calculating a key financial ratio in
rating certain asset-backed securities,
but failed to disclose this change and
the effect on the ratings, and continued

to incorrectly reference the previously
used method in its published ratings
reports. It also failed to provide
sufficient disclosure around the method
for calculating this rating. The SEC was
also ‘concerned’ that the rating may
have been influenced by market share
and business considerations in its
application of the methodology used to
rate asset-backed securities.
For another large agency, the SEC
concluded that it delayed downgrading
a number of structured finance
transactions in order to give the issuers
the opportunity to avoid downgrades
by restructuring their transactions and
in anticipation of regulatory action.
In the case of one smaller agency, the
SEC found that it allowed the issuer to
improperly influence the substance of
its ratings press release. After receiving
a request from the issuer to recharacterise its opinion of the issuer’s
financial performance in its press
release, the agency did in fact alter
the press release language referring
to its opinion of the issuer’s
financial performance. Two weeks
after the agency published its
ratings and press release, the
issuer petitioned for bankruptcy.
So what do results like this
mean for investor security,
the perceived creditworthiness
of issuers around the world and,
ultimately, the smooth working of
capital markets in general? At the very
least, investors should continue to be
guarded when looking at the credit
ratings of securities, and issuers
need to take a more active role in
ensuring that their agencies comply
with SEC rules.
Sadly, one has to wonder if anything
has changed since 2010?
Ramona Dzinkowski is an economist
and business journalist

Every day
some of the
country’s
brightest maths
graduates go
to work to do
one thing. Teach.
This year over 70% of
new trainee teachers had
a first or a 2:1. If you
join them you could get
a tax-free bursary up to
£20,000*, or a scholarship
to train as a maths
teacher. It all adds up.
Search ‘get into teaching’
or call 0800 389 2500.

Rewarding
Challenging
Teaching

LMS

Advancing
Mathematics

London Mathematical Society

*Conditions apply. See education.gov.uk/teachconditions for full details.
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Whole in one

[

Finance professionals need strategic skills as
well as an understanding of the whole finance
chain, says ACCA president Barry Cooper

There has always been a recognition across the whole of
ACCA that it is critical for finance professionals to excel
in a range of areas. That view has been held even more
strongly since the global financial crisis – tough times
demand that our members have the skills to help get
businesses back on their feet.
New ACCA research shows that today’s employers need
finance professionals not only with the traditional skills but
who also get the ‘big picture’. Employers want new recruits
to understand the whole finance chain, to have skills and
experience in such things as risk management, while also
being able to develop effective strategies for growth and
drive financial insight, which businesses see as vital.
As part of ACCA’s report, The complete finance professional
2013, nearly 500 CFOs around the world were asked what
was important to them when it came to appointing new staff,
what gave them confidence in their new hires, and what skills
enabled them to grow their business, particularly since the
financial crisis.
The key findings demonstrate a need for new recruits to
possess a clear understanding of the differences between
management accounting and financial accounting, to know
about financial management, to demonstrate professionalism
and ethics, and to possess management skills.
Over 80% of respondents said that a complete understanding of
the finance value chain was critical, while 96% said newly qualified
finance professionals should know about financial management, and
94% said a good understanding of professionalism and ethics was
important. Management skills scored 73%.
The results strengthen our resolve not only to promote the
complete finance professional concept – to demonstrate the
contribution that those who hold the ACCA designation can make –
but also to continue to ensure that everything we do is underpinned
by offering excellent and relevant qualifications that meet the
needs of both business and individuals.
Read more about The complete finance
professional 2013 in the Corporate section
of this publication.
Professor Barry J Cooper
is head of the School of
Accounting, Economics
and Finance at
Deakin University,
Australia
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SCB WINS GOLD

Standard Chartered Bank has
become one of the few organisations
to be awarded ACCA’s global
Approved Employer (Trainee
Development – Gold) status. All
Standard Chartered finance and
accounting employees registered
as students with ACCA will receive
valuable support to help them
successfully complete the ACCA
examinations. Helen Brand, chief
executive of ACCA, said: ‘ACCA
greatly values the opportunities
Standard Chartered provides to ACCA
students and members worldwide to
gain an internationally recognised
qualification and to pursue varied
and rewarding careers. We are also
excited by the opportunities to
collaborate on a wide range of issues
such as the support for enhancing
the role of women within business
and the profession, and on improving
access to finance and expertise for
fast-growing businesses.’
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The view from:
Saudi Arabia: Ali Hammad ACCA,
financial adviser, Almutlaq Group
Q: How does your work support
the business?
A: My role is primarily to
analyse and report on
performance across the group
to the senior management
team, and to evaluate potential
acquisitions or investments.
Q: How does your professional
services background inform
your thinking now?
A: My work at KPMG in Pakistan and PwC in the
UAE was primarily in advisory teams, carrying
out due diligence, performing model audits and
business valuations. I very much enjoyed the
modelling aspect, and I’ve been able to make use
of that experience in my work today. Some of my
projects focused on cross-border M&A, which again
prepared me well for what I do today.
Q: How are regional economic and geopolitical
developments impacting on trading and investment
among the Saudi business community?
A: People still want to invest but there’s a much
bigger emphasis on exposure to risk, even among
the wealthiest individuals and most soundly
managed organisations. In turn, that has led to
greater diversification rather than the concentration
of effort in just one country or small region.

RAKE ACTIVATES EJECTOR SEAT

Former KPMG International chairman
Sir Mike Rake has stood down as
chairman of easyJet. Rake wrote to
fellow board members saying: ‘After
three years as chairman, and with
easyJet on the brink of entering the
FTSE 100, it felt the right time to set
in motion an orderly succession.’ Rake
remains chairman of BT Group and
deputy chairman of Barclays. He is
also a director of McGraw Hill and
chairman of the Guidelines Monitoring
Group, which has oversight of the
private equity sector following the
recommendations of Sir David
Walker’s review.

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

FAST FACTS

Business: Saudi conglomerate, established 1954
Locations: Riyadh and Al Khobar, as well as GCCwide joint ventures
Activities: Real estate, retail, manufacturing,
industrial services, investment
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The search for finance
Recently dubbed ‘the backbone of the European economy’, sound accounting practices
could help SMEs in their quest for finance and, ultimately, secure their survival
Small and medium-sized enterprises
(SMEs) in the European Union (EU)
complain they cannot get finance from
banks, or not on reasonable terms.
Banks counter that there is just not
that much demand. Politicians have
responded with schemes to improve
the flow of finance to SMEs. In
September last year, for example,
the UK government’s business
secretary Vince Cable announced a
plan to set up a state-backed British
Business Bank.
Against this background,
accountants play increasingly vital
roles as SME directors, employees or
advisers. ACCA has long argued that
tough credit conditions highlight the
value of good accounting practice
and standards.
So why all the noise? Just this: SMEs
comprise 99% of all companies across
the EU; 85% of EU employment growth
between 2002 and 2010 was down to
SMEs; and the growth rate of SME
employment was around twice that of
large companies, according to the
Netherlands-based EIM Business and
Policy Research. These trends have
reversed across the EU as a whole
since 2008.
‘But there’s a diverse experience
around Europe,’ says Manos Schizas,
senior economic analyst at ACCA.
‘Credit is tighter throughout Europe
than we would expect given the growth
figures, and that’s largely the result of
the banks’ recapitalisation efforts; but
there are parts of Europe – I’m
thinking Austria or Germany and some
of central Europe – where the supply
of credit is tighter than before but
nothing like as constrained as in the
UK or Ireland.’
That said, concern is widespread:
‘The role of SMEs as the engine of the
European economy is under threat,’
warned the authors of a September

2012 report for the European
Parliament’s Committee on
Employment and Social Affairs.
‘Finance is still one of the main
obstacles for small businesses,’
agrees Patrick Gibbels, secretary
general of the Brussels-based European
Small Business Alliance (ESBA).
‘Although the EU is making efforts
towards creating suitable financing
schemes, often the funds do not reach
their intended beneficiaries. There

decreased by about 1%, as did average
project value as SME needs for working
capital during the 2008/09 crisis
partly replaced demand for support for
capital investment. Seeing this, Austria
changed credit subsidy rules to allow
funding of SME operational activities in
2009 and 2010.
The EU report noted that Austria’s
micro-credit scheme was well received
by SMEs after initial administrative
issues were sorted out and banks

‘SOME SMEs DO NOT SEEK FINANCE BECAUSE
THEY JUST DON’T THINK THEY’LL GET ANY
AND, FOR THE MOST PART, THEY ARE RIGHT’
should be a much better
communication strategy to make SMEs
aware of the possibilities.’
He adds: ‘The European Commission
has recently been focusing its efforts
more towards equity tools, such as
venture capital. Whilst important, ESBA
warns against an over-reliance on these
funds as they only benefit highly
innovative SMEs, which of course make
up only a very small percentage of all
EU small businesses.’

Micro-credit scheme
Austria was one case study in the EP
report. Austria’s Wirtschaftsservice
(AWS) – a public agency promoting
the development of innovative
companies and commercialisation
of new technologies – channelled
early government help for SMEs.
This included: boosting credits by
€400m to €600m; a new micro-credit
facility; extensions of guarantees; and
the establishment of an SME fund
(Mittelstandsfonds).
So what happened? The number of
cases subsidised by the AWS rose
some 15%, while overall lending

made staff aware of its availability.
State guarantees for loans to SMEs
were extended and, as banks began to
increase the collateral needed for
credit, the guarantees helped to reduce
the collateral needed.
Intriguingly, given that banks in other
countries also report demand for loans
lower than media reports suggest, the
Austrian stimulus package was not
fully used up.
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The British experience is similar.
Bank of England figures in October
2012 showed the stock of lending to
businesses of all kinds by UK-resident
banks and building societies fell by
more than £2bn (€2.5bn) in the three
months to August 2012.
Net lending (gross lending less
repayments) by all monetary financial
institutions had been negative since
2011 Q2 as debt was repaid faster
than scheduled.
‘Business owners in the UK are not
investing massively and calling on new
debt capital,’ says David Ascott,
corporate finance partner and head of
the funding solutions team at
accountants Grant Thornton, London.
‘That said, the bank debt market is
difficult and there are a limited number
of places to raise capital when [the
UK’s] Big Four banks have been
focusing on larger, safer opportunities
for themselves rather than smaller and
more difficult ones.’
‘Some SMEs do not seek finance
because they are discouraged,’ adds
Schizas at ACCA. ‘They just don’t think
they’ll get any and, for the most part,
they are right. Discouraged demand
removes the worst credit risks first. So
it’s cost-effective for banks to
discourage demand.’
It is also clear that businesses have
tried to operate without needing so
much liquidity. ‘If you look at
indicators such as utilisation of

overdrafts, it’s historically low precisely
because businesses don’t want to have
anything to do with that kind of
liquidity,’ Schizas says.
Tighter credit criteria are a fact of
life, he acknowledges. ‘But banks are
not saying they will just not lend. They
want more reassurance and
information,’ he says. ‘Few people
realise just how poor SMEs generally are
at producing actionable, reliable
information about themselves that
banks or other funding providers need.’
He elaborated: ‘Rigorous
independent research in the UK shows
businesses that produce regular
management reports and have
financially trained people in charge of
finances are more likely to get funding.
Only 12% of UK SMEs actually have
both of these in place.’

Broad focus
Stephanie Hyde, a partner at PwC, and
PwC board member for the UK regions,
says: ‘We would advise businesses not
to be too narrow in their focus when
seeking additional funding. Think about
where you might get your funding from.
Have you thought about alternatives to
bank lending, such as venture capital,
private equity, commercial finance or
business angels? Have you investigated
the various government initiatives,
such as the support fund for
companies looking to export? Also,
be prepared to be flexible in terms of

*THE BACKBONE OF EU ECONOMY

SMEs with between 10 and 249 employees and turnovers from €2m to €50m
represent 99% of the European Union’s stock of companies and employ 70%
of its workers, some 75 million people. These enterprises account for 58% of
total turnover in the EU. A recent European Parliament report called them ‘the
backbone of the European economy’. The report urged the EU to help SMEs
to develop efficient internationalisation strategies to seize opportunities in the
global market.

