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INTERVIEW: AUSTRALIAN NEWS CHANNEL’S CFO SARAH ALDER
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WELCOME

Welcome

REVERSALS OF FORTUNE

Last month saw the ousting in Australia of Labor’s Kevin
Rudd as a general election – called by Rudd following
his defeat of prime minister Julia Gillard in June’s
party leadership election – swept the Liberal-National
coalition to power for the first time in six years, led
by Tony Abbott. Gillard’s unseating followed her
announcement of a leadership ballot in a one-to-one
interview with Sky News Australia. And while Gillard
lost her job, Sky News gained in reputation.
Our cover feature (page 12) is an interview with Sarah Alder FCCA, CFO at
Australian News Channel, and the woman responsible for Sky News Australia’s
financials. A fully trained opera singer, she explains how embracing change to the
point of self-denial is the only way to survive as a CFO in the media industry.
Australia has largely avoided recession thanks to a natural resources boom. It
hasn’t been burdened by the huge deficits that have affected Western nations. But
in the US, one such affected country, the deficit is now disappearing dramatically.
Uncle Sam may still be on track to run a budget deficit for the year, but the
magnitude of the country’s borrowing has been shrinking sharply in recent
months. Turn to page 20 for the lessons other inveterate borrowers such as Japan
and some eurozone countries can draw.
Japan has been in celebratory mood recently, however, after winning the
competition to host the 2020 Olympic Games. Brazil, the 2016 host country,
has seen its own jubilation ebb away as the promises for its economy have failed
to meet expectations. Read our feature on why a country on the fast track to
becoming a rich nation now lies becalmed in the economic doldrums (page 16).
Meanwhile, Dubai, in aspirational mood, is bidding to host the World Expo
2020. Saad Maniar FCCA senses growing optimism among the emirate’s business
community, as he explains on page 34.
Lesley Bolton, international editor, lesley.bolton@accaglobal.com
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NEWS | PICTURES

▲ NO NAPPING FOR IKEA

A man rests on a bed in an IKEA branch in Shanghai – a common
sight in the home furnishings store. The Swedish company is now
the largest foreign commercial landowner in China

▲MATERIAL GIRL

Madonna topped the Forbes celebrity rich list
with earnings of US$125m, narrowly beating
Steven Spielberg to the number one spot

ACCOUNTING AND BUSINESS

▲ SECOND TIME LUCKY

Japanese sports fans celebrate after hearing that Tokyo had won the
bid to host the 2020 Olympics – it last hosted the Games in 1964

PICTURES | NEWS
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► DELUGE TAKES ITS TOLL

Tens of thousands were forced to leave
their homes after heavy monsoon rains
hit Pakistan. More than 140 people were
killed and roads and bridges were washed
away in Punjab and Sindh provinces

▼ A SORRY PICTURE

Japanese camera maker Olympus and
UK subsidiary Gyrus Group were charged
by the UK’s Serious Fraud Office with
providing ‘misleading, false or deceptive’
material in accounts for Gyrus Group

▼ SHAREHOLDER PAYOUT CALLING

Vodafone sold its 45% stake in Verizon Wireless to
Verizon Communications. The £84bn deal is
one of the biggest in corporate history

ACCOUNTING AND BUSINESS
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NEWS | ROUND-UP

News round-up
This month’s stories include the trend toward global relocation for finance professionals,
Africa as the next driver of the global economy, and keeping leases off the balance sheet

PwC has found growing
demand for integrated
reporting from investors and
companies. ‘Stakeholders
are increasingly considering
internal and external
non-financial factors, such
as resource scarcity or
demographic shifts, when
assessing companies’
long-term prospects,’ says
the firm in its latest point
of view. It adds: ‘Companies
that have embarked on
the integrated reporting
journey view it as a change
process that has enabled
them to think differently
about their businesses.’
Integrated reporting enables
companies to strengthen
financial reporting across
their activities and improve
internal collaboration and
communication. Some have
used the process to develop
key performance indicators,
said PwC. See also this
issue, pages 22 and 36.

IASB CALL FOR EU

The Federation of European
Accountants (FEE) has urged
the European Parliament to
show stronger support for
the International Accounting
Standards Board (IASB). FEE
wrote to the parliament’s
economic and monetary
affairs committee, saying: ‘It
is highly regrettable that the
debate on global financial
reporting standards and the
body Europe has entrusted
to set these standards (the
IASB) is often compromised
by matters only loosely
related to the issue or
based on ill-informed and
unsubstantiated arguments,
promoted by a small but
vocal minority. This is
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TRENDS

IR DEMAND GROWTH

INNOVATION KEY TO
COMPETITIVENESS

Excellent innovation
and strong institutional
environments are increasingly
key drivers of competitiveness
for national economies,
according to the World
Economic Forum’s Global
Competitiveness Report 201314, which ranks 148 nations.

detrimental to a constructive
dialogue.’

SMEs NEED FX ADVICE

Many practitioners overlook
opportunities to help
clients manage their foreign
exchange risk exposure,
according to ACCA’s report
SMEs and foreign exchange
risk. Fewer than a quarter
of small and medium-sized
practitioners (SMPs) actively
help SME clients to manage
foreign exchange risks.
The international survey
of 1,350 SMPs found that
71% had SME clients with
international activities.
Fluctuating exchange rates
can cost SMEs money, so it
makes sense to seek advice
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in managing that risk, said
ACCA’s senior economic
analyst Manos Schizas.
Read the report at www.
accaglobal.com/access

FAME FOR TWEEDIE

Sir David Tweedie has been
inducted into American
Accounting Association’s
‘Accounting Hall of Fame’.
He was presented with
his award by Robert Herz,
former chairman of the
Financial Accounting
Standards Board (FASB) and
himself a member of the
Hall of Fame. The citation
recognised Tweedie’s role
in developing accounting
standards first in the UK and
then with the IASB.

Nigeria

AMAZON GOES TO COURT
Amazon has gone to the US
Supreme Court to quash a
move to make it collect an
online sales tax on New York
citizens buying goods from
the Amazon website. The
demand by New York state
reflects growing concern by
local governments and city
centre retailers that online
retailers gain an unfair
advantage by avoiding bricks
and mortar taxes. Amazon
declined to comment.

KPMG/PwC CRITICISED

KPMG and PwC have been
criticised by the US Public
Companies Accounting
Oversight Board for audit
failures in the latest releases

ROUND-UP | NEWS

AFRICA TO DRIVE GLOBE

Africa’s economy will double
in size to $4 trillion by 2025,
according to a report from
KPMG, which says that Africa
is emerging as the next
driver of the global economy.
KPMG argues that exporters
and investors must recognise
the continent’s significant
country-by-country
differences and not adopt a
common approach to all of
Africa’s states. Demographic
change must be factored into
operations. ‘Close to threequarters of African people
will be living in African cities
by 2050,’ said De Buys
Scott, KPMG’s head of global
infrastructure and projects
group in Africa. ‘African cities
and megacities already have
a larger population than all
of Europe.’

LEASES WORKROUND

Companies are likely to
renegotiate leases to keep
them off their balance
sheets, predicts Fitch
Ratings. New International
Financial Reporting
Standards (IFRS) will put
leases with terms over 12
months on balance sheets.
Fitch said this would
improve transparency but
believes that many leases
will be restructured to avoid
balance sheet inclusion.
Approaches likely to be
adopted include the use of
short-term leases or the
replacement of leases with
service contracts.

IFRS IN NIGERIA

ACCA is collaborating with
PwC to support capacity
building in Nigeria for
International Financial
Reporting Standards (IFRS).
‘Both ACCA and PwC share
common professional
values, global presence,
ethics and governance,’
said ACCA chief executive
Helen Brand. ‘This perhaps
explains the desire to
collaborate on key initiatives,
such as capacity building
in IFRS, which are currently
being adopted in Nigeria.’
ACCA, PwC and the IASB
are to hold a series of joint
events on IFRS for SMEs.

$32,984m

Goldman Sachs Principal
Investment Area

$25,200m

Lone Star Funds

$24,512m

The Blackstone Group

Fortress
Investment Group

Greece will need a third
bailout to enable it to
emerge from its financial
crisis, Germany’s former
finance minister, Wolfgang
Schäuble, has suggested.
‘There will have to be
another programme in
Greece,’ he said, otherwise
the country would be unable
to service its debts. The
International Monetary Fund
believes that Greece requires
an extra €11bn to meet its
debt obligations to 2015.

There will be a 50% rise
in global relocations of
accountants and other
professionals in the next
decade, as companies move
towards more flexibility in
locations in their search
for growth, according to
PwC research. Trends will
include more movement
from East to West, longdistance commuting, virtual
mobility and project-based
assignments, said PwC.
‘Many companies are facing
the reality that they don’t
have the right talent in the
right places to fulfil their
global growth ambitions,’
explained Carol Stubbings,
international assignment
services leader at PwC.

Oaktree Capital
Management

$26,943m

NEW GREECE BAILOUT

RELOCATIONS ON RISE

Apollo Global
Management

$28,720m

$15,228m
$14,513m

Ares Management

$13,585m

M&G Investments

TRENDS

of its audit inspection
reports. While the majority
of both firms’ audits were
not criticised, PwC’s failures
included insufficient checks
on revenue accuracy and
on stock and other asset
valuations. KPMG’s failures
included insufficiently
rigorous evaluations of
the impact of control
deficiencies and insufficient
evidence of revenues in a
number of audits.
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CarVal Investors

$10,922m

Avenue Capital

$10,700m

SHADOW BANKING

Regulators are increasingly worried by
the size of the ‘shadow banking’ sector –
institutions involved in credit creation but
not subject to regulatory oversight. Many of
the world’s largest private debt management
institutions hold vast funds, according to
Private Debt Investor magazine.
The rankings here show inflows into some
of the biggest funds – all based in the US
except for M&G – over the past five years.

SUPPORT FOR PAKISTAN
Pakistan has been promised
the support of the World
Bank as it struggles with a
severe economic and fiscal
crisis. In July the newly
elected government adopted
an austerity budget that
aims to increase federal

revenue by 9.8% by, among
other things, imposing VAT.
Living standards in Pakistan
have already been eroded
by a 42% decline in value
of the rupee against the US
dollar. The government aims
to cut its budget deficit from
5.2% to 4% in one year.

»
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‘TOO BIG TO FAIL’ INITIATIVE GETS RENEWED BACKING FROM G20
Global leaders at September’s G20 meeting in St
Petersburg in Russia endorsed the efforts of the Financial
Stability Board (FSB) to ensure the major crashes that
sparked the financial crisis never happen again.
In a report prepared for the summit, Mark Carney,
who chairs the FSB and is governor of the Bank of
England, said good progress had been made on the FSB’s
ambitious ‘too big to fail’ initiative, which he described as
essential for a more robust, competitive and fair financial
system – but that more needed to be done.
The G20 leaders agreed and renewed their
commitment to ‘make any necessary reforms’ to drive

The World Bank will provide
$1.5bn to assist with
economic stabilisation and
structural reforms.

‘UNPREPARED FOR SEPA’
One in three companies
operating in the eurozone
is unprepared for SEPA,
the Single Euro Payment
Area, according to a report
from PwC. SEPA begins
operation in February. The
study of 150 companies
in the eurozone found
that many are unready for
the transition, typically
underestimating the
compliance challenge.

PwC STRENGTHENS RIM
PwC’s consulting practices
in the Pacific Rim region
have formed a new joint
venture to strengthen

ACCOUNTING AND BUSINESS

cross-border operations.
The agreement involves
practices in South East Asia,
New Zealand, Australia and
the US, which have created
a new South East Asia
consulting practice. PwC
partner Derek Kidley will
lead it, based in Singapore.

MAZARS IN GHANA

Mazars has launched in
Ghana, following a merger
with local firm ET Akonor.
Mazars now operates in 71
countries and is the seventh
largest accountancy firm in
Africa. Mazars is a member
of the Praxity alliance of
independent accountancy
firms, which has recently
seen several new member
firms join. HWS in Germany
has affiliated, ENOR from
Iceland has joined, El Wafa

through the FSB’s key recommendations, which include
undertaking ‘the necessary actions to remove obstacles
to cross-border resolution, taking into account countryspecific circumstances’.
Russian president Vladimir Putin told the summit
that a return to economic crisis could not be ruled
out, as world leaders had not yet resolved the problem
of returning the world economy towards steady and
balanced growth.