36

Corporate

how much you are seeking, but also
on what timescale. Some lenders
may be more open to a plan that sees
you receive a small portion of your
lending request now and more in the
future for example.’
Hyde adds: ‘It goes without saying
that companies looking to access
finance should be sure that they have
their accounts in good order and have
realistic and honest figures around
future growth and cashflow. But if
companies really want to have the best
chance, we would advise them to have
a well thought out business plan and
strategy with them to show the lenders
they really know their business and
where they want to take it.’
It is important for all parties in the
debate on SME financing to be able to
agree on facts, Schizas says. The UK’s
Treasury (finance ministry) and Bank
of England (central bank) are prepared
to spend billions financing banks to
lend to business through a Funding for
Lending scheme, but what if the key
issue really is whether businesses can
provide high-quality information?
Funding for Lending in the UK has
had no effect on lending to business,
but has instead had the unintended
effect of bolstering the property
market, Schizas says.
‘If it turns out that the issue is not
funding for banks, but some kind of
support for business, then the Treasury
and Bank of England should be
prepared to put some money into that,
though not billions,’ Schizas suggests.
ACCA research has found that the
most reliable influence on whether a
business can raise finance is the state
of its cashflow. ‘It isn’t something you
can fix the moment you need funding,’
says Schizas. ‘It’s something that

comes out of day-to-day management
of the business.’
In his view, by the time a business
decides to seek funding, its chances of
securing finance depend almost
entirely on the nature of the business
and how it has been run.

Stress-testing
‘SMEs should recognise that banks
face challenges too,’ says Grant
Thornton’s Ascott. ‘Businesses should
research a broader group of funders
than in the old days. A range of new
debt funds and providers has arisen.’
Robust business plans that have
been thoroughly stress-tested are a
minimum requirement for seeking
finance, he says.
‘SMEs also need ensure that what
they are asking for is correctly targeted
at the capital providers they are talking
to. If it’s an equity capital requirement
because there’s no cashflow and it’s all
goodwill and no security, then there’s
no point speaking to a high-street bank
about it,’ Ascott advises.

A final observation is that EU
countries with more decentralised
banking have tended to do better in
supplying credit to SMEs. ‘In
decentralised systems, SMEs did not
become as dependent on credit in the
boom times,’ says Schizas. ‘These
banks ration their capital to a level of
risk that they are comfortable with and
will not lend beyond that.’
In more centralised systems such as
the UK, banks are more comfortable
modelling the market and generally
proceed on the presumption that they
can lend, but at a price, he adds.
‘In boom times places like the UK
saw the supply of credit to small
business go up substantially more than
in Austria and Germany, and more
marginal borrowers were brought into
the system at higher interest rates.’
Those marginal borrowers have been
dropped overnight. ‘Which is why you
see this big cliff in credit supply in the
UK,’ Schizas says.
Robert Stokes, journalist

*STARTUPS KEY IN ALT+FINANCE

Refused loans and overdrafts by banks, some start-up SMEs now solicit early
stage finance though ‘crowdfunding’ mediated by online services such as
Kickstarter.com, Seedrs.com, and Bloomvc.com. Crowdfunding is all the rage
and making headlines daily.
US-based Kickstarter, through which entrepreneurs invite donations and
pre-sales of goods and services rather than offering equity like Seedrs,
has now expanded into Britain. While these new channels have been
generally welcomed, some accountants have pointed out that directors
have a responsibility to shareholders and should know more about investors
providing capital through this route – especially when minimum investments
via crowdfunding can be very low: £10 in the case of Seedrs.
Some business angel organisations warn crowdfunded businesses that later
approached angels for next-stage capital might find that a complex share
register would deter angel investment.
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How to prepare for the worst
Economist Tim Harford explains why the lessons that have emerged from industrial
disasters should be applied to prevent future financial disasters
The financial crisis was so traumatic
that it is tempting simply to conclude
that all banking risks should be
legislated out of existence, with fancy
financial instruments outlawed and
banks compelled to hold gigantic
capital cushions. But that would
take for granted – and threaten – the
benefits we now enjoy from banking.
The end of error in finance would also
be the end of new ideas, and indeed
of most banking as we know it.
We’d miss it. In the 1960s, my
father-in-law tried to get a mortgage. He
couldn’t. He was a dentist, so selfemployed – too risky. Property was
concentrated in the hands of a narrow
class of wealthy landlords who were
able to buy it cheap, without much
competition, and rent it out to the
masses. Immigrants or those with the
wrong colour of skin were often the last
to be able to get hold of a loan to buy
their own home. Let’s not forget that,
although we ended up taking several
steps too far in making mortgages easy
to come by, those steps started off as
being in the right direction. As in any
other sector, some innovations in
finance will inevitably fail. And as in any
other sector, those inevitable failures are
a price well worth paying for innovations
that succeed – but only if the failures
are survivable. Economist John Kay’s
‘narrow banking’ proposal aims to

structure banks in such a way that the
financial system can continue to take
risks and develop valuable new
products, but without endangering the
system as a whole.
That is the key lesson that emerges
from industrial safety. We can make a
priority of getting more reliable
indicators of what is going on, in a
format that might enable a regulator
both to anticipate systemic problems
and to understand crises as they are
occurring. We can get better at
spotting latent errors more quickly by
finding ways to reward – or at least to
protect – those who speak up. We can
be more systematic about publicising
latent errors, too; the nuclear industry
now has a system for recording
near-misses and disseminating the
information to other power plants that
might be on the verge of making the
same mistake. But above all, we should
look at decoupling connections in the
financial system to make sure that
failures remain isolated.
After those fateful few days in 2008
when the US government let Lehman
Brothers fail and then propped up AIG,
many people drew one of two
contradictory conclusions: either AIG
should have been treated like Lehman,
or Lehman should have been treated
like AIG. But the real lesson is that it
should have been possible to let both

Lehman and AIG collapse without
systemic damage. Preventing banks
from being ‘too big to fail’ is the right
kind of sentiment but the wrong way of
phrasing it, as the domino analogy
shows: it would be absurd to describe
a single domino as being too big to fail.
What we need are safety gates in the
system that ensure any falling domino
cannot topple too many others.
Above all, when we look at how future
financial crises could be prevented, we
need to bear in mind the two ingredients
of a system that make inevitable failures
more likely to be cataclysmic:
complexity and tight coupling.
Industrial safety experts regard the
decoupling of different processes and
the reduction of complexity as valuable
ends in themselves. Financial regulators
should, too.

Deepwater Horizon
After nightfall on 20 April 2010,
Mike Williams was in his workshop
on a floating drilling rig in the Gulf
of Mexico. The rig was a colossal
engineering achievement, with a deck
400 feet by 250 feet, and the world
record for deep-water drilling to its
credit: over 35,000 feet – deeper than
Mount Everest is high. The rig’s team
had just completed the drilling and
sealing of the Macondo oil well, and
that very day had hosted executives
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from the rig’s operator, Transocean, and
the well’s owner, BP, to celebrate seven
years without a notable accident. But
the accident that was about to occur
would be far more than merely notable:
it was to be the worst environmental
disaster in American history. The name
of the rig was Deepwater Horizon.
Williams first realised something was
amiss when the rig’s engines began
revving wildly. He did not realise that
explosive methane gas had bubbled up
from the seabed, a mile below the
surface of the water. It was being sucked
into the rig’s engines, forcing them to
excessive speeds. Alarms sounded; lights
glowed so brightly that they shattered;
Williams pushed back from his desk just
as his own computer monitor exploded.
He was then hurled across the room by a
far larger explosion – pinned under a
three-inch steel fire door that had been
ripped off its hinges by the force of the
blast. He crawled towards the exit and
was again flung across the room by a
second flying blast door. Bleeding
profusely from a head wound, he finally
reached the deck of the rig to see that
the crew were already evacuating, not
realising that he and a few other crew
had survived and remained behind on
the rig. With a last thought of his wife
and young daughter, and a prayer,
Williams leapt from the deck of
Deepwater Horizon. Like the few
survivors of the Piper Alpha disaster, he
faced a ten-storey drop. Mike Williams
survived; eleven others died.
The exact distribution of blame for
the Deepwater Horizon explosion and
the gigantic oil spill that followed will be
left to the courts – along with a bill of
many billions of dollars. Almost five
million barrels of oil surged into the
Gulf of Mexico just 40 miles from the
coast of Louisiana. How did it happen?
Blame could possibly be attached to
the rig’s operator, Transocean; to the
contractor responsible for sealing the
well with cement, Halliburton; to the
regulator responsible for signing off on
the drilling plans; and of course to BP,
which owned the Macondo well and was
in overall charge of the project. Each
party has a strong financial incentive to
blame the others. Still, amidst the
confusion, the details that have

that is no great surprise; in such
disasters, multiple lines of defence are
almost always breached. The most
noticeable failure was that of the
blowout preventer, a massive seabed
array of valves and hydraulic rams
designed to seal the well in the event of
disaster. A congressional hearing has
heard that the preventer appeared to be
in a shocking state: one of the automatic
triggers had no battery power, while
another had a faulty component. The
preventer was leaking hydraulic fluid,
meaning that when it was eventually
triggered by a robot submersible, it
lacked the power to seal the well. All this
sounds shocking, but failsafe systems
such as the blowout preventer are often
in a poor state of repair because in an
ideal world they would never be used:
Deepwater Horizon’s blowout preventer,

‘TRIAL AND ERROR IS NOT ENOUGH WHEN
FACED WITH SYSTEMS THAT ARE NOT ONLY
COMPLEX BUT ALSO TIGHTLY COUPLED’
emerged at the time of writing suggest
a pattern that will now be familiar.
The first lesson is that safety systems
often fail. When the boat that picked
Mike Williams up circled back to tow a
life raft away from the burning rig, it
found the life raft tied to the rig by a
safety line. Transocean, the rig’s
operator, banned crew from carrying
knives – so the boat, and the life raft,
found themselves attached to a blazing
oil rig by an interacting pair of safety
precautions. (The safety line was
eventually severed and the crew
rescued.) Or consider a safety device
called the mud-gas separator: when the
well started to leak, blowing mud and
gas onto the deck of the rig, the crew
directed the flow into the separator,
which was quickly overwhelmed,
enveloping much of the rig in explosive
gas. Without this device, the crew would
simply have directed the flow over the
side of the rig, and the worst of the
accident might have been prevented.
The second lesson is that latent errors
can be deadly. BP’s own review of the
accident concluded that eight separate
lines of defence had been breached. But

which operated in extreme conditions a
mile under the sea, had last been
inspected five years before the accident.
The third lesson is that had
whistleblowers felt able to speak up,
the accident might have been
prevented. The well had been unstable
for weeks, and for months BP
engineers had been expressing concern
that the specific design of the well
might not be up to the job. The
Macondo well’s manager reported
problems with the blowout preventer
three months before the accident.
Meanwhile, Transocean’s safety record
had been deteriorating for the few years
prior to the accident; the company was
showing signs of stress after a merger.
On paper, BP has a clear policy of
protecting people who blow the whistle
with safety concerns. But in practice, the
tight-knit community of an offshore
drilling rig can encourage conformist
thinking, regardless of the official policy.
Oil companies, like banks, need to find
ways to encourage whistleblowers.
Fourth, the rig system was too tightly
coupled. One failure tended to
compound another. The rig was
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Above: an activist protests in front of the
federal court in New Orleans during the
trial of BP in 2012; left: campaigners
highlight the environmental damage
caused by oil disasters
designed as the key defence against
minor and major spills: the rig
contained the mud-gas separator to
prevent small spills, and also controlled
the blowout preventer. But at the very
moment when the rig’s capabilities were
most needed to plug the leak, the rig
itself was being torn apart by a series
of explosions. In an awful echo of Piper
Alpha, the blowout preventer could not
be triggered from the rig’s deck because
power lines had been severed in the
initial explosion. A safer design would
have decoupled the blowout preventer
from the rig’s control room.
Fifth, as Tony Lomas [PwC’s lead
administrator following the Lehman
Brothers collapse] could have attested,
contingency plans would have helped.
BP – along with other oil majors – was
humiliated when it was discovered that
their contingency plans for a major
spill included measures to protect the
local walrus population. This was not
actually necessary; walruses typically
look after themselves when oil is
spilled in the Gulf of Mexico by staying
exactly where they are, in the Arctic
Circle. The implication was clear: BP