▲ 20/20 VISION

G20 leaders in front of St Petersburg’s Constantine Palace

in Palestine has become a
member, and Brand Finance
in the UK has affiliated.

profits from the drugs trade
and child pornography and
for tax evasion.

E-CURRENCY RULES

GT EX STOLE $4M

Bitcoin and other digital
currencies may become
subject to strong regulation
and investigations. In
the US, the Senate is
investigating potential
threats posed by virtual
currencies. Meanwhile,
the New York Department
of Financial Services is
considering regulating
digital currencies. Although
no problems are known of
at Bitcoin, concern about
virtual currencies generally
has grown since the Costa
Rica-based Liberty Reserve
service was closed down
amid allegations that it was
being used for laundering

A former partner of Grant
Thornton in the US has
admitted stealing $4m of
client funds between 2004
and last year. Craig Haber
who worked in the firm’s
Manhattan offices from 1993
to 2012, agreed to pay back
up to $4.34m. Contrary
to the firm’s policy, Haber
told clients to post cheques
directly to him. He is to be
sentenced in December. A
spokeswoman said: ‘Grant
Thornton is pleased that the
authorities have resolved this
matter swiftly.’ ■
Compiled by Paul Gosling,
journalist
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WHAT’S THE STORY?
Once an opera singer, now CFO of Sky News Australia, Sarah Alder FCCA says that her
job is to translate the numbers for a business with some big technology calls to make

W

2006 – PRESENT

CFO at Australian News Channel,
responsible for Sky News Australia.

2006

CV

hen Australia’s prime minister Julia Gillard
decided to announce she would hold a
leadership ballot for the ruling Labor Party – a
move that resulted in her deposition – she did
it in a one-to-one interview with Sky News Australia rather
than with ABC 24 News, Australia’s publicly funded, roundthe-clock news channel. And while Gillard lost her job, Sky
News gained in reputation. ‘It shows how far Sky News
has come,’ says Sarah Alder FCCA, the 37-year-old CFO at
Australian News Channel, and responsible for Sky News
Australia’s financials. Her eyes shine with pride.
Sky News, Australia’s first dedicated television news
channel, began production in 1996; it is now available in
more than three million homes in Australia and New Zealand
on the Foxtel and Optus and SkyTV pay-TV networks. Its
success drove the ABC to start its competitive free-to-air
24/7 news channel three years ago, a move that Alder still
finds ‘invigorating’. She explains: ‘The direct competition
has been good for us. As a company we have risen to the
challenge. It pushed us in our investment and in our striving
to define the brand. We see ourselves as the place to come
to for breaking news and we like to think that 99% of the
time we are ahead of the ABC – even if it’s not a level
playing field in terms of resources, due to the ABC’s
public funding.’
Australian News Channel is a privately owned three-way
joint venture between Nine Entertainment’s Nine Digital
division, Seven Media Group and British Sky Broadcasting.
The former pair are Australian businesses while the latter
is part-owned by Rupert Murdoch’s News Corporation, for
which Alder has worked in the past.
Listening to Alder in Sky’s Sydney headquarters,
embracing change to the point of self-denial is the only way
to survive as a CFO in the media industry. ‘Media has gone
through an enormous amount of structural change in the
past years,’ she says, ‘and it’s still ongoing. In subscription
TV we have the challenge that technology changes so fast.
What do new delivery mechanisms such as IPTV [internetdelivered TV] mean? Is the traditional business model of
satellite TV going to be challenged by new players coming
into the market? How much content ought to be delivered via
the internet?’
Today, Sky News also delivers content across a range
of digital media platforms, including 3G mobile, podcasts,
SMS and online. Alder stays on top by spending a lot of

Senior manager at Franks and Associates,
a provider of outsourced CFO and
accounting services, Sydney.

2004–06

Financial accountant at News Limited’s
head office in Sydney, in the group
finance department, leading an IFRS
implementation project and working on a
number of financial accounting, tax and
shareholder investment-related projects.

2003

Internal auditor at Australasian wealth
management company AMP.

2003

Financial accountant at Lumley Life, Sydney.

1999-2002

Auditor in insurance and investment
management at PwC, London, UK.

1994-98

Honours degree in French from the
University of Hull, UK.

time talking to Sky’s CEO and the company’s engineers. ‘A
big part of my role is to have a handle on the broadcasting
and IT side of the business and the capital spending that
goes along with it, plus dealing with the operating costs of
maintaining our environment, since we are heavily IT-related,
and the cost structure changes so quickly.’ She also needs
to be ‘extra circumspect’ when selling or buying TV rights
for years to come, trying to anticipate changes so she can
protect the product.
But what drives a Brit with a degree in French and
full training as an opera singer into accounting for a

»
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AUSTRALIAN NEWS CHANNEL

BASICS

*
*
*
*
*
*

WORKING IN AUSTRALIA

An equally owned joint venture of
Nine Digital (a division of Nine
Entertainment), Seven Media Group
and British Sky Broadcasting.
Owns and operates Sky News Australia,
the leading pay-TV channel in Australia
and New Zealand for 24-hour news,
available in 3.4 million homes and
locations.
Launched its news service on 19
February 1996, becoming the first
Australia-produced TV news channel.
Delivers content across all digital
media platforms, including 3G mobile,
podcasts, SMS and online. Produces
a wide range of digital news services,
including Sky News Australia, Sky
News New Zealand, Sky News Now for
mobiles, Sky News Podcasts and Sky
News Online.
Began broadcasting Sky News Active,
its on-demand interactive TV news
service, in 2004. In 2008 launched
the Sky News Business Channel and
in 2009 the Australian Public Affairs
Channel (A-PAC).
Is led by chief executive officer Angelos
Frangopoulos, who has worked at British
Sky Broadcasting, the Nine Network and
Prime Television Canberra.

complicated media entity in Australia? Alder throws back her
hair and laughs heartily before answering: ‘I have always had
a taste for unusual mixes; in school I did not only French,
but also maths and physics. In those days you could either
do the languages or natural sciences, so I had to break the
mould to do both.’
She loves music but also numbers and so went to train as
an auditor in PwC’s London offices, dealing with investments
and insurance. ‘At the beginning there was a fair bit of
number crunching, but at a more senior level it can be
fascinating. I see myself as a translator for the business,
understanding what the business wants to do, translating it
back into financials, and at board level you move it back into
words to get your ideas across. It’s so much more than just
numbers. Accounting is the bloodstream of the business

ACCOUNTING AND BUSINESS
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Australia has a strong reputation
for the quality of its financial
reporting and follows International
Financial Reporting Standards
(IFRS). However, there are a few local
specifications that professionals need to
be aware of if they want to work here, says
Sarah Alder.
Even after the harmonisation of the
Australian rules with IFRS in 2005, some
local differences remain. Alder explains:
‘Generally, there may be a number
of choices of how you can apply an
accounting standard. In some instances
the Australian Accounting Standards Board
has limited those options. And they have
overlaid disclosure requirements for public
companies with the requirements of the
Australian stock exchange – the specifics of
the listing rules here.’
For IFRS jurisdictions such as the UK,
she says, ‘it would not be hard for someone
if they do their homework. It’s all similar
in nature and should not put anybody off
working here.’

and I am a kind of a doctor, taking the pulse.’
To do that, she heads a team of seven. In the past, it was
not always easy to recruit the right staff: ‘The qualification
and skillset were not always commensurate with what you
were having to pay.’ Since then the availability of candidates
has improved dramatically, thanks to Australia’s strong
economy. ‘A lot of Australians who were working in London
have returned and since many people are suffering from the
economic doldrums in Europe and the US plenty of talented
people decided to do something different and have come to
work in Australia. There is no shortage of brain power.’
Being based in one of the strongest economies in the
world, companies such as Sky News do not have to offer
special packages to lure people to Australia. ‘We have great
food, great weather, great beaches, low-density population
and people value that,’ says Alder.
Foreigners even more than Australians themselves,
Alder thinks, appreciate the quality of life. The locals often
complain about the cost of living or the real estate prices
in Sydney. ‘Maybe because of the geographic isolation
Australians don’t compare themselves that much with the
rest of the world and do not realise how good we have it
here, at least compared with the economic woes in the UK,
Europe or the US.’
As a result, Alder has mainly hired locally so far. Recruiters
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▌▌▌‘I SEE MYSELF AS A TRANSLATOR FOR THE
BUSINESS, UNDERSTANDING WHAT IT WANTS
AND TRANSLATING THAT BACK INTO FINANCIALS’
might advertise abroad but Sky News does not. It’s simply not
necessary. Although Alder’s team is fairly diverse her people
nevertheless have French, British and Chinese backgrounds
and have worked in Europe, the US and in Australia. ‘We
have that international dynamic,’ she says. ‘It’s good for the
team; it creates a richness and a breadth of experience and
a communality. That, by the way, is typical for Australia.’ She
has had nothing but good experience with such candidates in
the past few years, she says.
Alder arrived in 2002 from London, together with her
husband. ‘I assimilated very easily, even if the Australian
workplace can be a bit more direct. English people can
sometimes be a bit confronted by that but it suits my
personality, I feel really comfortable here.’ Alder has a lot to
say about the local ‘no nonsense, get the job done’ attitude.
‘In accounting, calling a spade a spade helps enormously.’
Professionally, for British-trained accountants especially,
working in Australia is not too much of a change. ‘The
environments are not too dissimilar, with a common
language, and a shared history.’

Life and work are good in Australia,
Alder feels. And even if Julia Gillard
had to give her famous speech on
sexism and misogyny in Australia,
she herself has never run into genderrelated trouble. ‘I don’t see myself
as being defined by my gender. I was
the youngest of four, with three older brothers, so I am
very comfortable in the company of men. I maintain a
confidence in my abilities as an individual and just get on
with my job.’
She adds: ‘While there is clearly still a current issue with
the level of representation of women in business at a senior
level, particularly on boards, there are good men out there
who do support women in business. I believe that with this
type of support, along with women believing in themselves
because of what they offer as individuals, things will
continue to change.’
And when it comes to the race against the ABC,
sometimes Alder’s team wins, sometimes it loses. Last year
an independent board told the government that Sky News
was better placed than the ABC to run Australia’s foreign TV
services, Australia Network. The contract went nevertheless
to the ABC, which was the only other bidder for the
A$223m contract. ■

Barbara Bierach, journalist based in Sydney
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FOCUS | BRAZIL

GREAT
EXPECTATIONS

It was on track to becoming one of the world’s rich
nations, so why is Brazil’s economy now faltering?

B

razil is the nation of the future – and always will
be, according to a self-deprecating joke told by
citizens of Latin America’s largest country. Not long
ago there were high hopes that Brazil – which will
host the football World Cup in June 2014 and the Olympic
Games in August 2016 – was on the fast track to becoming
a rich nation but instead has become becalmed in the
economic doldrums.
As recently as 2010, then president Luiz Inacio Lula
da Silva boasted that Brazil was on the cusp of decades
of uninterrupted growth. ‘We are today the United States
of the 1950s,’ he said. The message to foreign investors,
he said, was ‘it’s time to make your bets’ on Brazil. In a
similar vein, the nation’s energy giant Petrobras pledged
that it would soon take over from Exxon Mobil as the
world’s largest publicly-traded producer of crude oil. Brazil
even had a viable contender for the world’s richest man in
the photogenic form of entrepreneur Eike Batista, whose
personal fortune was estimated at $34bn in 2012.
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Such boasts now look hollow indeed. Investors who took
Lula’s advice in late 2010 are mostly nursing huge losses.
The Bovespa stock market index has fallen by around
40% – as of mid July – and the currency has lost almost a
third of its value against the dollar. Petrobras is producing
about a third less oil than it expected four years ago. And
Eike Batista has slid down the world’s rich list at record
speed, with the crumbling of his EBX Group wiping out at
least $30bn of his net wealth. A spree of massive public
protests in June this year underlined the disappointment of
Brazilians over their faltering economy.
That has left investors wondering what went wrong and
whether Brazil can recover its standing as an emerging
market golden boy.
‘What we have seen is a cycle of hubris,’ says Christopher
Garman, head of emerging market strategy at consultancy
Eurasia Group. ‘Brazil believed its own hype, took too many
risks and wasted the opportunity to reform what is a very
European-style labour and pension system.’
The first penny to drop
for investors was that much
of Brazil’s success between
2004 and 2011 – when GDP
expanded at an average of
4.5% a year – was built on
weak foundations. ‘A large part
of this achievement was due to
a global boom in commodity
prices rather than anything
the country had done right,’
says Riordan Roett, a professor
of Latin American studies at
Johns Hopkins University and
author of The New Brazil.
As the source of much of
the world’s iron ore, sugar,
soy, beef and coffee, Brazil
received a financial windfall
from surging demand from
other emerging markets. The
price of iron ore – used to
▲ FEELING BLUE
produce steel – soared from
The Mane Garrincha stadium, where rioters
$16 per metric ton at the start
showed their anger at government policies
of 2004 to $140 at the start

BRAZIL | FOCUS

17

▲ DARK KNIGHT RISES

Batman, in the form of retired policeman Andre Luiz
Pinheiro, has been called in to fight rising crime in Brazil

▌▌▌‘BRAZIL BELIEVED ITS OWN HYPE, TOOK TOO
MANY RISKS AND WASTED THE OPPORTUNITY TO
REFORM ITS LABOUR AND PENSION SYSTEM’

of 2012 – a rise of more than eightfold. Basic food sources, meanwhile,
climbed about 90% over the same
period, according to data from the
United Nations Food and Agriculture
Organization. ‘This was all money in
Brazil’s pocket,’ says Dr Win Thin, an
emerging market expert at Brown Brothers Harriman, a New
York-based investment bank.
It was also the perfect opportunity to upgrade the
nation’s tattered infrastructure and reduce some of the
burdens on business, says Roett. ‘Brazil’s economy has a
host of structural handicaps that prevent it from growing
fast for long without inflation.’ The nation’s infrastructure,
including roads, railways and ports, has been crumbling and
is over-stretched. Brazil’s ports, for example, were ranked
135th out of 144 countries for quality in a World Economic
Forum global competitiveness report. The nation also suffers
from a chronic shortage of skilled workers. ‘There are a lot
of poets and lawyers and not nearly enough engineers or
scientists,’ says Roett. The result is that Brazil quickly runs
into production bottlenecks. To make matters worse, Brazil
has rigid European labour rules, which make it hard to fire
underperforming workers – another drag on productivity.
‘Brazil could have invested during the good years in
upgrading its infrastructure and the skills of its workers,’ says
Roett. ‘It’s only too late that politicians have realised this.’

Brazil is also burdened by another European-style
encumbrance that may be even more damaging, according
to consultancy Capital Economics. The nation has among the
world’s most generous state pension systems. In the long
term, this will certainly compromise Brazil’s government
finances, unless fixed. It also has the more immediate
effect of depressing the nation’s savings and investment,
says Neil Shearing, chief emerging market economist at
Capital Economics. ‘A lavish government welfare programme
gives Brazilians little incentive to save for a rainy day,’
says Shearing. ‘A Brazilian can expect to receive a pension
that replaces about 65% of their wage before retirement,
compared with just 20% in Mexico and 30% in China.’
One result is that Brazil has by far the lowest savings rate
of any major emerging market. While China’s inhabitants
stash away the equivalent of roughly half of GDP a year and
Indians about a third, Brazilians save just 15% of GDP. That
leaves Brazil with a shortage of domestic capital that can be
drawn upon by growing businesses or to upgrade the nation’s
infrastructure. ‘Without enough domestic savings, Brazil has

»

ACCOUNTING AND BUSINESS

18

FOCUS | BRAZIL

EIKE BATISTA: BRAZIL’S FALLEN ICON
When the Brazilian tycoon told journalists last year that he would
become the world’s richest man by 2015, it seemed a plausible
claim. At the time, the former speed-boat racer and playboy had a
net worth of around $34bn. His business empire EBX controlled
everything from oil wells and iron ore mines to ports and
shipbuilders. Just over a year later, and Batista has become the
perfect symbol of Brazil’s broken promises.
‘Batista suffered from the same cockiness that plagued Brazil as a
whole,’ says Riordan Roett, author of The New Brazil. First, Batista set
up a group of companies that were interdependent. His oil company
was due to buy equipment from his shipbuilding firm, which in turn
leased land from his port company. If all went well he would capture the
profits all the way down the value chain. The flipside, however, was that
if one company failed, the others would suffer too. When the oil company
found far less oil than expected, this house of cards started to tumble.
He also used huge amounts of debt to expand, using his own stock as
collateral. As the value of shares fell, he had to scramble to raise cash.
‘The tragedy is that if Batista had taken his time to build up these
companies gradually, it might have worked,’ says Christopher Garman,
head of emerging market strategy at consultancy Eurasia Group. As with
Brazil, over-confidence was Batista’s most damaging flaw.

to rely on foreign funds in order to develop,’ says Shearing.
‘And this capital is not always available as successive financial
crises have shown.’ The bottom line is that Brazil has the
lowest rate of investment of any of the big developing
economies – just 18% of GDP between 2007 and 2011. That
is less than half the rate that China spent over the same
period upgrading its productive capacity. Brazil even invests
less than troubled economies like Argentina.
‘You can’t expect sustainable growth in a country without
triggering inflation with such a paltry level of investment,’
says Shearing.
Over the summer, the nation’s inflation rate had topped
6.5% – the upper range of the central bank’s target. ‘This is
a sign that Brazil has been running into supply constraints,’
says João Augusto de Castro Neves, a Brazilian analyst at
Eurasia Group. In a healthy economy that kind of inflation
would be associated with fast growth. Yet Brazil’s economic
growth has slowed to a snail’s pace. In 2012 GDP grew by
just 0.9% and by 0.6% in the first quarter of this year. That’s
down from 7.5% in 2010. This looks a lot like stagflation –
the dreaded combination of low growth and high inflation
that plagued the US for some of the 1970s and 1980s.
And things may get even worse in Brazil before they get
better. During the boom years, Brazilian consumers racked
up large quantities of debt, often to buy cars and other
consumer goods. The credit binge has left a debt hangover.
Brazil’s citizens now spend between 15% and 20% of
disposable income servicing debt, according to estimates
by Capital Economics. That is more than the 14% American
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consumers were borrowing in 2007 on the eve of the
financial crisis. ‘There is a risk that this will be yet another
drag on growth over coming years,’ says Shearing.
Economists agree that there is a way out for Brazil, but
not an easy one. Trimming back pension benefits in an effort
to boost savings would antagonise many already disgruntled
workers and would take years to produce results. The
country’s president, Dilma Rousseff, has somewhat belatedly
introduced measures to drum up private investment in
infrastructure, especially ports. This will be far harder than
when Brazil was registering fast rates of economic growth.
The nation has achieved much in the past several
decades, consolidating democracy and vanquishing hyper
inflation. Under former president Lula, 40 million Brazilians
were lifted out of poverty. But regaining its standing as an
emerging market star will not happen overnight. ■
Christopher Alkan, journalist based in New York
FOR MORE INFORMATION:

The New Brazil, by Riodan Roett
www.amazon.com/The-New-Brazil-Riordan-Roett/
dp/0815721684
www.olympic.org/rio-2016-summer-olympics
‘Pele: Brazil not ready for World Cup and Olympics’
www.bbc.co.uk/news/world-19218979
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VANISHING ACT

The US’s budget deficit is disappearing dramatically. So what lessons can this offer to
other inveterate borrowers such as Japan and some eurozone countries?

T

he word ‘surplus’ has virtually disappeared from
the American lexicon in recent years. It has been
13 years since the US ran a budget surplus for a
full year and the last trade surplus was in 1975
when Gerald Ford was president. So it came as a pleasant
surprise to many in June when the US government ran the
largest monthly budget surplus in history, with revenues
outpacing spending by $116bn.
While Uncle Sam is still on track to run a budget deficit
for the year, the magnitude of America’s borrowing has been
shrinking sharply in recent months. The Federal shortfall,
which hit an eye-popping $1.4 trillion in 2009, is now on track
to shrink to $642m this year, the non-partisan Congressional
Budget Office (CBO) forecast in May. That was $200bn less

time the rewards go to the US Treasury rather than private
shareholders. Indeed in the second quarter the companies
earned $10bn in profit – beating Exxon Mobil and Apple to
make them America’s most profitable enterprises. In June the
two companies handed over $67bn to the US government –
explaining the sharp swing back into budget surplus.
Of course, these businesses won’t be making such
chunky payments on a regular basis. But many other
aspects of the budget are also starting to improve. A more
consistent boost will come from rising employment. In the
year to July the US created about two million jobs, according
to its Bureau of Labor Statistics. That helps explain a surge
in payroll and income tax, which rose about 14% between
October and June. Added to this, America’s S&P 500 stock
index has climbed 22% over the past
year (as of 5 August). That is a recipe
for higher capital gains tax receipts.
America has also been getting a royalty
bonanza due to booming oil output,
which is up over 40% since 2008.
Combine these factors and the CBO
now believes that tax revenue will climb
by 15% in 2013 to 17.5% of GDP – close to the average rate
over the past four decades.
The other side of the ledger has been no less encouraging.
Economic convalescence has led to a lower unemployment
rate. The amount the US government was forced to shell out
on jobless benefits in the nine months to June shrank by a
quarter. The US will also need to spend less on food stamps
– vouchers that help low income families. Around 46 million
Americans qualify – about one in five of the population.
One possible lesson for the rest of the world is to avoid a
sudden fiscal tightening. ‘A good case can be made that the
US budget situation is starting to improve partly because
there was no radical austerity plan,’ says Mark Weisbrot,
co-director of the Center for Economic and Policy Research
in Washington. ‘Britain is a good example of where painful
belt-tightening seems to have backfired, slowing economic
growth and ironically ensuring that deficits remain high.’
While the US deficit is on track to shrink to 3.4% of
GDP – close to its average for the past 30 years – Britain’s
is set to remain at 7.5% in the 2013 to 2014 fiscal year,
according to the Office for Budget Responsibility. The main
culprit is slower growth, which the IMF believes will fall short
of 1% in the UK this year – about half the pace in the US.

▌▌▌FOR ALL OF THIS GOOD NEWS, MANY
POLITICAL OBSERVERS WORRY THAT THE FALLING
DEFICIT IS A CURSE DISGUISED AS A BLESSING
than they had predicted a few months earlier. And the deficit
in the year to March was the lowest in four years.
This is all the more unexpected given that America had
whipped itself into a state of panic about the inexorable
rise of public borrowing in the winter. ‘Just a few months
ago government debt and borrowing was the only thing
people seemed excited about in Washington DC,’ recalls
Len Burman, a professor at Syracuse University and deputy
assistant secretary of the Treasury under President Clinton.
So what lies behind the mystery of the disappearing
deficit? Can other inveterate borrowers – like Japan and some
eurozone nations – learn from its success? And is the US
really out of the fiscal woods or is the respite only temporary?
The overarching reason for America’s budget turnaround
has been an improving economic outlook. This has had a
number of consequences for the US fiscal position.
The most dramatic has been to transform the finances
of Fannie Mae and Freddie Mac, the housing finance giants
that the US government was compelled to nationalise in
2008 after they teetered on bankruptcy. Collectively the
two companies received around $190bn in support from the
federal government. Now with the housing market recovering,
they have swung dramatically back to profitability. This
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‘The contrast should be a warning for Japan, where the Abe
government wants to cut the deficit by 4% of GDP over the
next two years,’ says Richard Katz, editor of The Oriental
Economist Report.
The US has not shunned cutbacks altogether. Automatic
spending cuts took place in March after Congress failed to
agree a more comprehensive plan to cut the deficit. But
unlike in Britain these were mild enough to help the deficit –
taking about $85bn off the federal government’s $3,700bn
spending bill – without sapping economic growth.
Many political observers still worry that the falling deficit
is a curse and will lull politicians into a false sense of
security. ‘The deficit only falls for a few years and then starts
rising again,’ warns Chris Edwards, head of fiscal analysis at
Washington’s Cato Institute. ‘During the early 2020s we’ll hit
a demographic hump as a large generation of baby boomers
retires, putting a huge strain on the budget.’