and others seem to have grabbed a
contingency plan off the shelf, one that
was originally designed for drilling in
Alaska or the North Sea.
The final lesson is that of ‘normal
accident’ theory: accidents will
happen, and we must be prepared for
the consequences. The US government
signed off on the Macondo drilling
project because the risk of trouble was
thought to be small. Perhaps it was
small – but the chance of accidents is
never zero.
As the economy we have created
becomes ever more complex, both the
engineering that underpins it and the
finance that connects it all together will
tend to become more complex, too.
Deepwater Horizon was pushing the
limits of deep-sea engineering; Three
Mile Island came at a time of constant
innovation in nuclear technology; the
burgeoning market in credit derivatives
also tested the boundaries of what was
possible in finance. The usual response
to complexity, that of trial and error, is
not enough when faced with systems
that are not only complex, but also

tightly coupled. The costs of error are
simply too high.
The instinctive answer is to eliminate
the errors. This is an impossible dream.
The alternative is to try to simplify and to
decouple these high-risk systems as
much as is feasible, to encourage
whistleblowers to identify latent errors
waiting to strike, and – sadly – to stand
prepared for the worst. These are lessons
that some engineers – both petroleum
engineers and financial engineers – seem
to have to learn again and again.
Tim Harford writes ‘The Undercover
Economist’ column for the Financial
Times, and his ‘Dear Economist’
column is published in Men’s Health.
His writing has also appeared in
Esquire, Forbes, New York Magazine,
Wired, the Washington Post and the
New York Times. His previous books
include The Logic of Life and The
Undercover Economist. Harford is a
visiting fellow at Nuffield College,
Oxford, and Cass Business School,
London. He also presents the popular
BBC Radio 4 show More or Less.

This article is an extract from Tim Harford’s book Adapt: Why
Success Always Starts With Failure, published by Abacus at
£8.99. UK readers can buy the book for an offer price of £7.99;
call 01832 737525 and quote offer reference LB 159. Offer ends
30 June 2013. Copyright © Tim Harford 2011.
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Struggling to keep afloat
As rising oil prices threaten to blow the shipping industry into the financial doldrums, it
could trigger a price increase for other goods and services, warns Shenila Shallwani ACCA
The extraordinary rise in oil prices
has an indelible impact on many
industries. Being an activity that
depends greatly on oil, shipping
has not escaped this development.
Shiping is a crucial facilitator of
much of the world’s trade; so when
shipping costs rise, other areas of the
economy will feel the impact.
Shipping companies are highly
sensitive to market trends; in
particular, rising crude oil prices led
to a challenging year in 2012.
Overcapacity across all shipping
segments has put pressure on freight
rates, with this being further
compounded by the relentless rise in

bunker fuel prices since the beginning
of 2011. (Bunker fuel is any type of
fuel oil that is used aboard ships.)
The economists Paul Rubin and
Benjamin Zeliger have argued that ‘the
cost of moving goods, not the cost of
tariffs, is the largest barrier to global
trade today’.
Shipping companies are facing a
volatile situation with high bunker fuel
costs, lower demand for shipping
services, and depressed freight rates.
In addition, there is the more serious
issue of the declining asset values
of ships..
Bunker fuel prices have risen
steadily from a range of around

US$500 per metric ton (MT) in late
2010 to above US$700 per MT in early
2011, and were hovering around
US$600 per MT in 2012. These prices
are not expected to ease until well into
the middle of 2013 and higher bunker
fuel prices would eat into any
improvements in earnings from freight.
Shipping companies are being
backed into a corner by rising input
costs and falling freight rates, moving
even larger shipping companies
towards operating losses.
The spike in bunker fuel prices has
drastically eroded the already slim
profits experienced by shipping already
companies, which were already saddled
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with other rising costs such as vessel
purchase, onboard equipment, and
repair and maintenance of their fleet.
All these add pressure to the operating
costs of shipping companies.
Such is the dependency of the
business world on oil that any hike in
its price triggers an all-round increase
in the prices of many goods, materials
and services.
Bunker fuel represents as much as
60% of total ship operating costs.
Ocean carriers are thus required to
recover these costs to maintain levels
of service, meaning the price of
shipping goods will continue to face
upward pressures. Recovery of fuel
cost from cargo customers is a
challenge when one considers that
vessel capacity utilisation is not 100%,
that different trades and commodities
can handle different levels of rates,
and that fuel prices continue to rise. If
a cargo shipper is paid less than its
share of the fuel cost, it means that
the carrier fails to recover its operating
cost, which is not a sustainable
business scenario.
Such an increase cannot be taken
lightly. Shipping companies are now
using a range of measures to cut costs,
including adding more vessels,
steaming or sailing at lower speed,
reconfiguring routes, focusing on
technology-based fuel-saving measures,
increasing the maintenance of their
ships and raising surcharges and
bunker fuel adjustment factor (BAF).
How carriers seek to obtain recovery
of these rapidly rising fuel costs in the
current market is a matter for
commercial negotiations, but the
significance, magnitude and the
consequences of the challenge
continue to grow.
Financially, the shipping industry is
in the doldrums, suffering from overcapacity and high oil prices. Tough
times have led to new ideas on how to
cut costs and improve the
environmental impact of shipping.
These days many shipping lines believe
that bigger is better, not just for the
shipping companies’ bottom line, but
also the environment. ‘The bigger the
ship, the lower the fuel consumption.

The most important thing that we’re
doing to reduce costs is simply sailing
slower than we would normally do,’
says Thomas Riber Knudsen, Asia
Pacific CEO of shipping line Maersk.
Thus the slow steaming approach
adopted by shipping lines to reduce
bunker fuel consumption is good news
for environmentalists, as lower average
speed of vessels reduces emissions.
High oil prices may provide the
impetus for further technological
improvements to ship performance and
encourage the use of alternative energy
such as gas and biofuels.
The World Shipping Council has fully
supported the efforts of the US and

ocean container can be 17 times more
fuel efficient than transporting the
same goods by air and 10 times more
efficient than transporting the goods by
road’. However, the increase in
international fuel prices is affecting the
current variable service costs of the
shipping industry.
The IMO has embarked on a
greenhouse gas reduction programme,
part of which will come into action in
2013, which for the first time includes
CO2 emissions. The IMO believes the
new measure could reduce these
emissions by 180 million tons annually
by 2020 and save $34bn to $60bn in
fuel costs.

FURTHER TAXES ON FUEL CONSUMPTION WILL
NOT CAUSE FEWER GREENHOUSE GAS EMISSIONS,
THEY WILL ONLY RAISE SHIPPING COSTS
other governments to establish new
environmental standards for vessel air
emissions, and supports the new
standards that the International
Maritime Organization (IMO), shipping’s
international regulator, has recently
agreed for engines and fuel. However,
the cost of low-sulphur fuels to be used
in emission control areas will roughly
double the cost of bunker fuel, thus
increasing operating costs even further.
While the liner shipping industry fully
understands its responsibility to
implement and adhere to these new
environmental standards, it is essential
that the environmental community and
regulators also understand that fuel
prices are already causing ships to
minimise fuel consumption and
minimise emissions. Ships cannot
afford to waste fuel and do not emit
more CO2 than is necessary for the
conduct of commerce. Further taxes
or charges on fuel consumption will
not cause fewer greenhouse gas
emissions; they will only raise costs,
and further add to inflation.
It is important to recognise that
ocean shipping is the most energyefficient form of freight transportation.
Recent estimates by the World Shipping
Council show that ‘moving goods by

Every sector of the economy is being
affected by rising fuel costs. The ocean
transportation industry is being
particularly hard hit. While ocean
carriers may provide the most fuelefficient form of transportation, they
face an unavoidable imperative of
recovering these rising costs if current
service levels are to be maintained.
Even when the global economy
recovers, there is limited chance of
freight rates increasing because of the
oversupply of shipping capacity. This
could be very damaging for the shipping
industry because several shipping lines
are already trying to keep their heads
above waters and are counting on an
upturn in the freight market.
Surviving in the current situation is
going to prove very difficult for many
shipping lines and it is important that,
in Pakistan’s case particularly, the
government takes some measures to
help the industry. Given the fact that
shipping is the lifeline of Pakistan’s
trade-dependent economy, it is
important to address the concerns of
the industry in order to ensure that
growth of trade is not jeopardised.
Shenila Shallwani ACCA is a business
analyst at NIB Bank, based in Pakistan
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The complete finance professional
We report on new ACCA research highlighting the need of the post-crisis finance
function for accountants who not only have skills in depth, but also in breadth
The vast majority of CFOs who are
looking to appoint new staff believe
potential employees should have
both a breadth and depth of finance
expertise and capabilities, a new
report from ACCA reveals.
Called The complete finance
professional: Why breadth and depth of
finance capability matter in today’s
finance function, the report is based on
a survey of nearly 500 CFOs in the UK,
Malaysia, Russia, China and the UAE
(see box on opposite page).
‘More than 80% of respondents said
a complete understanding of the
finance value chain – from budgeting to
external reporting – and how all this
fits together, was critical,’ says ACCA
chief executive Helen Brand. ‘Given the
breadth of financial activities that
finance leaders are now engaged in, it
is hardly surprising they are looking to
recruit employees with a broad range
of skills and understanding.’
She adds that finance functions now
have to be excellent in a wide range of
capabilities, from supporting
businesses to managing risk,
developing effective strategies for
growth, driving financial insight and
maintaining appropriate levels of
control across the organisation as well
as ensuring its statutory and regulatory
responsibilities are met.
‘This confirms our belief that ACCA
offers a relevant qualification that
meets the needs of business,
individuals and employers to ensure
that we develop the complete finance
professional capable of achieving
strategic roles in business,’ she says.
In today’s finance function, ensuring
a balance of skills across the entire
finance value chain has never been
more important. Broad-based
professional finance qualifications
provide a vital grounding in developing
the skills that businesses need in a
number of areas, discussed below.

The whole finance value chain
The reality of finance roles in the
corporate sector today is that
breadth of understanding across the
finance value chain remains entirely
relevant. It is difficult to conceive of
finance professionals with statutory
reporting responsibilities not having
an appreciation or understanding of
external auditing principles. Competent
management accountants and financial
analysts should have an understanding
of risk issues. And those supporting
finance decision-making or investment
appraisal should be conversant with
basic tax or regulatory issues that may
affect project viability.
External audit training remains a
popular entry route into the corporate
sector because an understanding of
basic financial control and reporting
principles permeates so many different
finance roles.

Balanced finance leadership
Finance leaders must continue
to partner with the business and
collaborate with the CEO and
executive team to help drive the
organisation’s strategy. But this must
be balanced with their need to exercise
independence as the gatekeeper of the
organisation. Long-term value cannot
be created or sustained unless the
business is appropriately controlled,
its risks managed effectively, its funds
protected and maximised, and its core
fiduciary responsibilities met.

The growth in finance priorities
Effective cost management, better
forecasting, more insight, strengthening
the control environment, ensuring
appropriate levels of working capital
and managing risk have all recently
been identified in ACCA research as
key priorities for the finance function.
With the focus on sustainable value
creation, and the drive for transparency,

finance may also play an increasingly
important role in reporting on social
and environmental performance,
and assessing business investments
that have environmental and social
outcomes as well as financial ones.

Changing face of operations
Transformation of the finance function
is a priority for many businesses and
testimony to the desire for greater
efficiency and effectiveness through
balanced finance knowledge and
expertise. The construct of today’s
global finance function is designed
to drive improved capability across
the entire finance value chain,
transactional finance mastery in shared
services, specialist finance expertise
in centres of excellence such as tax
and corporate finance knowledge, and
business partnering activities to drive
more effective financial insight in the
retained finance organisation.