Ageing population
In 2010 just 13% of the population was 65 and older. That
climbs to 19% in 2030. ‘The result will be a surge in the cost
of government retirement payments and healthcare benefits,’
says Richard Johnson, director of the program on retirement
policy at the Urban Institute. The CBO thinks spending on
the elderly through social security and healthcare will climb
from 42% of GDP in 2012 to 51% by 2023.
Adjusting to this demographic shift will be harder the
longer politicians wait, Edwards says. ‘There are ways to
mitigate this problem, especially raising the retirement age
or trimming benefits for the elderly, but it can sometimes
be hard to galvanise politicians to take such painful steps
in the absence of a crisis.’ In which case an improving
budget situation could make a grand compromise between
Democrats and Republicans even less likely.
Even so, if a shrinking deficit is a problem, it is one many
nations would dearly like to experience. ■
Christopher Alkan, journalist based in New York
FOR MORE INFORMATION:

www.usgovernmentspending.com/current_spending
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COMMENT | RAMONA DZINKOWSKI

Something to hang your hat on
Given the complex nature of many of the concepts underlying the draft integrated reporting
framework, commentators are calling for practical guidance, says Ramona Dzinkowski
For 20th-century physicists, a
‘theory of everything’ has been an
allusive goal that would explain
and link together all known
physical phenomena in the universe.
For 20th-century accountants, we
have the international integrated
reporting framework.
Pithy as that may sound, the
condensed wisdom of many
interested parties is that, while
valuable, the current framework
needs to transform from a high-level
conceptual model that attempts to
capture all that companies do – and
how they do it – to one that CFOs
can actually hang their hats on – ie
more succinct, based on case evidence
and offering practical guidance. This
is not surprising, given the complex
nature of many of the concepts
underlying the framework.
More specifically, the framework,
among other things, ambitiously
called for companies to consider
six forms of capital in their
assessment and reporting
of the value of the firm:
financial, manufactured,
intellectual, human, social and
relationship capital.
Late in August, the
International Integrated
Reporting Council (IIRC)
published comments on
the draft from interested
parties around the world.
The results underscored
the fact that, while these
forms of capital (although
somewhat out of sync
with the intellectual/
knowledge capital literature)
are generally considered
to be the building blocks
or stores of value of an
organisation, measuring and
describing these elements and
their interrelationships remains a
concern. There were also issues
with the concepts of ‘business
model’, ‘outcomes’ and a variety
of other key concepts. This
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subsequently calls into question
the value of ‘a theory of everything’
when it comes to corporate reporting.
Some suggest that without a
more succinct form of authoritative
guidance, the framework will be
applied willy nilly across the globe, if
at all, resulting in integrated reports
that are neither comprehensive nor
comparable between companies.
Furthermore, without specific

standards, subjectivity will make
interpreting the narrative of an
integrated report extremely difficult.
Others question the wisdom
of adding yet more disclosure
and reporting to the plate of
the CFO; and, without force of
law, whether there’s any hope of
adoption at all. After all, one of the
primary concerns of CFOs today
is the increased regulatory and
compliance burden that already
distracts them from their role as
senior financial strategist.
This is even more true of smaller
or private company CFOs who
are unlikely to replace financial
management objectives with
voluntary reporting projects. Finally,
confusion remains around whether
the integrated report is to be an
overarching report with links to
subreports that are traditionally
required – such as the financials
– or whether elements of the
integrated report are incorporated
into existing reports.
There is much to sort out
going forward. It was hoped
that the next iteration of the
international integrated reporting
framework would be ready by
December 2013. However, it
is my best guess that the
IIRC will heed many of the
recommendations for it to
slow its approach, and wait
until it has more concrete
reporting examples from
the 100 companies
worldwide that are now
taking the framework for a
test drive.
See also the feature on page 36
examining the integrated reporting
debate more closely from the
perspective of the accountancy
bodies, regulatory community,
investment community and
corporate sector. ■
Ramona Dzinkowski is an economist
and business journalist
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Leave ivory for the elephants
With the lucrative black-market trade in ivory pushing Africa’s elephants to the brink of
extinction, it’s time for the world to intensify its anti-smuggling efforts, says Alnoor Amlani
The irony in the title of Ebony and
Ivory, Stevie Wonder’s song about
race relations, is in the fact that black
and white piano keys, made of ebony
and ivory from Africa, ‘live together in
perfect harmony’ but people cannot do
the same.
In modern-day Africa ebony is
abundant but ivory is most definitely
not. The black-market price of illegal
ivory (the Convention on International
Trade in Endangered Species of Wild
Fauna and Flora ended the legitimate
trade in 1989) has continued to rise.
The US alone has seized six tons of
illegal ivory since the ban came into
force – it recently announced that it
intended to destroy its stockpile to help
discourage the trade.
The global price is being driven
by an insatiable demand from China
where the ivory is used not for piano
keys but instead is carved into
intricate trinkets and works of art
and craft, or kept for investment
value. Customs authorities
officially intercepted 29,000kg
of ivory smuggled in between
2009 and 2011.
Unlike rhino horn,
which is sought
by the Chinese
for medicinal
properties, in the
case of ivory there
is no justification
beyond the
appreciation of the
physical beauty of the
ivory itself.
Meanwhile Africa is
losing an estimated 25,000 to
40,000 elephants a year – far
more than the annual birth rate.
If this is not stopped, the wild
elephant will be extinct on the
continent within a decade or less.
Paula Kahumbu, Kenya’s
CITES coordinator and executive
director of WildlifeDirect reports
that in the past six months
over 7.5 tonnes of ivory has been
intercepted being smuggled out.

Kenya has just revised its wildlife laws,
increasing penalties and sentences as
well as better equipping and intensifying
efforts in capturing poachers.
Yet it isn’t enough. Elephants
continue to be poached because the
people living alongside the wildlife
parks are poor and the price of ivory is
too attractive.
The elephant, alongside the ape,
dolphin and chimpanzee, is one of the
most intelligent species on the planet.

Scientists have often proved elephants’
intelligence in cooperation, learning
and toolmaking, and their long-term
memory is legendary. Elephants have
often saved people in emergency
situations and, more directly, they are
man’s helpers in Asia, where they have
been domesticated and put to work.
China’s ancient elephant populations
died out 3,000 years ago. But in Africa
the wild elephant is still a key part of
the ecosystem. In the forests, savannah
and mountain regions they remain a
familiar – if already a much rarer –
sight, providing comfort that at least
here we have not destroyed the natural
world completely.
How can the world stop the slaughter
and prevent extinction? In some game
reserves, revenue from tourism is being
channelled more completely towards
protecting the wildlife that it depends
on. Africa earned $34bn last year
from tourism, up from $6bn in 1990.
Improving wildlife management
by using tourism revenues in this
way offers some protection, but
can it really compete with a black
market driven by exorbitant, ever
rising prices?
The only way to save the
wild elephant is
for the countries
receiving ivory
to stop buying
it. China, for
example, could
use the power
of its centralised
government to demand
that citizens return all the ivory they
hold to Africa (starting with the
29,000kg in the customs stores), and
enforce a ban on any further buying,
as well as teaching its people that
ivory is only for elephants. Otherwise, I
fear, the wild African elephant may be
lost forever. ■
Alnoor Amlani FCCA is an
independent financial management
consultant in East Africa who writes
regularly on social and business issues
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COMMENT | MARTIN TURNER

Three pathways for progress
Delivery of ACCA’s strategic priorities, promoting an ethical profession and championing
corporate reporting leadership are key for new ACCA president Martin Turner FCCA
It is a great honour and immense privilege to have been elected as
your president at ACCA’s AGM in September.
I am very excited about the year ahead and, in particular,
I am delighted that my Council colleagues and I will be
able to meet members, students, employers, tuition
providers and regulators at our Council meeting in
Dubai next year. The meeting will not only give us
an opportunity to see at first hand one of the most
important and increasingly influential markets in
the UAE but also to visit Sri Lanka, Bangladesh,
Pakistan and Oman, where we have thousands of
members and students.
On behalf of ACCA members, my key
priorities for 2013/14 will be the delivery and
development of ACCA’s strategy to 2015 and
2020, promoting an ethical profession and
championing leadership in corporate reporting.
The first of these is critical and we’ll be
listening carefully to members’ views on the
issues we need to address.
The focus on ethics is not only because doing
the right thing is central to ACCA’s core message of
public value, but also because it is a vital part of our
qualification framework and more relevant than ever.
In terms of championing leadership in corporate
reporting, I want to continue to build on the good
work ACCA does in global standards. We want to see
the adoption of consistent global standards since they are
needed for economic and financial certainty – to help build
and maintain investor confidence and trust.
From experience, I know how important ACCA is to helping
forge careers and providing support and services to members. I
have been an ACCA member since 1976, and have sat on Council
since 2004. My career has been in the health sector. I was a
founder member and president of the Health Service Society
of Certified Accountants more than 25 years ago. I
have sat on ACCA’s Market Oversight Committee,
Governance Committee and Remuneration
Committee. I have been chief executive
of regional health services in the
UK and Australia. I now work as a
management consultant in the
UK health sector and am FD of a
private health company in the UK.
I look forward to meeting as
many members as possible
during the coming year and am
proud to have the opportunity
to serve as your president. ■
Martin Turner FCCA is a
management consultant
in the UK health sector
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The view from

‘

THERE ARE HUGE POSITIVES TO DRAW FROM
CLOSER BUSINESS AND ECONOMIC TIES’
GRAHAM WEBB FCCA, PARTNER, HALL
CHADWICK, SYDNEY, AUSTRALIA
The professional services
market in Australia is
undergoing significant
change. The global
financial crisis may not
have initially impacted
Australia as much as
other countries, although
we’re now seeing knock-on
effects in some parts of
the economy.
From the profession’s
perspective, the largest companies
have been understandably looking at
their overheads and cost profile, and
while audit fees represent a sizeable
proportion of revenue, there are
increasingly wins to be had on addedvalue services.
Today, many of the Big Four firms
are seeking to reclaim some of those
large client accounts while smaller
firms continue to undercut, resulting in
second-tier firms being squeezed from
either side.
That makes it increasingly
important for firms in that space to be
more proactive in terms of inhabiting
their clients’ world, anticipating their
needs and playing a leadership role
in coming up with solutions that help
their clients stay ahead of the game or
regain their competitive edge.
China represents an opportunity,
not a threat. There are huge positives
to draw from the increasingly close
business and economic ties between
Australia and China. We’ve been
developing and formalising links with
a leading Chinese independent firm, a
relationship that effectively allies us to
more than 80 overseas branches and
has created many opportunities for
collaborating on joint projects.
We’ve introduced a secondment
programme that involves staff
exchanges, which has been received

well – there has been no
shortage of volunteers.
People recognise the value
of gaining exposure to
international challenges
on top of mainstream
accounting work closer
to home.
Competition for talent is
fierce – good people will
always be scooped up.
To a certain extent, people can still
cherrypick the best positions, although
firms are being more proactive with
regard to talent retention. Most
forward-thinking firms want to provide
incentives to stay, with initiatives
such as greater emphasis on career
progression.
It’s still very much the case that
people who qualify will be tempted by
moves into industry. It’s up to firms to
identify those who show partnership
potential and help them to map out a
challenging but attainable career path
to get them there.
It’s important to make yourself aware
of all your career options before
leaving the profession. It’s easy to
think that the grass is always greener
on the other side, but today the
profession offers many more diverse
career paths.
Yes, the packages on offer in
industry – the pay, the company car,
the fringe benefits – can be tempting.
But in the last two or three years I’ve
noticed more people coming back. They
haven’t necessarily made the wrong
choice, as the experience and insight
they’ve gained can be tremendously
useful in client-facing roles. It’s more
that they’ve found the challenge isn’t
as varied. When you have a portfolio of
clients, the challenges are many and
wide-ranging. ■

SNAPSHOT:
CORPORATE
FINANCE
It is more important than ever
for companies to make the
right investment decisions
whether through acquisition,
joint venture or fundraising,
or realisation of value
through sale or restructuring.
Corporate finance
departments need advisers
who can make deals work.
Laura Johnson, marketing
executive with Robert Walters
in San Francisco, says: ‘Q1
saw the same seasonally slow
recruitment activity as many
other disciplines as budgetary
plans were still being finalised
for the remainder of 2013.
Q2 picked up as market
confidence increased and
budgets kicked in. DoddFrank, Basel II and Basel III
were still extremely relevant
and experts in these areas
were in demand.
‘While 2013 saw an
abundance of professionals
in the market, finding ideal
candidates was challenging
as companies required quite
specific combinations of
experience, education and
skillsets for new hires.’
us$13.6bn

M&A activity in Africa
amounted to US$13.6bn
in the first two quarters of
2013, up 9.7% by value from
the same period last year,
according to Mergermarket’s
Africa M&A Trend Report.

ACCOUNTING AND BUSINESS

26

PRACTICE | AUDIT

Forum of the future
As chairman of the Forum of Firms, an association that
represents international accountancy networks, RSM’s
Bob Dohrer talks about audit’s changing role
Bob Dohrer was this year re-elected
chairman of the Forum of Firms, an
organisation that brings together
nearly two dozen of the world’s leading
international accountancy networks.
An American, but based in RSM’s
executive office in London, Dohrer
now has three more years to promote
consistent, high-quality financial audits
worldwide, and tackle the challenges
of transnational audits in the future.
It will be a key time for the
organisation that was borne out of
the accounting scandals of more
than a decade ago. But although the
profession is unlikely to witness such
events this time around, audit is under
the spotlight like never before.
‘If you think back to the early 2000s,
it was quite a turbulent time,’ Dohrer
explains. ‘In the global markets we had
the Enron and WorldCom scandals,
which then led to the issuance of
Sarbanes-Oxley and the creation of the
Public Company Accounting Oversight
Board (PCAOB). It was becoming quite
evident that in particular countries
there were movements taking place to
strengthen regulation.
The International Federation of
Accountants (IFAC) realised there were
some key large accountancy networks
that carried out a significant proportion
of transnational audit work, and it
would be important to have that group
coalesce around some basic objectives,
first and foremost of which was audit
quality. At that time, the convergence
of any international standards was not
very advanced, either on the auditing or
accounting fronts.
This picture has been changed by
the hard work of the International
Accounting Standards Board (IASB),
whose rules and principles are now
applied in more than 100 countries,
and by the International Auditing and
Assurance Standards Board (IAASB),
which has quietly been getting on with
the task of converging and clarifying
a set of audit standards to be
implemented worldwide.
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And it is the Forum’s membership,
which stretches from the Big Four
firms to smaller, more regionalised,
international networks, that is at
the forefront of this process. ‘The
Forum was formed to bring the
profession together around the primary
objectives of enhancing audit quality
and consistency around the world,
supporting the quality of financial
reporting,’ Dohrer says. ‘We have
undertaken to make it into a place
where practice issues and audit issues
can be discussed; and because of
our association with IFAC, we have
the ability to liaise with different
professional accountancy organisations
and standard-setters around the world.’

Transnational aspirations
To become a member, a network or
firm must first carry out, or have an
interest in carrying out, transnational
audit work. They should promote
a consistent application of highquality audit practices and standards

▌▌▌‘FOR A GLOBAL NETWORK, ONE OF THE
DIFFICULTIES IS THE NEED TO DEAL WITH
INCONSISTENT REGULATION’
worldwide, support the convergence
of national audit standards with
international standards, adhere to
IESBA ethical codes and conduct
regular globally coordinated internal
quality reviews.
‘For a global network, one of the
difficulties is the need to deal with
inconsistent regulation, and what we
find so often is that while we all use the
same auditing standards, the way that
those standards and requirements are
interpreted and enforced in different
countries can vary greatly. So when
a network has to put this together
in a global methodology it becomes
challenging. If you want to use it
worldwide you have to design your

policy and procedures to meet the
most rigorous level,’ says Dohrer.
The Forum can bring issues to the
attention of influential bodies both
within and outside the profession. It
can also help accelerate the maturity
of the profession in jurisdictions where
auditing is less developed as a skill.
‘The Forum can act as a catalyst to
help the profession itself to move
forward,’ Dohrer says.
In addition to his role at the Forum
of Firms, Dohrer is RSM International
global leader for quality and risk, and
has 23 years’ experience with McGladrey
& Pullen, a US member of RSM,
including serving as its international
assurance services practice leader.
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Looking forward, Dohrer is keen to
highlight the importance of auditor
reporting and transparency. In some
ways, he is critical of attempts at a
European level to introduce legislation
that would change how and why auditors
report on work. Instead, Dohrer, and
the Forum, argue that what is needed
is improved auditor reporting through
standard-setting, not legislation. ‘We
have been vocal in that regard,’ he says.
The IAASB is working on an auditorreporting model that Dohrer describes
as critical to the future of the audit
profession. ‘Whether you want to tie it
to the financial crisis or other trigger
events, the fact is that consumers of
our services are definitively asking for
more information,’ he says, ‘and that is
coming through loud and clear.’
Dohrer is concerned that if, as a
profession, auditors do not respond to
this demand, and if they do not resolve
concerns of liability and litigation, then
a void could be created between what

ABOUT THE FORUM
The Forum of Firms is an
association of international
networks of accountancy firms
that perform transnational
audits. It works with IFAC to
support the work of independent
standard-setting boards
and promote adoption of
international standards.
The 23 members are
committed to adhering to and
promoting high-quality audit
practices worldwide.

users want and what auditors are able
to provide. ‘There’s a very real risk to
our profession that someone else will
fill the void,’ he argues.
Dohrer sees the Forum as being
able to talk about the value that is
created during the audit process.
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‘Although litigation risk does not allow
an auditor to detail publicly all the
adjustments that were made during
the audit process before the final
financial statements are published,
people need to understand that
that process adds value to financial
reporting and the Forum can be a voice
to articulate that value.’
Company audit committees have
a key role to play in this debate, and
a great deal depends on the relative
maturity of this aspect of corporate
governance. But Dohrer is determined
to make the Forum a clear advocate for
the profession. In his own words: ‘We
need to speak out and to educate people
about the value of our profession.’ ■
Philip Smith, journalist
FOR MORE INFORMATION:

Forum of Firms,
tinyurl.com/forum-firms
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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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The view from

‘

CAMBODIA IS AN EMERGING MARKET WITH
GREAT INVESTMENT OPPORTUNITIES’
FONG NEE WAI FCCA, CHIEF FINANCIAL OFFICER,
LCH INVESTMENT, PHNOM PENH, CAMBODIA
My main role is to
act as the group CFO
of a company we
are supporting in its
preparations for an
initial public offering
(IPO). I’ve been looking
at reporting structures,
financial performance,
cashflow, liquidity and cost
structures to help drive
profitability, capitalise
reserves and reduce gearing. I’ve
also been supporting the board in
appointing new directors, increasing
management capability, and ensuring
compliance with local accounting
standards and International Financial
Reporting Standards (IFRS).
I relocated here from Malaysia, where
I gained my ACCA Qualification and
was working as the FD of a hotel and
property management company. Seven
years ago I set up a firm here with an
Australian business partner, delivering
accounting, audit and tax services,
before moving to my current role.
Cambodia has no restrictions on
capital repatriation. It’s an emerging
market with great investment and
growth opportunities compared to
countries such as Vietnam. Labour
costs are also lower; floods in Thailand
and the Japanese earthquake and
tsunami prompted a number of
Japanese manufacturers to relocate
engine, car component, clothing and
shoe plants here. However, there are
still challenges with regard to access to
finance and the cost of finance.
The Cambodian government wants
to encourage more private sector
companies to participate in IPO
exercises, to stimulate capital
markets and attract more investment

companies and fund
managers. So it’s relatively
less stringent to list
here than neighbouring
countries. However, most
local companies are not
yet ready, and might take
up to three years to resolve
issues around audit,
financial reporting and
regulatory compliance.
The government sought
advice and support from Singapore,
Hong Kong, Malaysia and South Korea
when setting up the Cambodian Stock
Exchange (CSX).
The standard of technical accounting
skill in Cambodia may be high but
numbers are limited, and not keeping
pace with growth in capital markets.
Many of the smartest local finance
professionals have already progressed
to CFO or even CEO level. There are
far more qualified ACCAs and CATs in
Vietnam, although in Cambodia we
are growing in numbers. Recent laws
mean only people with Cambodia’s
national accounting qualification can
sign off financial reports, although the
government is considering postponing
this requirement for three years to
allow more qualified accountants to
come through.
I’m striving for a better work-life
balance. Because I’m currently
finalising the due diligence review
while at the same time nearing the
completion of an organisational
restructuring exercise that has taken
much of the last 18 months I’ve only
recently been able to achieve that
balance. At weekends, I enjoy driving
out of the city into the countryside –
there’s something about being among
greenery and rivers that’s really
relaxing and helps me to unwind. ■

SNAPSHOT:
OIL AND GAS
The global oil and gas
industry is a challenging
environment to work in but
has fantastic opportunities,
wherever you are based.
In the southern
hemisphere, there has been
a significant shift of role
requirements in the sector.
Brodie McDougall, director
of Michael Page Finance in
Australia, says: ‘In 2013 we
have noticed a great focus on
value add for finance positions
to the business. Most roles
focused on commercial
managers, financial planning
and analysis, and accountants
to drive costing, budgeting
and forecasting within
established operations.’
Salaries for these roles
have risen between 3% and
5% in 2013.
‘Large oil and gas
businesses have generally
looked to have leaner
finance team structures
and are focused on
creating efficiencies with
implementation of shared
ERP systems, upskilling of
key roles and improvement in
value add from commercial
finance teams,’ adds Brodie.

10%

According to Deloitte’s Oil
& Gas Reality Check 2013,
the growth in LNG (liquefied
natural gas) from 5% of world
gas consumption in 2000 to
over 10% has made gas more
of a global commodity.
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CORPORATE | COMMUNICATIONS

On message?
Misjudged public comments from senior managers can cause mayhem, but good
communication skills are not just about avoiding bad publicity – they can also boost profits
When a senior company figure
blunders in communicating through
the media, the corporate and career
costs can be high, but getting it right
can drive sales and profits.
Examples in the debit column
are rife. Gene Morphis, the CFO of
Nasdaq-listed US womenswear chain
Francesca’s Holding Corp was fired
in May 2012 after his tweet on social
media site Twitter inadvertently
disclosed sensitive share price
information from a board meeting.
PR gaffes made by Tony Hayward,
the then CEO of oil major BP during
the Macondo oil rig fatalities and oil
spill in the Gulf of Mexico in 2010,
caused a political furore in the US. The
company has so far paid damages of
more than US$40bn.
If eliminating negative press is
one reason to acquire good media
skills, accentuating the positive is
equally valuable.
‘Studies suggest 60% of the value
of a company is goodwill and that 66%
of people have a better image of a
company with an engaging CEO,’ says
Roland Main, co-founder and director
of Second City Creative, a Glasgow,
Scotland company behind Second City
Media eAcademy, an innovative web
technology delivering media training
online and internationally for blue-chip
clients including EY, PwC and KPMG
and leading banks.
Companies great and small are
becoming more aware of the need
to improve the communication skills
of senior employees. ‘Some of the
smallest firms are now on free social
media such as Facebook and Twitter,
so everyone knows how important the
media are,’ says Main.
While large companies are the
Media eAcademy’s main customers,
it is seeing growing demand from
small and medium-sized enterprises
(SMEs) and smaller professional firms
and recently began a web affiliates
programme to reach out to these.
Main says: ‘Accountancy is a
profession driven by examination,

ACCOUNTING AND BUSINESS

finding “the right answer”, and by
process, but handling the media is more
art than science. Many people who’ve
been through accountancy training
start off trying to give the right answer,
whereas there is only a good answer.’
He continues: ‘Typically,
accountants are a little wary to start.
Once they understand the rules of
engagement, they really get into it,

It also throws into sharp focus the
impact of spokespeople. ‘Industry
and competitive benchmarking is an
incredible tool to put spokesperson
effectiveness into context,’ says Kristin
Wadge, head of analytics and insight
at Gorkana Group, a UK and USbased company providing interfaces
between the public relations, corporate
communications and media industries.

▌▌▌STUDIES SAY 60% OF A COMPANY’S VALUE IS
GOODWILL AND 66% OF PEOPLE HAVE A BETTER
IMAGE OF A FIRM WITH AN ENGAGING CEO
their natural fluency and ability to
think on their feet clicks in, and they
generally perform pretty well.’
For poor communicators, there
are few hiding places in a 24-hour
connected world. The worldwide web
has brought greater reach and depth to
media monitoring and analysis.
A survey in 2012 of 116 European
PR companies by France-based media
monitoring agency Press Index,
now majority-owned by the Kantar
Media business of global marketing
communications giant WPP, found
monitoring was conducted most
frequently through Google, the online
search giant, followed in order by
specialist media monitoring services,
social media sites Twitter and Facebook,
and finally Pickanews, Press Index’s
European multimedia search engine.

Assault by analytics
The vast volume of information
generated from these and other online
sources has driven development of
sophisticated analytics widely used by
PR specialists.
Web search and software
analytics tools help to measure
the effectiveness of campaigns, to
benchmark companies against other
firms, to dissect positive and negative
responses, and to provide hard figures
on how PR affects the bottom line.