The partnering mandate
To become a trusted commercial
partner to the business, finance must
recognise that its reputation is built
on its traditional fiduciary capabilities;
these remain fundamental to creating
a platform for growth. Failure to
meet these responsibilities also has
significant reputational consequences
for the business.
If the business has assurance that
its assets are effectively controlled,
finance can devote more resources
and support to commercial partnering
activities. With the growing interest
in areas such as analytical insight,
the finance function has a significant
opportunity to expand its influence
across the business, but it must not
deprioritise core finance duties.

The future of ‘finance’ careers
Career paths in the finance function are
changing. According to ACCA research,

43

Finance leaders are operating in, and
having to react to, an increasingly volatile
and technology-driven global economy.
Clockwise from top left: protest against
corruption in Delhi, clashes in Cairo,
NYSE traders, and Hong Kong shoppers
over half of the younger generation are
seeking wider business careers while
some continue to want to pursue classic
finance careers.
For individuals, broad-based finance
qualifications such as ACCA help keep
career doors open to pursue a wide
range of finance and business careers,
as well as provide insights into future
career options.
From an organisational perspective,
it is recognised that the role of the
CFO is changing. With the increasing
breadth of responsibility, aside from
the requirement for a strong technical
understanding across a wide range
of finance disciplines, finance chiefs
are being expected by the business to
exhibit broader leadership capabilities.

The complete finance professional is
at www.accaglobal.com/complete

Benefits of broad-based qualifications to newly qualified finance professionals
Enables holders to see the
full financial picture

89%

Enables them to minimise
future financial risks

89%

Enables them to deal with
financial challenges

88%

Enables them to ask the
right finance questions

87%

Enables them to lead a
financial team

86%

Ensures ethical decision
making

83%

Enables them to build a
career on a solid structure

81%

Enables them to go in any
financial career direction

80%

Yes, provides a clear link

11%
11%
12%
13%
14%
17%
19%
20%

No, not especially related
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Model behaviour
Good financial reporting is an essential ingredient for inclusive businesses in emerging
markets that are seeking to bring low-income cohorts into their supply chains
Comprehensive and precise financial
reporting is critical to the success of
multinational businesses – and every
bit as important for small companies
in emerging markets.
Last year, the World Bank’s
International Finance Corporation (IFC)
released a report, Being the Change:
Inspiring the Next Generation of Inclusive
Business Entrepreneurs Impacting the
Base of the Pyramid, which highlights
IFC’s ‘inclusive business models’
strategy. It says companies are a key
tool in tackling poverty through
creating jobs and improving access to
goods and services. Without effective
financial reporting, these companies
simply cannot deliver.
In Being the Change, IFC profiles 14
industry leaders who have found a way
to balance financial returns and
long-term development impact through
inclusive business models, bringing
low-income producers and consumers
into their supply chains.

Nigerian fast food
Food Concepts, for instance, is a
leading West African quick service
restaurant and bakery operator
headquartered in Nigeria that works
closely with small-scale suppliers
and distributors, providing them with
inputs and training to improve their
livelihoods. Food Concepts’ partners
include Butterfield Bakery Nigeria
(which has nine bakeries) and poultry
restaurant chain Chicken Republic,
which has opened 65 outlets in Nigeria
and Ghana since 2004.
The fact that 90% of the food that
Nigerians consume is imported – even
though 70% of Nigerians work in
agriculture – is what gave Nigerianborn Food Concepts CEO Deji Akinyanju
the idea to develop home-grown food
and restaurant brands in Africa. IFC
praised how the company was meeting

its real-world business challenges
through a comprehensive supply and
distribution chain: ‘Current demand is
outstripping supply because of
underdevelopment in the agricultural
sector and strict import controls on
chicken,’ it noted.
One way to improve reporting and
financial management in emerging

Indians can now transact with 300
businesses in a variety of sectors
(transport, utilities, telecoms, etc) over
Suvidhaa’s e-platform for payments,
purchases, transfers, ticketing and
more. Suvidhaa’s physical network
currently totals about 55,000 retail
points across India.
‘Suvidhaa’s highly inclusive business

‘INCLUSIVE BUSINESS MODELS ARE NO DIFFERENT
FROM OTHER BUSINESS MODELS IN REGARD TO
CONTROLS AND DECENT FINANCIAL REPORTING’
markets facing such growing pangs is
to exploit e-commerce and internet
trading. Ireland-based wireless network
solutions provider Altobridge has also
been highlighted by IFC for its
attempts to remove the technical and
commercial barriers that deny remote
and rural communities access to
internet connectivity and affordable
mobile voice services.
Altobridge has designed, patented
and commercially deployed
technological solutions since 2002 to
help bridge the digital divide. Its
services enable mobile network
operators to affordably connect remote
communities (with between 100 to
1,500 subscribers) in countries such
as Malaysia, Indonesia, Ghana, Niger
and Papua New Guinea.

M-payments in India
Such networks can link businesses to
emerging market consumers in remote
areas. In India, Paresh Rajde, CEO of
Suvidhaa Infoserve, has been using a
web-based platform to expand access
to online services in the country. It
offers individuals the means to make
payments online and over their mobile
phones for a variety of different
products and services.

model brings the convenience of
electronic payments to a population
that still transacts largely in cash and
has relatively little access to payment
cards or the internet,’ according to
Being the Change.
‘In India currently only about 8% of
the population is able to transact
online, so clearly there is a huge gap,’
Rajde says. There are a few reasons for
this disconnect with online
transactions. ‘One is access to the
internet,’ he explains. ‘The second has
to do with lack of payment options,
and the third is the educational level of
consumers – their computer literacy,
for example.’
Trained as a professional accountant,
Rajde says that all Suvidhaa’s financial
reporting, accounting standards, legal
requirements and auditing practices
are ‘very standardised and the
company is highly compliant’. He adds:
‘Proper controls and financial reporting
are a prerequisite for any organisation,
whether it is an inclusive business
model or not.’
Integrating good accounting
practices is crucial for any business at
the very beginning of development,
Rajde says, in order to attract
investment in the first place. ‘If there
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were not proper controls, accounting
procedures and reporting structure, we
might become discredited as a
business itself. These practices are
essential for this business to succeed.’
He adds that accounting controls are
not put into place solely for the
comfort of investors, but are the
‘prerequisites of the business itself’.

*ELEMENTS OF GROWTH

International Finance Corporation imagines a world in which the four billion
people at the base of the economic pyramid (BOP) have access to the
products, services and economic opportunities they need.
By embracing this market segment, creative business leaders can find ways
to offer it those goods, services and economic opportunities through scalable,
‘inclusive’ business models. Key elements of such models include balancing
short-term returns with long-term goals, a local focus, considering the team to
be as important as the leader, seeing good relationships as the key to success,
and staying optimistic (crucial to growth).
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Amsterdam-based Wim Bartels,
global head of sustainability assurance
at Big Four firm KPMG, agrees that
financial reporting within inclusive
business models in emerging markets
is just as important as that within
multinational enterprises. ‘Inclusive
business models are no different from
other business models in regard to
controls and decent financial
reporting,’ he says, adding that trust in
a company is principally determined by
its ability to properly manage and
control the funds its business partners
have provided.
‘Proper controls and decent financial
reporting – internally and externally –
ensure that the company can
demonstrate one side of the inclusive
business coin – financial viability and
financial sustainability,’ he says. If a
business of any size wants to grow
sustainably, he says, ‘the financial side
of the business as well as the social/
inclusive side of business needs to be
managed’.
To highlight the
importance that financial
reporting holds in
emerging markets or
economies, Veronica
Poole, UK head of
corporate reporting and
global IFRS technical
leader for Deloitte,
says there are two
levels that need to be
considered – the
macro and the micro.
On the macro level,
accounting provides a
‘communications
language’ to express

*IFC’S WORK

the goals and role of businesses. Poole
says: ‘Good communications and good
accounting leads to reduced cost of
capital – and the ability in the first
place to access markets and raise that
capital. As long as the trust in
companies and markets is functioning
well, the end result is that companies
that communicate well pay less of a
risk premium when they try to raise
capital in the financial markets.’
She champions auditing as adding
value. Auditors, she says, ‘create an
environment of trust, and add to the
credibility of information, oiling the
whole financial market system’.

Everyone needs capital
On the micro side, inclusive business
models are important because
‘everybody needs capital’. Poole
explains: ‘As a sole trader, as you
enter the business environment there
is only so much leverage that you can
get out of what you invest in your

A member of the World Bank group, International Finance Corporation
(IFC) focuses on helping developing countries to achieve sustainable growth
through leveraging private investments and mobilising capital in international
financial markets.
In 2012, IFC investments totalled more than US$20bn. Over the past eight
years, inclusive business models have accounted for between 7% and 10% of
IFC’s annual US$7bn commitment, with the organisation working with over 300
inclusive business clients in 80 countries, where it has reached over 250 million
people. These business models are important in a world where four billion people
go without basic goods and services and have little hope of employment.

own business. You need the trust of
lenders. You need a language in which
you can communicate what your
business does objectively, and that’s
what accounting brings.’
At the micro level any small business
startup has the same challenge: raising
capital – and this is where accounting
plays a key role, she says, ‘in creating
the ability and language in which
people can explain what their business
does, what their business model is,
what their business risks are, and what
the financial returns are’.
She continues: ‘Small businesses
entering the regulatory world for the
first time are basically trying to explain
themselves in order to raise capital at
that very micro level.’
Obviously, there are differences
between a small startup in Nigeria, for
instance, and a European multinational.
Poole says: ‘Looking at some African or
Asian countries, you often have the huge
[barrier] of education, along with the
fact that you do not have the same
financial markets or lending cultures as
in the West, where there are wellestablished capital markets and
well-established routes to raising
capital. There may be no company
house or educated accountants and the
money may not be as easily available
because there are fewer investors, and
fewer sources of finance.’
Inclusive business models, however,
are helping to change this situation.
Poole says that the World Bank wants
sustainable growth, where capital
market lending can be credibly
developed worldwide. ‘The goal is to
have the same opportunities
available for a businessman in a
developing country versus one sitting
comfortably in the UK or the US.’
Bartels adds that multinationals
could have jam today and tomorrow
too through inclusive business models.
‘The emerging countries of today
might be the leading countries of
tomorrow,’ he says. ‘China will overtake
the US in terms of innovation, India
will be much stronger in the near
future, and this can be the same for
other emerging countries as well.’
MJ Deschamps, journalist
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MYANMAR OPPORTUNITY

Myanmar Vigour is to operate as an
independent correspondent firm (ICF)
for Deloitte in Myanmar. This will
enable Deloitte clients worldwide to
obtain professional services including
tax, consulting, financial advice and
accountancy from Myanmar Vigour
operations. Deloitte said that recent
reforms in the country and the lifting
of sanctions had led to growing
interest from companies wanting to
invest there. It added that many of
its clients wanted to invest and help
develop the country’s economy. ‘We
are delighted to be expanding our
ability to service clients in Myanmar
through our ICF relationship in what
is fast becoming a market that has
the potential for tremendous growth,’
said Chaly Mah, Deloitte’s Asia Pacific
chief executive. Myanmar Vigour will
continue to be led by its founder Soe
Win. Both KPMG and PwC opened
offices in the country at the end of
last year.

Shwedagon Pagoda, Yangon

NEWMAN TO HEAD TCS GLOBAL

Jeremy Newman has been appointed
non-executive chairman of TCS Global,
the global accountancy network
launched in November by UK company
Taylorcocks and French firm Soregor.
Newman has been managing partner
of BDO UK and global CEO of BDO
International and is currently chair of
the Audit Commission during its winddown. He said: ‘I am a non-executive
chairman so I see myself helping TCS
Global and challenging them, involving
my own experience for them to draw
upon.’ TCS Global has 36 offices in 16
countries and is targeting SMEs in its
business development.

47

The view from:
Australia: Gayle Dickerson FCCA,
partner, financial advisory, Grant
Thornton, Sydney
Q How do the challenges of recovery and
insolvency differ from those of audit or tax?
A You have to get quickly up to speed with the
most urgent business issues, as well as the main
personal drivers of the people who’ve turned
to us for support. When you’re able to grasp
the bigger picture and break everything down
into manageable tasks, business owners and
management teams feel immensely relieved that
they’re finally dealing decisively with challenges
that until now have been overwhelming.
Q What are the main recruitment and retention
challenges for recovery/insolvency firms?
A There’s still a battle for talent. Clients
increasingly look to their advisers to act as
business partners, so communication,
consulting and commercial skills are just
as crucial as sound technical knowledge.
Q What advice would you give newly
qualifieds in professional services?
A Not everyone will want to progress
to partnership – but there are still
excellent management roles that
will enhance your marketability.
And if you’re lucky enough to
be given the opportunity for an
overseas secondment, give it
serious consideration.
Q How do you achieve a good
work-life balance?
A I play competitive soccer –
sometimes, kicking a football
is just the thing to relieve
stress!
Q If you could do someone
else’s job for a week, whose
would it be?
A I’m a politics graduate, so Julia
Gillard’s – or David Cameron’s.

FIRM FACTS

Locations: Adelaide, Brisbane,
Melbourne, Perth, Sydney
Workforce: 1,300
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Battle for the numbers
Baker Tilly International is the eighth largest international network of accountancy firms in the
world. Its president, American Civil War fan Geoff Barnes, explains the network’s success
There’s a cannonball that takes pride
of place on Geoff Barnes’ mantelpiece
at home. It is no ordinary cannonball
– it last saw active service during
the American Civil War in the 1860s.
Barnes brought the ball back home
after delivering a speech to colleagues
a few years back. Knowing his
enthusiasm for all things to do with
the war, the partners at one of the
network’s US member firms presented
him with the gift. Getting it back into
the UK was a problem, however – the
ball required considerably more
paperwork than a traditional afterspeech gift would have needed.
As president of Baker Tilly
International, the network that spans
156 firms in 131 countries around the
world, Barnes is no stranger to
international travel bureaucracy, as he
reckons he spends around nine months
each year out of the UK. The extent of
the Baker Tilly International empire is
such that, in any given month, he
regularly passes through Heathrow to a
meeting in say Beijing, having just
visited colleagues in Latin America.
At 67, one would have thought that
such international travel would have
taken its toll, but he looks remarkably
well on it. Perhaps his appearance is
buoyed by the solid performance that
his network has just announced – fees
are up 3% to reach $3.3bn ($3.2bn in
2011), consolidating its position as the
eighth largest international network of
accountancy firms in the world.
‘I’m very pleased with that, given the
global marketplace at the moment,’ he
says. ‘Regionally, the Asia Pacific
region has been a big growth area,
specifically China, which has seen
enormous growth, coming in with
revenue of between US$150m and
US$160m. Two years ago it was
$66m.’ Barnes also reveals that Latin
America has grown 14%, while Europe

Baker Tilly name. ‘They left to join other
networks, but it’s a temporary drop, and
we are talking to a number of other
major firms – if we had this conversation
next year we would see a different
complexion to the US numbers.’

Keeping up standards

The basics
BAKER TILLY
INTERNATIONAL

*
*
*
*
*
*
*

Fee income 2012: $3.3bn
No of countries: 131
No of firms: 156
No of partners: 2,650
(2011: 2,577)
No of professional staff:
18,986 (2011: 17,965)
Total staff: 25,667
(2011: 24,481)
Offices: 672 (2011: 642)

has grown 8%, a solid performance
despite flat fee growth in the UK. ‘We
have seen growth in Russia, the ‘Stans,
Netherlands and Germany.’
However, the network has experienced
a fall in its US fee income, in part through
losing two major firms after a rebranding
campaign that led to one of its largest
US firms gaining exclusive rights to the

He notes two other fast-growing areas
– the Middle East and Africa – but also
accepts these markets are coming from
a low starting point and it is established
firms in mature marketplaces that are
bringing in the lion’s share of fees. ‘We
expect our G20 members, who account
for about 80% of our global revenues,
to be looking at serious growth.’
Alongside this growth, he expects the
firms to maintain high-quality services.
But how does he ensure this happens?
‘That is the challenge, frankly, for all
networks, including the big guys. We are
still a young network, having been
around for only 25 years. But when we
select firms, we are looking for a
particular type. We have a common
strategy, a global business plan based
on the four pillars of branding,
positioning, consistency and
collaboration. There may be different
local nuances but these are the four
cornerstones. And we expect all of our
member firms to follow these strategies.
This means that, hopefully, we are all
marching in the same direction.’
At the same time, he and his network
have to deal with outside regulators, an
issue that has been concentrating the
minds of international networks for
many years now. It is an aspect that is
not easy because, as Barnes observes,
the regulators are not ‘joined up’.

IT’S NOT UNREALISTIC TO EXPECT CHINESE FIRMS
TO BE CHALLENGING ESTABLISHED INTERNATIONAL
NETWORKS IN THE NEAR FUTURE
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‘Regulation in the UK may be a little
bit different from regulation in
Australia, or New Zealand, or Chile. So
when you are undertaking global
assignments, there are issues. But
regulation is fundamental, and you
have to comply with it, though we also
want to play our part in its evolution.’

Opportunity knocks
Which brings us neatly on to Europe
and the so-called Barnier proposals
that are set to rumble on well into the
summer before any clear decisions
are made. Here, Barnes sees an
opportunity for firms within his and
similar-sized networks. The notion
of shared audits, as opposed to
joint audits, where mid-tier firms
audit subsidiaries of multinational
companies that are audited by one of
the Big Four, is gaining support. ‘We
can do subsidiary work, and that works
because audit committees and CFOs
are realising that we can perform. And
we can show we are hungry to perform
at a fraction of the cost,’ he explains,
adding: ‘I’m not a Big Four basher, but
the dynamics of the economy are such
that it does require more choice.’
It is a topic that has dominated
Europe but one that has also
percolated through to other areas.
‘What it has done is wake up the
buying community to the possibility of
choice,’ he says. However, Barnes does
acknowledge that the mid-tier groups
need to ensure they have the resources
to move into new markets.
One such new market is China.
Writing in January’s edition of
Accounting and Business, Barnes
said that the accountancy profession
should recognise and salute China’s
progress and play its part in helping
resolve the challenges that remain. So
what is Baker Tilly International doing
in the country?
‘We, along with others, see China as a
major market, and a big driver of not
only our Asia Pacific region but
internationally.’ Baker Tilly China
operates as a single firm, based in 16
locations, having merged with another
firm, Vocation International CPA in
2010. It is one of China’s top 10 firms.
The network demonstrated its

The CV
Geoff Barnes began his
accountancy career with
Deloitte Haskins & Sells, where
he studied for both the ACCA
and ICAEW qualifications. After
becoming a partner at 27, he
was seconded to HM Treasury
and then to the firm’s Paris
office.
He subsequently joined a West
End M&A boutique, Casson
Beckman, which after a period of
substantial growth merged with
Baker Tilly in 1997. At the time
Casson Beckman was a member
of Summit International, while
Baker Tilly was a member of
BKR. The merged firm opted to
go with Summit.
In 2000, Barnes, by then a
senior partner at Baker Tilly, was
approached to run the international network out of New York.
But he didn’t want to move to the
US – so instead, the network
moved its headquarters to
London, allowing Barnes to take
up the position of chief executive
and president. Two years later,
the network rebranded as Baker
Tilly International.
Married, with children and
grandchildren, Barnes maintains
his passion for the American Civil
War, and is looking forward to
watching Lincoln as soon as it is
available as an inflight movie.

commitment to China when it held its
annual world conference in Beijing last
October. During the conference, Barnes
told the assembled congregation that
in the next decade five of the biggest
Chinese audit firms were likely to be
international players. ‘The accounting
profession in China is relatively young
but it is on an accelerated upward
trajectory; it is not unrealistic to expect
a number of Chinese firms to be
challenging the dominance of
established international networks in
the near future,’ he said.
The Chinese government is keen to
create domestic accountancy firms
capable of auditing the country’s huge
state-owned enterprises (SOEs) as well
as the legion of rapidly growing
businesses, especially as they
increasingly look overseas for growth
opportunities. As part of this policy,
China has recently brought in
regulation mandating that audit firms
should have a minimum of 60% of
partners qualified as CICPAs by 2014.
‘At Baker Tilly China we are some way
ahead in this regard – all of our senior
partners and management team are
Chinese nationals – and our active
programme of secondments is
providing newly qualified CPAs with
valuable international experience,’
Barnes says. ‘We want to be a big player
in China,’ he adds.

Into Africa
The network also wants to be a big
player in that other continent of growth
potential – Africa. ‘Go back 15 or 20
years,’ says Barnes, ‘and the midmarket accountancy firms had very little
coverage in Africa; it was the domain of
the big firms. But now we are all over
Africa, it is a major part of our strategy.’
Barnes observes that the continent
can be split into sub-regional areas,
each of which has its own particular
traits, characteristics and historical
affiliations. ‘Doing business is a
challenge,’ says Barnes, ‘there is still
corruption and instability, and a lack of
understanding about how capital
markets work. But we are very excited.’
The network is pulling together to
ensure the more developed firms help
less developed ones across the

51

NETWORK MERGERS COULD AFFECT THE ‘ONEFIRM-PER-COUNTRY’ POLICY THAT BAKER TILLY
INTERNATIONAL GUARDS VERY JEALOUSLY
continent. When the network announced
new firms in Mozambique and Angola,
the Portuguese firm was quick to lend
its support in developing the practices.
Barnes sees particular growth
opportunities for the network across
Africa in the extractive industries,
financial services and retail.
The Middle East is also proving
fruitful, including Palestine, where there
is a vibrant stock market. ‘It is another
area we should be in, and our move into
the territory was fully supported by the
Israeli firm,’ he explains.
As well as growing organically
through exposure to high-growth
markets, mid-tier firms are looking at
growth through acquisition. Indeed, in
January this year Baker Tilly Monteiro

Heng merged with Moore Stephens AC
in Malaysia to create the sixth largest
accountancy firm in the country. And
equally, there has been plenty of talk
over the last few years of mergers at a
network level, though Barnes is
sanguine about such possibilities.
‘There have been many mergers at a
firm level, but it is a much taller order
for network mergers,’ he believes,
adding that such tie-ups could affect the
‘one-firm-per-country’ policy that Baker
Tilly International guards very jealously.
‘It could be the next step for some,’ he
says. ‘But do I have any evidence of
that? No.’
Another challenge for many
organisations, including Baker Tilly
International, is that of talent retention.