‘First, it’s important to understand the
frequency each spokesperson is used
over time and compare this to others
within the company or industry.
‘Next, you need to know if each
spokesperson is delivering messages
effectively and ensure any findings are
fed back into the training programme.
You can discover which media prefer
working with which spokespeople, where
and when they use them, and identify
opportunities to increase penetration.’
Aside from the intelligence gleaned
from such analysis, demonstrating
how others are working with the media
often inspires increased engagement
and an element of competition
among spokespeople, she adds.
‘The media will always prefer some
personalities, but good analysis,
feedback and training can develop any
spokesperson’s ability and popularity.’
Not that the spokesperson should
then be given free rein. Turning a
business strategy into a communication
strategy is the key to making the latter
work for the company’s sales, profits or
other goals, according to Phil Morgan,
policy and communications director at
the UK’s Chartered Institute of Public
Relations (CIPR).
Morgan says this simple but critical
consideration is the most requested
theme by delegates ahead of The
Public Relations Show 2013 to be held
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in London in November by the CIPR.
‘It’s the key skill in communications,
particularly at management level.’
All too often, media skills are
an afterthought. Main’s company
has offered training for a decade,
during which it has found itself asked
increasingly to provide services at short
notice, maybe because a key company
person was making a television
appearance: ‘Traditional media training
has focused on appearances in the
media such as radio and television.
There’s a bit more time to prepare for
commenting to the print media,’ says
CIPR’s Morgan. ‘Now though, it’s a
24-hour media cycle including social
media so you need to be absolutely
certain that your communications team
can manage all of these aspects and
that involves a diverse set of skills for
everyone involved.’

More than just media skills
Communicating well is not just about
media training, says Main. ‘Whether
you are delivering a presentation,
speaking at a meeting or podcasting,
communicating is important. The Big
Four spend a lot of time putting all
their high fliers through media training
because they understand that these are
life skills that anyone wishing to get on
as a business leader has to have.’
Keeping up to date with
communication skills is also important,
says Main, citing one reason for Second
City Creative establishing online media
training that would allow companies to
train people well 24/7 wherever they are
in the world and whenever they need.
‘Previously, people would do media
training maybe every couple of years.
Using internet technology lets people
refresh skills and keep them relevant to
their own and the company’s needs.’
There is another personal reason
for acquiring media skills. It is starting
to appear in staff assessments. ‘We
have been asked to bring it into annual
staff appraisals,’ says Main. ‘We have
our own tests and examinations that
can be used to rate spokespeople
and the natural extension of that will
be into certification. This is the first
qualification of its kind and we believe
it will become a sought-after gold
standard in the next 18 months.’
While developing standards is
important, companies also look
for some customisation of media

▲ GULF GAFFE

After BP’s oil spill in the Gulf of Mexico
in 2010, then CEO Tony Hayward’s
comments caused a major furore

training: ‘In our case that can mean
translating the site into the main
business languages, adding sectoror company-specific modules, and
including social media training tools,
ask-the-expert forums, webinars and so
on,’ says Main. ■
Robert Stokes, journalist

FOR MORE INFORMATION:

Gorkana Group www.gorkana.com/
Second City Creative www.
secondcitycreative.com/
UK’s Chartered Institute of
Public Relations www.cipr.co.uk/
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CORPORATE | GOVERNANCE

A clear picture
Access to finance and the long arm of anti-corruption legislation mean that SMEs in the
Gulf region are having to hone their corporate governance practices, says Alison Hubbard
Although a relatively new concept to
the countries of the Gulf Cooperation
Council (GCC) – Saudi Arabia, Oman,
Bahrain, Qatar, United Arab Emirates
and Kuwait – the role of corporate
governance in risk management
and sustainable growth is being
acknowledged, in principle at least,
as regional governments seek to
regain investor confidence, build
sustainable economies and compete
on a global platform.
To varying degrees each GCC
government has legislated in respect
of corporate governance. Predictably,
the focus of such legislation tends to
be public companies and, increasingly,
financial institutions, as governments
seek to grow their capital markets and
boost confidence in the financial sector.
However, there is a growing initiative
directed towards private companies,
including small and medium-sized
enterprises (SMEs). For example, the
Pearl Initiative, launched by the United
Nations Office for Partnerships, the
Crescent Group and the American
University of Sharjah, is providing
a platform for open discussion on

However, for many owners and
managers of SMEs, corporate
governance is an alien concept, often
dismissed as an issue for public
companies. A prevailing view is that
governance policies are ‘red tape’ by
another name – a hindrance rather
than a help. There is an assumption
that a governance policy will be
complex and interfere with the running
of the business, and a concern that
the tail will end up wagging the dog.
The tide, however, is slowly turning
as more SME owners begin to
appreciate the benefits of corporate
governance, particularly in the context
of access to funding.

SMEs and access to finance
The lack of finance available to SMEs
in the wake of the global financial
crisis has been identified as a key
barrier to growth, both in terms
of SMEs themselves and the wider
economy. As a result, governments
across the GCC have been applying
increasing pressure on financial
institutions to free up some muchneeded capital.

▌▌▌WITH REGIONAL GOVERNMENTS SEEKING
TO STEER THEIR ECONOMIES AWAY FROM
RELIANCE ON HYDROCARBONS, WIDER GLOBAL
ENGAGEMENT WILL BE KEY
improving corporate governance,
accountability and corporate social
responsibility across the GCC, and
counts as its partners several highprofile private companies.
In Dubai, Hawkamah – the regional
Institute for Corporate Governance
– and the Department of Economic
Development have developed a
Corporate Governance Code for
Small and Medium Enterprises,
setting a benchmark for best
practice in corporate governance for
private companies.
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Although the lack of collaboration
among potential lenders (in terms
of information sharing and the
development of lending practices)
could be said to be a factor, the
reluctance of these potential lenders
may be understood in the face of legal
frameworks that, arguably, do not
provide efficient mechanisms to enable
these lenders to adequately manage
their own exposure. In the absence
of credit-rating agencies, security
registers and an efficient mechanism
for debt recovery, lending in the Gulf

region carries inherent risk. Although
these issues are being addressed, the
pace is slow.
While good governance can enhance
the operations of a business in
various ways, it is the link to funding
that seems to be the key driver in
encouraging SMEs to adopt sound
practice. Put simply, lenders and
potential investors want (and need) to
see that borrowers are being properly
managed, that they have appropriate
mechanisms in place for assessing
risk, that appropriately qualified people
are making the decisions, and that
proper books of accounts are being
kept in accordance with international
standards. For those operating in more
mature economies, these principles
may seem like the fundamentals, but
in a region where, historically, there
has been little separation between
the owners and management of
businesses, and where there has been
a distinct absence of a need to adopt
formal policies, these fundamentals do
not necessarily come naturally.

The global picture
Access to finance is not the only
reason that SMEs are being actively
encouraged to adopt good governance.
With regional governments seeking
to steer their economies away from
reliance on hydrocarbons, wider global
engagement will be key to sustainable
growth. Investors from more mature
economies will be more likely to invest
in economies where transparency and
access to information are the norm,
rather than the exception.
With the ever-expanding reach of
extra-territorial legislation, such as
the UK Bribery Act and the US Foreign
Corrupt Practices Act, foreign investors
need to be extremely careful about with
whom they do business; the potential
financial penalties and reputational
risk associated with falling foul of
anti-corruption legislation compel
foreign investors to ensure that their
counterparts are adopting robust
governance procedures.
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▲ DAWNING REALISATION

The sun rises over Jumeirah Emirates Towers in
Dubai – many SMEs in the region are realising
that good governance can improve their efficiency

The GCC region is clearly an
interesting prospect for foreign
investors, but can also be perceived
as a challenging environment for
compliance with anti-corruption
legislation. SMEs in the region seeking
to engage with global partners will need
to adopt good governance practices
to avoid being seen as too risky a
commercial partner. This is particularly
true of the family businesses for which
the GCC is well known.
Each GCC country has its notable
large family businesses that, over
several generations, have morphed
into multinational enterprises, in
some cases with interests spanning
the globe. Many family businesses
in the GCC region started out as
small trading companies and grew
into large diversified conglomerates
with interests in retail, trading,
construction, logistics, manufacturing

and real estate, to name a few. Part of
this growth can be attributed to the
strong relationships developed with
international investors.
However, many family businesses
still have very few formal procedures
in place, but will, in due course, need
to consider how to take the business
forward, particularly in the context of
succession. Others have truly made the
transition from local trading enterprise
into diversified global conglomerate,
with sophisticated corporate structures
and governance frameworks that
include the appointment of both
executive and non-executive directors
from outside the family circle, audit
committees and anti-corruption
policies and procedures.
As these hugely successful family
businesses openly demonstrate their
commitment to good governance, it is
likely that others will follow suit.

For many SMEs, the true value
of good governance is not yet fully
appreciated. Although SMEs are
slowly beginning to recognise that
good governance can lead to improved
efficiency and market reputation,
and reduced risk exposure, the real
driving force behind implementation
is likely to be the need to demonstrate
that the business is a safe bet for
potential investment.
However, those with the capital to
lend are well aware that a corporate
governance policy is only as good as
the commitment to its implementation
and continued application. Any
business treating governance as a tickbox exercise is likely to be given short
shrift by lenders and investors. ■
Alison Hubbard is a partner in the
corporate group based in Pinsent
Masons’ Dubai office
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City of the future
Saad Maniar FCCA senses growing optimism among Dubai’s business community and,
should the city win its bid to host the World Expo 2020, great opportunities await
In the not-so-distant past, London or
Paris served as the sought-after spots
for business people to meet. In fact,
business people from Africa often
would fly there to meet their other
African counterparts due to limited
internal connectivity within the African
continent. Today, thanks largely to the
extensive reach of Dubai’s Emirates
Airlines, the dynamics have greatly
changed and Dubai has taken its place
firmly as a major global business
hub, attracting capital, business and
tourists from all corners of the world.
Dubai conveniently connects the
East to the West. Even the Chinese
view Dubai as an important bridge
to capturing the African market,
considering that there are more than

▌▌▌DUBAI’S INTERNATIONAL FINANCIAL CENTRE
IS SOMETHING OF A FINANCIAL VATICAN: IT HAS
ITS OWN COMMERCIAL LAWS AND REGULATIONS
2,500 Chinese firms registered in
Dubai and more than 250,000 Chinese
nationals visited Dubai last year.
Consider another tidbit – through
Emirates, nearly 40,000 people visited
Dubai from Brazil, while 300,000
Brazilians travelled through Dubai last
year – a rise of 61% compared with
2011. There are more flights from India
to Dubai than from India to the rest
of the world. And Dubai International
Airport surpassed Charles de Gaulle
in Paris as the second-busiest airport
in the world. Dubai’s main container
terminal is the largest hub between
Rotterdam and Singapore. And all this
in a city of just over two million people.
Standard Chartered Bank recently
revealed its plans to expand its presence
in the region from Dubai, with an aim
to build on growing trade between
emerging markets. Meanwhile the
Dubai Gold and Commodities Exchange
has announced that the city would
be launching its first Morgan Stanley
Capital Investment India equities futures

ACCOUNTING AND BUSINESS

contract. The move aims to strengthen
Dubai’s financial ties with India and
offer a new offshore instrument to
investors looking to hedge their risk or
increase their market exposure.

Investment hub
The value of foreign direct investment
into Dubai increased by 26% to around
$8bn in 2012 compared with $6.4bn
in 2011, according to figures provided
by Dubai’s Department of Economic
Development. Road, aviation and
shipping developments, along with
a steady growth in GDP, have been
the main reasons for this influx of
investment – most of it from the US, UK
and India. Attracting such investments
is Dubai’s financial centre, known as
the DIFC (Dubai International Financial
Centre), with its world-class regulator –
the Dubai Financial Services Authority.
The DIFC has been a tremendous
success story and is favoured by
financial institutions the world over for
a number of reasons. First, the centre

is something of a financial Vatican: it
has its own commercial laws, its own
regulations and its own courts.
The ‘free zone’ concept is not new
to the Gulf or Dubai. The city has many
free zones. The main benefit is that they
allow 100% ownership by foreigners and
there is zero tax. This goes for the DIFC
too, of course, but the financial services
companies would not come to the DIFC
if it were only about ownership. They
need certainty about their contracts and
about the deals in which they engage –
which is precisely what the DIFC offers.