Barnes acknowledges that the millennial
group of up-and-coming accountants
can become bored with the routine of
auditing. ‘We have a reservoir of
graduates who want to be stimulated
through the whole of their career, who
want to use their grey matter,’ he
explains, fearing that a more automated
audit process will become an everincreasing turn-off. ‘We have been driven
down this path by regulators, who
believe that auditor independence can
be compromised when auditors give
advice to their clients. But young people
like that element of advice, not just
ticking boxes.’
It is an age-old problem, one that
Barnes and his colleagues around the
world will continue to grapple with for
some time, making the problem of
importing a cannonball through the
arrivals hall at Terminal Five look like a
stroll in the park.
Philip Smith, journalist
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Defining moment
IAS 32 sets out to bring some much needed clarity to the definitions of assets
and liabilities in relation to debt instruments, explains Graham Holt
The difference between debt and
equity in an entity’s statement
of financial position is not easy
to distinguish for preparers of
financial statements. Many financial
instruments have both features,
with the result that this can lead to
inconsistency of reporting.
The International Accounting
Standards Board (IASB) agreed with
respondents from its public
consultation on its agenda (December
2012 report) that it needs greater
clarity in its definitions of assets and
liabilities for debt instruments. This
should therefore help eliminate some
uncertainty when accounting for assets
and financial liabilities or non-financial
liabilities. The respondents felt that
defining the nature of liabilities would
advance the IASB’s thinking on
distinguishing between financial
instruments that should be classified
as equity and those instruments that
should be classified as liabilities.
The objective of IAS 32, Presentation,
is to establish principles for presenting
financial instruments as liabilities or
equity and for offsetting financial
assets and liabilities. The classification
of a financial instrument by the issuer
as either debt or equity can have a
significant impact on the entity’s
gearing ratio, reported earnings, and
debt covenants. Equity classification
can avoid such an impact, but may be
perceived negatively if it is seen as
diluting existing equity interests. The
distinction between debt and equity is
also relevant where an entity issues
financial instruments to raise funds to

settle a business combination using
cash or as part consideration in a
business combination. Understanding
the nature of the classification rules
and potential effects is critical for
management and must be borne in
mind when evaluating alternative
financing options. Liability
classification normally results in any
payments being treated as interest and
charged to earnings, which may affect
the entity’s ability to pay dividends on
its equity shares.
The key feature of debt is that the
issuer is obliged to deliver either cash
or another financial asset to the holder.
The contractual obligation may arise
from a requirement to repay principal or
interest or dividends. Such a contractual
obligation may be established explicitly
or indirectly, but through the terms of
the agreement. For example, a bond
that requires the issuer to make interest
payments and redeem the bond for
cash is classified as debt. In contrast,
equity is any contract that evidences a
residual interest in the entity’s assets
after deducting all of its liabilities. A
financial instrument is an equity
instrument only if the instrument
includes no contractual obligation to
deliver cash or another financial asset
to another entity and if the instrument
will or may be settled in the issuer’s
own equity instruments.
For instance, ordinary shares, where
all the payments are at the discretion
of the issuer, are classified as equity of
the issuer. The classification is not
quite as simple as it seems. For
example, preference shares required to

be converted into a fixed number of
ordinary shares on a fixed date or on
the occurrence of an event certain to
occur should be classified as equity.
A contract is not an equity instrument
solely because it may result in the
receipt or delivery of the entity’s own
equity instruments. The classification of
this type of contract is dependent on
whether there is variability in either the
number of equity shares delivered or
variability in the amount of cash or
financial assets received. A contract
that will be settled by the entity
receiving or delivering a fixed number of
its own equity instruments in exchange
for a fixed amount of cash or another
financial asset is an equity instrument.
This has been called the ‘fixed for fixed’
requirement. However, if there is any
variability in the amount of cash or own
equity instruments that will be delivered
or received, then such a contract is a
financial asset or liability as applicable.
For example, where a contract
requires the entity to deliver as many
of the entity’s own equity instruments
as are equal in value to a certain
amount, the holder of the contract
would be indifferent whether it received
cash or shares to the value of that
amount. Thus, this contract would be
treated as debt.
Other factors, which may result in an
instrument being classified as debt, are:
is redemption at the option of the
instrument holder
is there a limited life to the
instrument
is redemption triggered by a future
uncertain event that is beyond the

*
*
*

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

control of both the holder and
issuer of the instrument, and
are dividends non-discretionary.
Similarly, other factors, which may
result in the instrument being
classified as equity, are whether the
shares are non-redeemable, whether
there is no liquidation date or where
the dividends are discretionary.

*

The classification of the financial
instrument as either a liability or as
equity is based on the principle of
substance over form. Two exceptions
from this principle are certain puttable
instruments meeting specific criteria
and certain obligations arising on
liquidation. Some instruments have
been structured with the intention of
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achieving particular tax, accounting or
regulatory outcomes with the effect
that their substance can be difficult
to evaluate.
The entity must make the decision as
to the classification of the instrument
at the time that the instrument is
initially recognised. The classification is
not subsequently changed based on

54

Technical

changed circumstances. For example,
this means that a redeemable
preference share where the holder can
request redemption is accounted for as
debt even though legally it may be a
share of the issuer.
In determining whether a
mandatorily redeemable preference
share is a financial liability or an equity
instrument, it is necessary to examine
the particular contractual rights

are convertible into a fixed number of
equity shares and carry interest – are
accounted for as separate liability and
equity components. Split accounting is
used to measure the liability and the
equity components upon initial
recognition of the instrument. This
method allocates the fair value of the
consideration for the compound
instrument into its liability and equity
components. The fair value of the

SOME INSTRUMENTS ARE STRUCTURED TO
CONTAIN BOTH A LIABILITY AND EQUITY ELEMENT
attached to the instrument’s principal
and return elements. The critical
feature that distinguishes a liability
from an equity instrument is the fact
that the issuer does not have an
unconditional right to avoid delivering
cash or another financial asset to settle
a contractual obligation. Such a
contractual obligation could be
established explicitly or indirectly.
However, the obligation must be
established through the terms and
conditions of the financial instrument.
Economic necessity does not result in a
financial liability being classified as a
liability. Also a restriction on the ability
of an entity to satisfy a contractual
obligation, such as the company not
having sufficient distributable profits or
reserves, does not negate the entity’s
contractual obligation.
Some instruments are structured to
contain elements of both a liability and
equity in a single instrument. Such
instruments – for example, bonds that

consideration in respect of the liability
component is measured at the fair
value of a similar liability that does not
have any associated equity conversion
option. The equity component is
assigned the residual amount.
IAS 32 requires an entity to offset a
financial asset and financial liability in
the statement of financial position only
when the entity currently has a legally
enforceable right of set-off and intends
either to settle the asset and liability
on a net basis or to realise the asset
and settle the liability simultaneously.
An amendment to IAS 32 has clarified
that the right of set-off must not be
contingent on a future event and must
be immediately available. It also must
be legally enforceable for all the parties
in the normal course of business, as
well as in the event of default,
insolvency or bankruptcy. Netting
agreements where the legal right of
offset is only enforceable on the
occurrence of some future event, such
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as default of a party, do not meet the
offsetting requirements.
Rights issues can still be classified as
equity when the price is denominated in
a currency other than the entity’s
functional currency. The price of the
right is denominated in currencies other
than the issuer’s functional currency
when the entity is listed in more than
one jurisdiction or is required to do so
by law or regulation. A fixed price in a
non-functional currency would normally
fail the fixed number of shares for a
fixed amount of cash requirement in
IAS 32 to be treated as an equity
instrument. As a result, it is treated as
an exception in IAS 32.
Two measurement categories exist
for financial liabilities: fair value
through profit or loss (FVTPL) and
amortised cost. Financial liabilities
held for trading are measured at
FVTPL, and all other financial liabilities
are measured at amortised cost unless
the fair value option is applied.
The IASB and US Financial
Accounting Standards Board have been
working on a project to replace IAS 32
and converge IFRS and US GAAP for a
number of years. The ‘Financial
instruments with characteristics of
equity’ project (‘FICE’) resulted in a
discussion paper in 2008, but has
been put on hold.
Graham Holt is an examiner for
ACCA, and associate dean and
head of the accounting, finance and
economics department at Manchester
Metropolitan University Business
School
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Off their trolley?
In the fourth article in his economic value added series, Dr Tony Grundy uses value and cost
driver analysis to show why supermarket trolleys without coin locks make no business sense

This month we will be looking at a
value-creating activity to analyse and
separate out value and cost drivers
and draw from a case study on
supermarket trolleys, which is a subactivity of customer service.
We can define value drivers as
anything outside or within the business
that generates cashflows directly or
indirectly, now or in the future.
Examples of value drivers could be
branding, superior product quality, a
surge in customer demand, or the
increased recognition of the
importance of something.
Cost drivers can be defined as
anything outside or inside the business
which generates cash outflows directly
or indirectly, now or in the future.
Examples of cost drivers could be
economies of scale, complexity, poor
quality, inefficiency, capital costs, etc.
Notice these definitions cover not
only direct, but also indirect value and
costs, and therefore include systemic
properties. Also, they may incorporate
future value and cost drivers.
Another important element is that
often they are at bottom behavioural in
nature. Customer demand is very much
influenced by emotional factors, even
in the business-to-business market.
Equally, a lot of cost drivers are
behavioural and reflect such barriers as
resistance to change and inflexibility.

Value and cost driver trees
To get a better understanding of value
and cost drivers it is useful to represent

them pictorially. Take the case of
investing in a supermarket trolley that
is guaranteed to go in a straight line.
The diagram on the final page of this
article shows that value creation is
segmented, initially into the two main
stakeholders: customers and company.
This is then broken down into the
types of value added – for example,
customers will find new trolleys less
irritating to use. The next level down
then offers some idea of how the
value might crystallise; for instance, in
reducing the number of lost customers,
or attracting new customers. This is the
‘value indicators’ level.
By drilling down inside value creation,
we then get to a point where we can
collect data to confirm that value is real
– and estimate what that value is, albeit
approximately. Carrying out this process
is rather like being a value detective and
involves bringing data together from
many sources – customer, competitive,
operational, behavioural and even
attitudinal, as we will see in the case of
coin-locked trolleys.
Space prevents showing the cost
driver tree, but in the supermarket
trolley example it would show
investment costs split from ongoing
costs, with the latter further split into
retrieval, damage, losses, ecological
costs, etc.

Context
In 2008, 450,000 trolleys were sold
in the UK at £50 each – a market of
£22.5m. Approximately 90,000 of

them – around 20% – were equipped
with locks. In continental Europe, by
comparison, 98% of trolleys have
locks, which is a puzzle.
In the UK, though, with the exception
of the lower-priced supermarket
chains, coin locks on trolleys are used
only where losses have become acute.
With coin-locked trolleys’ penetration
of the UK supermarket market limited
to 20%, the question arises of what
the limiting factors are?
The costs of loss and damage or
mismanaged trolleys are around 50%
higher in the UK than in most
European countries, so finding out why
more UK trollies are not coin-locked is
clearly of value.

Economic value of coin locks
We will take a look at the value and
cost drivers of coin-locked trolleys and
then examine the differences between
coin-locked and conventional trolley
sites and the impact on customer
value, retrieval costs, damage and
losses, and the environment.
The key value drivers of coin locks
on trolleys include:
longer economic lives for trolleys;
a less cluttered car park;
ecological value from fewer rusting
trolleys;
avoidance of customer irritation at
trolleys that don’t naturally go in a
straight line;
publicising the ecological benefits
might boost the supermarket’s
green image.

*
*
*
*
*
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The value destroyers of coin locks on
trolleys are:
customer irritation arising from not
having a pound coin;
engendering a downmarket feel that
could make customers switch to
other stores;
the perception of poor customer
service or a supermarket cutting
corners to save money.
Cost drivers for coin locks include:
the resources spent on retrieving
misplaced trolleys;
damage and losses to existing
trolleys;
investment in new trolleys;
a larger than necessary fleet of
trolleys.

*
*
*
*
*
*
*

Impact on customer value
Market data collected on two stores
indicated that resistance to the
introduction of coin-locked trolleys
would not be very substantial as
long as the move was well explained
and implemented.

Loss and damage costs

One surprise was that 75% of
customers at the coin-locked site didn’t
mind the coin locks. None said they
would definitely switch store. This was
a crucial behavioural factor in the
study, alongside sensitivity to
ecological issues – one which could
outweigh any negatives.
Neither customers nor staff at the
coin-locked site had any real idea of
the scale of losses, so publicising this
could help reduce even further the
residual negativity towards trolleys.
Data was collected for all value and
cost drivers from many sources. Here I
will only deep-dive on selected
numbers due to space considerations.