Winning formula
Former US president Bill Clinton on
his recent visit summed it up best
in his address to the students of the
American University in Dubai: ‘I think
you are in a strong position to win the
bid for Expo 2020 because Dubai’s
model of shared prosperity is more
important today than ever and is an
inspiration to many countries.’ ■
Saad Maniar FCCA is managing
partner of Horwath Mak, a member
firm of Crowe Horwath International,
based in the Dubai International
Financial Centre. He is also on the
Members Advisory Committee of
ACCA in the United Arab Emirates
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CALL TO COLLABORATE

With many countries continuing to
face high levels of unemployment and
challenges in economic growth, EY’s
G20 Entrepreneurship Barometer 2013
calls on governments to collaborate with
entrepreneurs to kick-start their economies
and create jobs. The barometer follows the
EY report Avoiding a lost generation, which
was launched at the Young Entrepreneurs
Alliance Summit in Moscow in June.
Mature countries scored highest overall
on the barometer for providing the best
ecosystems for entrepreneurship.
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ENTREPRENEURIAL HOTSPOTS

CANADA

UK
US

SOUTH KOREA

AUSTRALIA

ENTREPRENEURS

WHAT DO ENTREPRENEURS NEED?
Access to funding
70% struggle to access funding in their country

74%

Entrepreneurship culture
15% believe their country’s culture supports entrepreneurship

Attributed their company’s
innovations to job creation

Tax and regulation
83% want tax incentives focused on innovation
Education and training
84% say specific entrepreneurship training is required for success
Coordinated support
33% see business incubators as a top entrepreneurship accelerator

84%
See opportunities where
others see risk

FIVE PILLARS

The barometer ranks countries for providing the best ecosystems for entrepreneurship across five pillars.
In the graphic below we show the top six countries ranked under each category.

Access to
funding
US
UK
China
Canada
Australia
South Africa

Entrepreneurship
culture
US
South Korea
Canada
Japan
Australia
UK

Tax and
regulation
Saudi Arabia
Canada
South Korea
UK
South Africa
Japan

Education
and training
France
Australia
US
South Korea
EU
UK

Coordinated
support
Russia
Mexico
Brazil
Indonesia
India
China

THE SURVEY

The barometer is based on a survey of over 1,500 leading entrepreneurs and qualitative data on
entrepreneurial conditions across the G20. It also draws extensively on EY’s own research of more than
200 government leading practices. Access the barometer at http://tinyurl.com/qznshqu
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WHAT THE WORLD

The responses to the draft international integrated reporting framework consultation
are in. Ramona Dzinkowski analyses what interested stakeholders had to say

T

he shortcomings of traditional corporate reporting
have long been of concern to users of financial
statements and other stakeholders. The gist
of the issue is that corporate reporting has a
considerable way to go to explain the value creation
capabilities of the company.
Steven Wallman, an expert on intangible valuation and
former commissioner of the US Securities and Exchange
Commission (SEC), says: ‘The inability to recognise as
assets on the balance sheet some of the new and most
significant building blocks of business has resulted in
balance sheets that bear little resemblance to the true
financial position of firms they are supposed to describe.
We are assigning the balance sheet to the status of an
antique and ignoring the needs of a broad array of financial
statement users, including users such as creditors who are
increasingly lending on soft assets.’
In April, the International Integrated Reporting Council
(IIRC), a coalition of regulators, investors, companies and
standard-setters, released for comment its latest draft of
the integrated reporting framework. By most accounts,
the framework is an ambitious and holistic approach
to capturing and reporting the activities of companies.
Integrated reporting, according to the IIRC, attempts to:
catalyse a more cohesive and efficient approach to
corporate reporting that communicates the full range of
factors that materially affect the ability of an organisation
to create value over time;
inform the allocation of financial capital that supports
value creation over the short, medium and long term;
enhance accountability and stewardship for the broad
base of capitals (financial, manufactured, intellectual,
human, social and relationship, and natural) and promote
understanding of their interdependencies;
support integrated thinking, decision-making and actions
that focus on the creation of value.
The April framework was the culmination of a multiphased public consultation process beginning with the
2011 discussion paper Towards integrated reporting –
communicating value in the 21st century, and followed by a
prototype framework in November 2012, successive drafts,
and a final review and endorsement by the IIRC’s working
group and council. Meanwhile, over 100 companies around
the world are currently testing the principles of integrated
reporting in their corporate reporting cycles.

*
*
*
*
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Once again, the public was asked to comment
on the integrated reporting framework; not
unexpectedly, the 359 responses provided mixed
reviews. On the one hand, the IIRC was lauded
for its efforts to give stakeholders a fuller
understanding of how companies produce
value; on the other, achieving consensus on a
final version of integrated reporting is clearly
a work in progress.

Widely valued
The work of the IIRC is widely valued
by the broader accounting community.
The Federation of European Accountants
‘commends the IIRC for the significant
achievement of issuing the draft framework…
and supports the IIRC’s objective of gaining
as much practical experience with the draft
framework as possible.’
Similarly, international companies such as
Microsoft welcome a fresh look at corporate reporting
that gives greater transparency and communication
with shareholders. As Microsoft’s treasury controller
Bob Laux explains: ‘Many of us involved in financial
reporting have lamented, admittedly in very
generalised terms, that financial reporting seems
to be moving more towards a compliance exercise
rather than a communication exercise. Microsoft
believes that integrated reporting provides the
mechanism to improve financial reporting by
providing information in a concise manner on how
a company creates and sustains value.’
ACCA also believes the IIRC is on the right lines
with its framework and the way ahead is to flesh out
the gaps. Richard Martin, ACCA’s head of corporate
reporting, says: ‘The plans for integrated reporting
are right in principle and there is a significant
opportunity for the quality of corporate reporting
to be improved by giving to investors and others a
more complete view of the entity and its prospects
over a longer time frame than is usually covered
in traditional corporate reporting. However, the
framework still needs to be fully field-tested, and
it would help prospective preparers greatly if the
IIRC were able to provide case studies of best
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THINKS
practice across a range of different organisations.
These would also help promote adoption and
aid compliance in an area where there is much
enthusiasm but little awareness.’

The challenges
However, challenges remain. One major
question is whether an integrated report is
to be the overarching reporting framework
with links to sub-reports that are traditionally
required, or whether elements of integrated
reporting should be incorporated into other
established reports. The American Institute
of CPAs (AICPA) suggests the filer should
decide, and that US companies may prefer to
incorporate the content elements of integrated
reporting into their existing voluntary reporting
structures, as opposed to developing a separate
standalone report.

organisation representing business and labour associations
across Europe, says: ‘Instead of bringing the existing
reporting together and reducing the overall excessive
amount of information, the consultation draft is suggesting
introducing yet another separate report.’ It goes on to warn
that another standalone report will not only increase the
administrative burdens for business, but ‘will add to the
existing information overload that prevents stakeholders
from seeing the wood for the trees’.
Although the IIRC recognises the ability to obtain reliable
data will affect how far integrated reporting can be applied,
critics recommend a reality check. The Canadian Investors
Relations Institute says the IIRC ‘does not adequately
acknowledge the fundamental shift in corporate culture
and the significant investment in systems and processes
required to enable integrated management that must take
place before an integrated report can be produced. We
recognise that the IIRC’s mandate is reporting, but success
will be elusive without more effort to provide some guidance
on implementing integrated thinking
and many of its inherent processes.’
Some companies also suspect
the IIRC is simply asking too much.
HSBC Bank says: ‘With the current
burden of reporting borne by financial
institutions, we do not think it is
reasonable to expect companies to
produce separate integrated reports. Given the detailed
statutory and regulatory framework which is applied to
banks, and the volume of required disclosures, it will be
difficult to integrate reporting in full.’
Finding a way to measure or even describe the ‘six
capitals’ and their inter-relationships also remains a
concern. HSBC says the IIRC does not go far enough in
explaining how value should be measured: ‘The framework is
surprisingly vague on how companies should compute value
and on how users of an integrated report should assess
it, given that value creation is at the heart of integrated
reporting. Value created in the form of financial returns
to providers of financial capital is a familiar concept, but
qualifying it in the form of positive or negative effects on
other capitals and other stakeholders introduces a degree of
subjectivity which is virtually impossible to quantify.’
Others question the value of reporting on any of the six
capitals unless they can somehow be tied to the bottom line.

▌▌▌‘INTEGRATED REPORTING HAS THE
POTENTIAL TO ENHANCE THE DEPTH, BREADTH
AND QUALITY OF CORPORATE REPORTING’
Observers have also commented that the
current framework is too conceptual and that
integrated reporting will be neither comprehensive
nor comparable between companies unless there
is authoritative guidance. CGA Canada says that
without specific guidance or standards the model
loses its appeal, and has called on the IIRC to adopt
a more proactive approach and develop authoritative
and principles-based comprehensive standards,
including specific indicators and measurement
methods. ‘In the absence of such authoritative
and principles-based comprehensive standards,’
it warns, ‘diversity in practice will emerge and the
comparability of integrated reporting will diminish.’
Others question the wisdom of adding yet more
disclosure and reporting to the plate of the CFO
and, without the force of law, whether there’s
any real hope of adoption. Business Europe, an

»
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The way ahead
So where does this leave the IIRC in its efforts to spawn new
‘integrated thinking’ around how a company creates value?
Many want practical case studies from existing pilot projects,
and for a slow and iterative approach to future drafts.
ACCA recommends that the IIRC makes sure that any
further iterations of the integrated reporting framework are
developed in close consideration of existing frameworks.
One of the IIRC’s short-term priorities, it says, should
be to liaise with other regulators and standard-setters to
address potential barriers to the adoption of integrated
reporting. ‘In particular, steps need to be taken to ensure
that integrated reporting can be made consistent with, and
avoid duplication with, existing requirements and guidance
relating to corporate reporting – for example, the UK’s new
strategic report. Best practice examples are needed on how
cohesion can be achieved with current requirements for
annual reports, MD&A, sustainability reports and the like.’
PwC, which has been supportive in its response to the
latest framework consultation draft, sees it not so much
as the final destination as a step in the right direction: ‘We
believe integrated reporting has the potential to enhance
the depth, breadth and quality of corporate reporting
and a principles-based framework is a major step
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in its development. The complexity of the issues being
addressed and the extent to which experimentation will
expose further challenges will almost certainly result in the
need for the framework to continue to evolve. The existing
framework should not therefore be regarded as the final
destination but a big step in the direction of bringing the
reporting model firmly into the 21st century.’
The IIRC plans to issue the initial version of the
framework in December 2013 and to update it periodically
as integrated reporting evolves. ■
Ramona Dzinkowski is an economist and business journalist
FOR MORE INFORMATION:

Consultation and responses: http://tinyurl.com/c6dml9s
See ‘ACCA publishes integrated report’, this issue, ACCA
section; and ‘Vision for the future’, AB, International
Edition (05/2013), at www.accaglobal.com/ab22
Susana Penarrubia, director, Deutsche Asset & Wealth
Management (of Deutsche Bank AG) discusses
integrated reporting: http://tinyurl.com/nt2cx9d
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NEW ROUTES
TO THE TOP

What career paths do the next generation of CFOs need to follow? ACCA’s Jamie Lyon
reports on how the career trajectory of aspirant finance leaders is gradually changing

A

re all bets off when we consider what the future
CFO role will look like, and the career experiences
that will equip the CFOs of tomorrow with the
skills, experiences and capabilities they will need?
ACCA and IMA (Institute of Management Accountants)
explore this question in one of the largest-ever global studies
of current and future CFO career paths. The conclusions are
set out in a new report, Future pathways to finance leadership,
which looks at the career routes that current finance leaders
have taken, and at their views about future career journeys,
addressing the critical question for those seeking to join the
next generation of CFOs: how do I get there? More than 750
CFOs, finance directors and C-suite finance leaders were
involved in the survey.
The bottom line is that optimal career experiences are
already being defined, a reflection of how the role of today’s
finance leader is changing, as well as broader technological,
social and economic trends impacting business and the
finance function: faster business change, rebalancing growth

rulebook needs to be entirely rewritten: our research reveals
this is a story of evolution, not revolution. So what are the
words of wisdom from current CFOs on the career experiences
that aspirant finance professionals should get under their belt?