Retrieval costs
If an average trolley retriever can move
a maximum of eight trolleys at a time
(a limit imposed by health and safety
factors), then industry estimates
suggest that an average employee will
retrieve 48 trolleys per hour. A trolley
employee is paid £9.33 per hour, so

Per store

All stores

Losses

£6,000

£3.6m

Retrieval outside stores

£3,881*

£2.3m

Damage – repairs

£600

£360,000

Total

£10,481

£6.2m

*other estimates

the unit cost of retrieval is around:
£9.33 per hour divided by 48 trolleys =
19p per trolley
Assuming that the average
supermarket shop – using a trolley – is
around £40, then the 19p cost of
retrieval is as much as 0.475% of
revenues; if major savings could be
made here, that would be significant in
terms of margin impact. If the cost of
trolley retrieval could be cut by 50%,
the revenue saving would be 0.24%.
Interestingly, if we assume that
supermarket margins are around 5%
of revenue, then this saving could drive
up the chain’s margin by around 4.7%.
The time spent in trolley retrieval
across an average store can be
calculated on the basis of Tesco’s
Royston store in the study. Here the
roster added up to five shifts per day
of full-time equivalents, or 35 full days
deployed each week: 35 x 8 x £9.33 an
hour = £2,612 per week.
Annually this cost amounts to no less
than £135,844 (that’s the £2,612
weekly cost multiplied by 52). However,
Tesco Royston is a round-the-clock
operation and a smaller store would
have no night shift, reducing costs to,
say, around £94,000.
The time required just to gather the
trolleys together is ‘easily 50% of the
time we spend’, according to staff. So
if a chain of 700 smaller stores were
to put coin locks on all its trolleys it
would potentially halve its trolley
retrieval costs: £47,000 per store x
700 sites = £32.9m.
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TO GET THE QUESTIONS GO TO
www.accaglobal.com/strategy

New trolleys

Customer value

(by segment)

Company value

If customers were educated as to the
reasons for undertaking a review of
trolleys, the benefits of coin locks, and
the ecological logic, then resistance
should melt away.
If we take all these factors into
account, the continuance of non-coinlocked systems in the UK is a puzzle.

Discussion
Ease of
use

Irritation
avoided

New
customers
captured?

Switch to a
competitor
avoided

Contribution
to brand
image

Investment
cost
saved

Operating
cost
saved

Damage and loss

Other factors

Other major factors to consider are
damage and loss (see table on left).
Factoring in that £10,000 saving per
store gives us the following: £47,000 +
£10,000 = £57,000 per year.
The annual investment cost for new
replacement trolleys was estimated as
being from £21,000, so the payback
period would be five months. The
(undiscounted) ratio of cash inflows
over five years to outlay was at least
nine – a no-brainer investment decision.
For a major supermarket chain the
benefits of full implementation of the
system (assuming there are very few in
place as yet) could easily be of the
order of £50–£60m+ a year.

Not only do abandoned trolleys
potentially damage the environment,
but they are also very visible. Besides
constituting waste they suggest that an
area is not a desirable one.
A lot of energy is used in trolley
manufacture and distribution, so lost
trolleys have an indirect carbon
footprint. About 27kg of carbon dioxide
is generated by the manufacture of a
new trolley. The metal wasted every
year in lost trolleys is estimated as
being enough to make 30 jumbo jets.
One of the reasons why a lot of
trolleys don’t go in a straight line is
because they have been damaged by
being left lying around the car park.

This case study gives some fascinating
insights into the hunt for economic
value added (EVA). The value and
cost driver trees both guided the
investigation and enabled some
surprising cost structures to be
uncovered. Before the study, retrieval
costs weren’t really on some of the
players’ menus – they are now. A
copy of the study along with detailed
back-up information was sent to the
top management of a number of the
biggest players. In 2012 one company
that was strongly against coin locks
made a major purchase of them.
Far from being a dry process, EVA
can be used to influence stakeholders,
help the buying process and facilitate
change. It should also drive a far more
powerful business case and win over
stakeholders who should cringe at the
ecological waste uncovered here.
Dr Tony Grundy is an independent
consultant and trainer, and lectures at
Henley Business School. His YouTube
video, Why Trolley Coin Locks?, can be
found at http://bit.ly/T0nZOn
www.tonygrundy.com
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Technical

China and tax
risk management
Wendy Li discusses China’s new tax collection and
management approach, which aims to promote
compliance by large enterprises

Along with the accelerating
development of China’s socialist
market economy and the
establishment of a modern enterprise
system, internal controls have
become a concern in theoretical and
practical circles. The government
is actively formulating policies
and regulations to promote their
implementation. However, internal tax
risk controls, an indispensable part
of enterprises’ internal risk control
systems, have been given inadequate
attention compared with financial and
operational risk controls. China lacks
policies and regulations governing the
assessment and building of the tax
risk mechanism in enterprises.
China began implementing tax risk
management later than developed
countries. On 5 May 2009, the State
Administration of Taxation (SAT) issued
the Guidelines on Tax Risk Management
in Large Enterprises (Trial) (the
‘Guidelines’) to guide large enterprises in
their tax risk management, prevent
violations and ensure tax compliance.
The Guidelines clarify issues
concerning risk management systems
and objectives of large enterprises, their
tax risk management organisations,
positions and duties, the mechanism
and methods for the identification and
assessment of tax risks, the mechanism
and measures for control of and
response to tax risks, tax information
management systems and
communication mechanisms, and
mechanisms for the supervision and
improvement of tax risk management.

However, the said document was
issued as ‘guidelines’ instead of ‘rules’
or ‘measures’. We understand that the
Guidelines impose no mandatory
compliance requirement on large
enterprises, but only suggest that large
enterprises establish relevant tax risk
management systems by reference to
the Guidelines in combination with
their own operations, tax risk
characteristics and established internal
control systems. We also learn that, in
practice, with the promulgation of the
Guidelines, many large enterprises,
especially selected large enterprises
under the direct administration of the
SAT and selected enterprises under the
direct administration of the provinciallevel tax authorities, have started to
establish or have established internal
control systems targeting their own tax
risks.

Controlling tax risks
These systems cover an arrangement
of the enterprise’s business process,
determination of the points of tax
risks, establishment of the tax
management organisational structure,
clarification of the duties and
preparation and creation of the tax
development strategy, tax
management methods and tax
management operational manual for
the purpose of establishing the
mechanisms for the identification,
assessment and control of tax risks.
Two years after the release of the
Guidelines, the SAT issued the Taxation
Services and Management Procedures

for Large Enterprises (the Procedures)
on 13 July 2011. The Guidelines target
taxpayers, while the Procedures aim at
tax authorities, requiring tax authorities
at various levels to provide tailored tax
services and management for large
enterprises based on the demands of
taxpayers and the requirement of risk
control so as to maintain scientific,
efficient, unified and professional
services. The purpose of the
Procedures is to prevent and control
tax risks, improve tax law compliance
and reduce tax compliance costs
through effective compliance guidance,
control and response.

New approach
Given the long-standing mistrust and
opposing and concealing relationship
between tax authorities and
enterprises, tax authorities urgently
need to change their tax collection and
management approach, especially their
original methods featuring after-event
management and inspection into a new
forward-looking approach with service
awareness, mutual trust and
cooperation with enterprises.
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The new approach requires tax
authorities to strengthen taxpayers’
compliance capability and willingness,
and regulate their tax payment through
an analysis of the reasons for noncompliance and provision of quality
and efficient tax services. This will
greatly reduce compliance costs and
improve tax authorities’ work efficiency,
achieving maximum results with less
effort.
Chapter 2 of the Procedures is just
the ‘compliance guidance’, section 3
of which requires tax authorities at all
levels to conduct investigation and
assessment of internal tax risk control
systems within enterprises according
to the Guidelines, and take measures
according to enterprises’
circumstances to guide them in
establishing well-managed internal tax
risk control systems. We could then
conclude that the Guidelines are
actually a step towards implementing
the whole of the scheme designed for
the new tax collection and
management approach targeting large
enterprises, linking to enterprises’ tax
risk management systems.

For an enterprise whose internal tax
risk control system has met the
prescribed requirements, the tax
authorities may, based on the
assessment of the enterprise’s internal
control systems and its tax compliance
capability, enter into a voluntary tax
compliance agreement with the
enterprise through negotiations based
on equality, openness and mutual
trust. Tax compliance agreement is an
innovation in China’s tax collection and
management system.

Reducing tax inspections
A tax compliance agreement may
result in a reduction of inspections by
tax authorities and help enterprises
to receive advance opinions from tax
authorities on any ambiguous matters.
Any remaining issues must be resolved
before the conclusion of the
agreement.
These are all benefits brought by the
tax compliance agreement with
enterprises. However, it should be
noted that the conclusion of a tax
compliance agreement between the tax
authority and an enterprise must be

predicated on the enterprise having in
place a well-established internal tax
risk control system and sufficient tax
law compliance willingness and
capability.
The establishment of internal tax
risk controls in enterprises will put
their relationship with tax authorities
on a good footing and make tax
collection and management more
service-oriented, reducing inspection
risks for an enterprise and freeing up
tax authorities’ resources for higher
risk events, saving tax collection and
management costs.
From the future development point
of view, the building of internal tax risk
control systems today is just a
beginning. With the increased
improvement of the system, as well as
the building of compliance trust
between enterprises and tax
authorities, enterprises will themselves
benefit in terms of promoting their
future development.
Wendy Li is vice general manager,
Zhongrui Yuehua Tax Advisory Co Ltd,
and tax director, RSM China
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Technical update

A monthly round-up of the latest developments in financial reporting, audit, tax and law
IFAC
SMP GUIDE
The International Federation
of Accountants (IFAC) has
produced a guide aimed at
small and medium-sized
practices with sections
on strategic planning,
managing staff, client
relationship management,
and succession planning.
Case studies are used to
illustrate the concepts and
example checklists and
forms are available.
The guide is at http://
tinyurl.com/az2g2n4

EUROPEAN UNION
FORWARD WITH FTT
The green light has been
given to 11 EU member
states to forge a harmonised
financial transaction tax
(FTT), the first time common
taxation has been agreed
through the EU’s ‘enhanced
cooperation’ system.
The 11 states – Belgium,
Germany, Estonia, Greece,
Spain, France, Italy, Austria,
Portugal, Slovenia and
Slovakia – want to impose
a minimum 0.1% tax rate

for transactions on all
financial instruments except
derivatives, where a 0.01%
rate would apply.
The aim is ‘for the financial
industry to make a fair
contribution to tax revenues,
while creating a disincentive
for transactions that do not
enhance the efficiency of
financial markets’, said the
EU Council of Ministers,
which approved the plan.
GOODWILL ASSESSMENTS
The European Securities
and Markets Authority
(ESMA) has called for better
financial assessments
of goodwill enjoyed
by companies issuing
stock, fearing this key
valuation factor is being
overestimated.
After analysing goodwill
statements issued in 2011,
ESMA has outlined how
to ‘improve the overall
disclosure provided by
issuers’ so they can better
explain how that goodwill
could be lost.
This will include financial
professionals better
specifying key assumptions
used in impairment tests,

using ‘sensitivity analyses
with sufficient detail and
transparency’, clearly
noting growth rates used
to extrapolate cashflow
projections, and disclosing
specific discount rates for
each cash-generating unit.
ESMA said it and national
regulators would use this
advice when assessing EU
2012 financial statements,
again looking for inflated
goodwill assessments.
More at http://tinyurl.
com/alrews7
VAT RATE COMPENDIUM
The European Commission
has published a detailed
compendium of VAT rates
levied by all 27 EU member
states, detailing how they
vary between products
and services. Go to http://
tinyurl.com/2sj4hc
TAX FRAUD IS LAUNDERING
The European Commission
plans to make tax fraud a
predicate offence for money
laundering across the EU.
The proposal, in a draft of a
fourth EU money laundering
directive, means accountants
would have to report the

*LETTER TO THE EDITOR

ANOTHER MATTER OF HARMONISATION

I learnt from Accounting and Business January 2013 (page
34) about the global alignment report issued by ACCA in
collaboration with KPMG.
It is matter of great satisfaction that ACCA has not ignored the
issue of harmonising International Financial Reporting Standards (IFRS) with
Islamic finance standards. I know a company in Pakistan which faced the dilemma of
whether to report the modaraba financing of a fixed asset as a finance lease (according to
IFRS) or an operating lease (as Islamic financing rules require).
An attempt should be made to harmonise all the requirements of Islamic financing with
IFRS. Islamic financing is in its infancy; therefore all issues should be dealt with now.
Mumtaz Hassan FCCA

movement of money
generated by such frauds.
The move ‘would facilitate
the cooperation between
tax authorities and judicial
and financial supervisory
authorities in order to tackle
serious infringements of
tax laws’, said EU taxation
commissioner Algirdas
Šemeta.
EXIT TAX MUST GO
The European Commission
has told Denmark to scrap
an exit tax levied on shares
held by individuals leaving
the country to live in another
EU member state. The tax
is collected on dividends
or sales proceeds of the
shares. Brussels says these
rules breach the rights of EU
citizens to live where they
like in the EU, taking their
wealth with them.

OECD
ENERGY TAXATION
The Organisation for
Economic Cooperation
and Development (OECD)
has released two detailed
reports on energy taxation
rates, breaks and subsidies
among its 34 members.
Taxing Energy Use is a
systematic comparative
analysis of the structure
and level of OECD countries’
energy taxes, and is at
http://tinyurl.com/abmgehh
Inventory of Estimated
Budgetary Support and Tax
Expenditures for Fossil Fuels
2013, with details of more
than 550 fossil fuel financial
support measures, is at
www.oecd.org/site/tadffss
Keith Nuthall, journalist
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AUSTRALIA
AASB 2012-10/11 APPROVED
The Australian Accounting
Standards Board (AASB)
has approved two standards:
AASB 2012-10, Amendments
to Australian Accounting
Standards – Transition
Guidance and Other
Amendments, and AASB
2012-11, Amendments
to Australian Accounting
Standards – Reduced
Disclosure Requirements and
Other Amendments.
AASB 2012-10 makes
amendments to a number of
Australian Accounting
Standards and Interpretation

12, Service Concession
Arrangements.
AASB 2012-10 applies to
annual reporting periods
beginning on or after 1
January 2013. Early
application is permitted,
subject to conditions in
relation to the amendments
to AASB 10 and related
standards.
AASB 2012-11 makes
amendments to AASB 10,
Consolidated Financial
Statements, and AASB 128,
Investments in Associates and
Joint Ventures, to extend
relief from consolidation
and the equity method for
entities complying with the

reduced disclosure
requirements of Australian
Accounting Standards.
These amendments reflect
those made previously to
now superseded standards
in AASB 2011-6,
Amendments to Australian
Accounting Standards –
Extending Relief from
Consolidation, the Equity
Method and Proportionate
Consolidation – Reduced
Disclosure Requirements.
AASB 2012-11 also makes
editorial corrections to
reduced disclosure
requirements for entities
preparing general purpose
financial statements under

the reduced disclosure
requirements of Australian
Accounting Standards.
These corrections do not
change any of the
requirements of the
standards.
AASB 2012-11 applies to
annual reporting periods
beginning on or after 1 July
2013. Earlier application of
the standard is permitted,
with some conditions.
The standards have now
been published on the AASB
website.
Lei Xu, technical manager,
ACCA Australia and New
Zealand
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Audit quality
The IAASB is exploring ways to improve
audit quality and dialogue with stakeholders
The term ‘audit quality’ is
frequently used in debates
and policy communications,
but has no widely accepted
definition. A number of
factors make a simple
definition difficult given the
myriad views of different
stakeholders about what
audit quality is and how it is
demonstrated.
The International Auditing
and Assurance Standards
Board (IAASB) acknowledges
that many would put
compliance with high-quality
auditing standards and
well-qualified, competent,
sceptical auditors as equally
essential to a quality audit,
but says there are less
obvious factors at work too.
The IAASB is currently
consulting on an audit
quality framework to help
raise awareness of the key
elements of audit quality,
encourage stakeholders to
explore ways to improve
audit quality, and stimulate
dialogue between key
stakeholders on the topic.
The board says the

framework describes the
input and output factors that
contribute to audit quality at
the engagement, audit firm
and national levels. The aim
of the framework is to
demonstrate the importance
of appropriate interactions
among stakeholders and the
relevance of contextual
factors such as national
laws and business
practices and broader
cultural issues.
The consultation paper
seeks input from
stakeholders, including
regulators, audit
committees, investors and
audit firms.
The IAASB is seeking
responses in particular as to
whether the proposed
framework is clear,
comprehensive and useful.
Comments are requested by
15 May 2013.
To contribute to ACCA’s
comments on this
consultation, contact sue.
almond@accaglobal.com
The consultation paper is
at www.iaasb.org

*EFFECTIVE REPORTING

A new good practice guide from the Professional
Accountants in Business (PAIB) committee of the
International Federation of Accountants (IFAC) aims to
help organisations enhance their reporting processes.
It offers 11 key principles for evaluating and improving
business reporting processes, plus practical guidance on
the arrangements needed for effective reporting.
Download the guide at www.ifac.org/paib

*IAASB ROUNDUP

At its December meeting in New York, the International
Auditing and Assurance Standards Board (IAASB)
approved a consultation draft of an audit quality
framework. The aim is to raise awareness of the key
elements of audit quality and encourage key
stakeholders to explore ways to improve audit quality
(see main article). The paper highlights a number of
areas to explore and asks whether there is likely to be
any benefit in international collaboration on those areas.
The comment period on auditor reporting ended in
October 2012, with IAASB receiving feedback from 164
responses, three roundtables and other outreach activities.
Broadly speaking, there was support for the IAASB’s
efforts, but a diversity of views on both the value of and
the impediments to its suggestions for how the auditor’s
report could be improved and how concepts such as
auditor commentary could be made to work.
The IAASB aims to issue exposure drafts of the revised
auditor reporting standards at its June 2013 meeting but
recognises this is an ambitious target. An additional
three-day board meeting had been scheduled in February to
focus on this key project and the task forces have already
met to develop the discussion material. Next month’s
Accounting and Business will contain an update on progress.
Other matters discussed included a paper on the need
for changes to the International Standards on Auditing
(ISAs) in relation to disclosures, the ongoing project on
ISAE 3000, Assurance Engagements, and the impact of
planned changes to the International Ethics Standards
Board for Accountants’ (IESBA) code of ethics on ISA 610,
Use of Internal Audit.
Any feedback from ACCA members on these, or other
IAASB matters, is welcome.
Email sue.almond@accaglobal.com
Sue Almond is ACCA technical director
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LOOKING FOR A NEW JOB?
www.accacareers.com/international

Make 2013 the year you try...
My Development – your one-stop shop for all your CPD learning needs. Why not check
out the full e-learning catalogue or even take up some of the CPD offers listed below?
Last year we launched My
Development and thousands of ACCA
members have already used it to
source great learning opportunities for
their professional development.
My Development brings all CPD
learning together in one place,
including:
A&B articles
CPD articles with multiple-choice
questions
e-learning courses
face-to-face events
podcasts
webinars
qualifications from our partners.
My Development really is the easiest
way to source your CPD in accounting
and includes guidance on ACCA’s CPD
policy. To have a look at the many
learning opportunities My Development
provides, visit www.accaglobal.com/cpd

*
*
*
*
*
*
*

February’s CPD offers

Free hour of CPD from
AccountingCPD.net.
We ensure that only the best partners
are selected for ACCA members
and now one of our CPD partners,
AccountingCPD.net, has received an
award in best use of social media for
e-learning excellence. To celebrate, you
can get a free hour of CPD on Ethical
Issues – the course encourages debate
and understanding and enables you
to share your own experiences, as well
as learn from the experts and other
accountants. AccountingCPD.net’s
catalogue has more than 50 accounting
and management courses and ACCA
members benefit from an exclusive
10% discount when using the booking
code through My Development.
Special offers from BPP
Finance pack – £195 + VAT for 10 hours
of CPD. This special offer pack contains
10 courses that cover a variety of

finance areas, including: strategic
planning, chain management, financial
reporting and international VAT. The
courses contained in the pack are:
supply chain management
Bribery Act 2010
analysing strategic success
demand chain debtors
inventory chain management
reverse supply chain management
international VAT
implementing strategy
new and revised standards 2011
and beyond
brand valuation.

*
*
*
*
*
*
*
*
*
*

Performance Management – £99 for
7.5 hours of CPD. Modules include:
balanced scorecard, emerging
accounting issues, new age budgeting,
operational excellence in cost
reduction, shareholder value.
Corporate Reporting – £99 for 6 hours
of CPD. Modules include: borrowing

costs, IFRS share-based payments,
new and revised standards applicable
in 2011 and beyond, IFRS 1 – firsttime adoption of IFRS, and IAS 7
cashflow statements.
IFRS Fundamentals
IFRS Fundamentals is an e-learning
platform designed to help you
refresh your understanding of
IFRS with access to over 40 IFRS
e-learning courses.
Each module looks at the
fundamental principles in one IFRS
standard and includes:
explanation of the principles
questions, examples and case
studies on the application of the
standard
latest developments issued by IASB
quiz with feedback.
To access these offers or view the
full e-learning catalogue, just visit
My Development at
www.accaglobal.com/CPD

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

Inside
ACCA
63 CPD The ACCA
website now offers
a one-stop-shop for
all your continuing
professional
development learning
needs

Council is ACCA’s governing body and as such has a pivotal
role in ACCA affairs. It has a wide-ranging remit that includes
ensuring that ACCA operates in the public interest and delivers the
objectives stated in its royal charter, setting the overall direction
of ACCA through regular approval of ACCA strategy, ensuring
that governance structures are aligned to the effective delivery of
strategy, engaging with ACCA members to explain and promote
ACCA’s strategic direction, acting on behalf of all members and
future generations of members (today’s students), and providing
an objective environment for the executive team to explore new
ideas or challenges.
Council and the executive team collaborate in order to devise
ACCA’s strategy, which is then approved by Council. Delivery of
strategy is the responsibility of the executive team, with governance
of the process and performance management provided by Council.
Whatever their geographical or sectoral bases, Council members
do not represent particular areas or particular functions and are
elected by the membership as a whole.
Candidates in the Council elections come from all parts of the
world, from every sector of the profession, and represent a wide
range of senior positions. Long-term or technical experience is
valuable, but so is a proven ability to participate actively in strategic
decision making. Council experience as such is not necessary.
However, an understanding of good governance is essential, and
personal and professional integrity must be of the highest standard.
Specifically, ACCA expects members to bring the following skills
and attributes to Council: an ability to take a strategic and analytical
approach to issues and to see ‘the big picture’, an understanding of
the business and the marketplace, communication and networking
skills, an ability to interact with peers and respect the views of
others, decision-making abilities, an ability to act in an
ambassadorial role in many different environments, planning and
time management, and a willingness to learn and develop.
Nominations are now invited for any members wishing to stand
for election to Council at the 2013 AGM. Anyone wishing to stand
must be nominated by at least 10 other ACCA members in good
standing. Candidates should supply a head and shoulders
photograph and an election statement of up to 180 words. Election
statements should not include references to email addresses or
internet websites. Candidates are also required to sign declarations
of their willingness to comply with, and be bound by, the code of
practice for Council members.
Further information on the Council election process, including pro
forma nomination papers, may be obtained by writing to the
secretary at 29 Lincoln’s Inn Fields, London WC2A 3EE, by sending
a fax to +44 (0)20 7059 5561, or by sending an email to
secretariat@accaglobal.com quoting ‘Council Elections’ in the
subject box.
The closing date for submission of nominations to the secretary is
19 June 2013.

NEW SME
CERTIFICATE

ACCA has launched a new
certificate to support
finance professionals in
understanding IFRS for
SMEs.
The CertIFR for SMEs is
available on demand. See
www.accaglobal.com/
certifr

CMA FOR ACCAs

ACCA members have
been given access to
a US management
accounting credential.
The Board of Regents of
the Institute of Certified
Management Accountants
(ICMA), representing the
certification division of
Institute of Management
Accountants (IMA), has
voted to waive its usual
bachelor’s degree
requirement for ACCA
members wishing to earn
IMA’s CMA (Certified
Management Accountant)
credential.
The ICMA’s move is the
latest outcome of a
strategic partnership
between the US-based
IMA and ACCA.
For more, go to
www.imanet.org/acca

VT Final Accounts is the popular Excel based
accounts production package from VT Software.
The latest version can be used to generate an
iXBRL accounts or tax computation file from
any Excel workbook or from the pre-tagged
templates contained within the package.
A large number of users of VT Final Accounts
have already successfully submitted iXBRL
files to HMRC.

To download a free 60 day trial please
visit www.vtsoftware.co.uk/ixbrl
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