Focus on your fundamentals
Future CFOs will still need a strong financial understanding
and should target career experiences that provide them with
that understanding across various points in the finance value
chain. Ninety-five percent of current CFOs agreed it was
important that future CFOs have experience in the core areas
of financial and management accounting. Almost half of them
have had six or more finance roles during their career. The
finance fundamentals are not changing, but the context is.

Get strategic
The future CFO role in supporting strategic growth is more
valued. Current CFOs cited strategy formulation and execution
as the most important area in which future CFOs should have
experience. Over the next decade the
business landscape will be reshaped by
market volatility, globalisation and
transformational innovation. In a climate
where ‘commercials’ will change quickly,
deep business understanding will be
prized. Future CFOs will gain from having
the battle scars of commercial experience.

▌▌▌TRADITIONAL ROUTES THROUGH FINANCE
TO CFO ARE APPLYING LESS AND NEW STEPPING
STONES ARE GAINING IMPORTANCE
across markets, the changing footprint of the finance
organisation, and the proliferation of information and data.
Traditional linear routes through the finance function to
CFO are applying less, and new stepping stones are gaining
importance. As the CFO role rebalances between its traditional
stewardship responsibility and the finance leader’s role in
helping the organisation create value, so the capabilities and
skills that must be brought to bear will change, as will the
career experiences of value. Not that the finance leadership

Analytics: the next big thing
How organisations regress, correlate and extrapolate data to
drive better decision making is the next ‘big opportunity’ for
tomorrow’s finance team as data grows and the multiplicity of
information presents challenges to business decision-making.
Today’s CFOs see insight and analytics as a key priority for
how finance can add value moving forward. It makes sense for
aspirant CFOs to get experience in this area.

»
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TODAY’S ‘CLASSIC CAREER’
Most CFOs started their career in audit firms or
finance functions, and most have never had a role
outside the finance function.
Today’s CFOs started their careers in classic
‘finance’ training grounds. Forty per cent began their
finance careers in public accounting firms, while 42%
started in a finance role in business. The majority
(61%) have never taken roles outside the finance
team. This represents an ongoing challenge for finance
leaders in developing their commercial acumen and
understanding, and suggests much of this takes place
in situ as CFO, rather than during the career journey.
Only just over a quarter of the current CFOs in the
sample had spent time in an overseas role. Financial
director and financial controller roles remain the prior
destination of choice for those with their sights set on
the top finance job. Meanwhile, 60% of current CFOs
were recruited externally.

TODAY’S LADDER TO THE TOP
Previous
role?
Internal or
external recruit?

31% Controller
60% External

Current CFOs said experience in risk management was
the third most important area for future CFOs, and risk
management challenges were seen as the second most
important factor influencing the CFO’s future role.

Become a dealmaker
Merger and acquisition (M&A) activity was identified as the
fourth most important experience area. As well as technical
finance experience in structuring deals, such activity can
help expand skills in change and project management. As
operations rebalance and tap into growth opportunities,
we expect more M&A activity in the future. Funding, capital
market experience and investor relations are core future
finance capabilities for CFOs of larger businesses too.

Know your stakeholders

Emerging
market role?

75% No

International
experience?

73% No

Role outside
finance?

61% No

CFO aspirants need to plan for roles that broaden their
stakeholder engagement and cultivate strong relationship
management skills. But the emerging powerhouse stakeholder
that future CFOs need to be mindful of in an age of brand
disloyalty is customers of the business. The future finance
organisation will need to be attuned to the needs of different
consumers and develop a culture which is customer-centric.

Develop the management skills that matter

Moved
industries?

74% Yes

More than five
finance roles?

56% No

Moved
businesses?

80% Yes

First
role?

Risk experience

While next-generation CFOs will need a wide range of skills,
a number of standout management capabilities are needed.
The top four skills identified in our survey were leadership,
communication, strategy and change management.

Regulation and reporting

42% Business/industry
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Regulation was cited as the third-highest influence on the
future CFO role. Future chiefs need to be confident operating
in a regulated environment and be adept at implementing
structures and processes that manage legislative and tax
requirements effectively. We can also expect ongoing changes
in reporting requirements – a rise in integrated reporting,
more involvement of the finance organisation in reporting on
corporate performance measures, increasing use of financial
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Teuta Bakalli FCCA, CFO,
Pepper Europe

To achieve sustainable growth in
the future, CFOs will really need to
understand and be very competent
in risk management. They have
to recognise that the risks that
businesses face will continue to
evolve – for example risks relating to
social and digital media, or risks as a result of globalisation
and expanding the business into emerging markets.

Jeffrey C Thomson, president
and CEO, IMA (Institute of
Management Accountants)

Today’s CFO faces many challenges
and these will only increase,
especially in the areas of
globalisation, technology, consumer
sophistication and competition.
CFOs need to have multiple lines
of sight – oversight, hindsight, and foresight – and balance
technical skills with leadership skills.

and non-financial data, recalibrating investment assessments
to account for environmental or social impacts, and so on.

Get connected
Tomorrow’s CFOs need to be technologically adept and
understand how solutions can drive better finance delivery
and workflow. The convergence of social, mobile and cloud
technologies may revolutionise practices, while other
developments include plug-and-play technology, and access to
real-time information that allows CFOs to cut data many ways
to obtain an instant integrated view of business performance.

Expand your footprint
The future CFO will need to be able to manage the different
demands between mature and emerging markets, and align
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Roberto Mello, CFO, GE
Healthcare Greater China

Take the opportunities to have
different assignments in different
parts of the world. Understand
how things are done, become
more adaptable in your thought
processes, to different cultures;
working effectively in one country
is not always the same in another country. Recognise that
diversity is powerful, and learn how to leverage it.

Richard Moat FCCA, CFO,
Eircom Group

An important piece of advice I
would give future CFOs is to gain
commercial experience and business
understanding. For aspirant CFOs
who wish to lead larger listed
organisations, getting experience
of capital markets and merger,
acquisition and disposal activity will be ever more important.
Chair of the ACCA/IMA Accountants for Business Global Forum

their strategies accordingly. They will need to be adept at
working in the global business environment, leading teams
which are diverse and virtual across mature and emerging
markets. Future CFOs who have cross-cultural, cross-market
business and finance experience will be highly valued. ■
Jamie Lyon FCCA is head of corporate sector at ACCA
FOR MORE INFORMATION:

Future pathways to finance leadership can be found at
www.accaglobal.com/transformation
Interviews with CFOs in China can be viewed at
www.accaglobal.com/ab19
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Career boost
Your leadership journey begins by looking within yourself, says our talent doctor Dr Rob
Yeung. Plus, searching for jobs with your mobile device, the perfect commute, and more

TALENT DOCTOR: LEADERSHIP
I work at an organisation that my colleagues and I
describe as a ‘leadership consulting firm’ and I run
workshops helping people to become better leaders.
But what do we mean by the term ‘leadership’?
There are theories of leadership such as the
charismatic leadership model, the transformational
leadership model and so on. But I don’t think that
we need such jargon. To understand what leadership
is, we need only to think about the good leaders we
have encountered.
Try it now. Pause and bring to mind a specific leader
or two who brought out the best in you. They may have
been leaders who managed you or merely leaders you
observed, but try to think about two such individuals.
Now ask yourself: What exactly did each do or say
to bring out the best in you? And how did each make
you feel? When I’m doing this exercise in leadership
development workshops, I usually ask managers to
write down the exceptional leaders’ names and a few
bullet points about what they did and the feelings they
engendered. You can try it too if you like.
Ask enough people and they usually say that these
good leaders inspired them, trusted them, empowered
them and made work fun. Effective leaders challenged
people, invited discussion and made people feel valued,
respected and that they had an important role to play
within the organisation.
Now try the reverse thought experiment too. Think
back to a couple of leaders who dragged you or others
down. Most managers I work with can only too easily
recall such leaders. What did each of these not-so-good
leaders do or say? And how did each make you and
others feel?
In answer, many people say that the ineffective leaders
they’ve encountered tended to be moody, negative
individuals. Perhaps they micro-managed their teams,
were quick to find fault or blamed others. These leaders
often caused such consternation and frustration that
most people would have been happier if they had left
the organisation.
So there you have it. If you’re a leader who wants to
get better at what you do, you don’t need to understand
theories that are currently in vogue about leadership.
Just think back to the good leaders you’ve come across
to understand the kind of behaviour you should aspire
to demonstrate to bring out the best in others. Likewise,
recall those ineffective leaders you’ve had the displeasure
of working with to remind yourself how not to manage
those around you.
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Of course, understanding how you would like to be –
your personal vision of your future self – is only the first
step in the journey towards becoming a better leader.
You next need to get feedback from colleagues on how
you currently are. Only by understanding the gap
between your future vision and your current reality can
you then plan the practical steps to get there. But with
effort it’s possible to become a better leader, the kind
of person who inspires others to want to do and perform
at their best.
Dr Rob Yeung is a psychologist at leadership consulting
firm Talentspace and author of over 20 bestselling
career and management books, including E is for
Exceptional: The New Science of Success (Pan Books).
He also appears as a business commentator on BBC
and CNN.
FOR MORE INFORMATION:

www.talentspace.co.uk
@robyeung
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MOBILE JOB SEARCH

So far in 2013, 24% of UK
smartphone users have used
their device to search for
job vacancies online – a 7%
increase on 2012, according
to Google’s Think Insights
research.
Last year, ACCA Careers
ran what was at the time the
largest survey of UK mobile
recruitment attitudes and
activity. Of the 32,000 users
that took part, 63% said
they had used their mobile
device to search for a job.
However, only 48% said they
would apply for jobs in this
way, with many citing a lack
of confidence in the process
and security, or unhappiness
with the user experience.
Attitudes elsewhere are
more forgiving, with mobilefirst in Africa meaning it’s
almost the norm and 4G
mobile connectivity rolled
out in many countries.
Companies are also taking
pains to keep up, with the
Big Four among the many
that have created apps,
optimised their mobile
recruitment through social
media and invested in
mobile-optimised sites.
But what are the pros and
cons of mobile recruitment?
Pros: get the latest jobs
anytime, anywhere; respond
to employers and apply for
jobs quickly; stay ahead of
those who apply via desktops
in the evening. Cons: the
user experience can be less
friendly than via a desktop;
mobile sites/devices are not
always as secure.

THE VALUE OF CPD

ACCA has produced a
video on getting the most
value out of your CPD. It
underlines that, whichever
path your career is taking,
CPD learning needs to be
relevant to your role and
career ambitions. It also
emphasises that, whether
you’re in accounting and
finance, teaching, law or
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THE PERFECT COMMUTE
In Indonesia’s West Java province only 300 train carriages service
500,000 commuters daily. So people sit on roofs and hang out
of doors. And in Japan commuters are squeezed into trains by
stationmasters. In fact, you might say the ‘perfect commute’ is
not to have one at all.
Not everyone’s is like this of course. More people are
cycling, meaning that their commute pays them
back in health benefits and is cheaper, while also
doing the environment a favour. But for many
commuters, late trains, crowds and smelly
armpits are a daily hazard.
So here are a few ideas on getting value
from your commute. Read a good book.
Smartphones and tablets can also define
whether you’re a ‘power commuter’ – one
who deals with emails, or browses the
latest headlines – or a ‘catch-up-on-metime commuter’ – one who plays games,
updates Facebook, or chats about the night
before with friends. Whatever you do, your
commute can be bonus time not lost time.

THE BIG BREAK
CONOR LAWLER ACCA
Lawler, who became an ACCA member last year, is vicepresident, finance, at luxury hotel Atlantis, The Palm,
in Dubai. With a proven track record in the international
hotel industry, Lawler previously worked as FD for Hyatt
Hotels across Europe and the Middle East. ‘It’s an
interesting and diverse business,’ he says of working for
such a globally recognisable brand. Read Lawler’s full
interview in ACCACareers.com’s Success Stories.

Lawler’s top five tips for a successful career in the hotel sector:
1 How important are
soft skills?
It’s a people industry, so
dealing with people and
building and leading a
team are imperative.
2 First thing you look for
in potential employee?
The right attitude and
willingness to learn.

elsewhere, by completing
your CPD requirement you’ll
remain competitive in your
job market and enhance
your career development.
See right for details. ■

3 What are the in-demand
skills for 2014?
Adaptability and being
up to date with the latest
technology.
4 What advice can you
give young finance
professionals?
Be open to change and
look outside the box for

opportunities to grow
and develop.
5 What’s the toughest
interview question you’ve
been asked?
Do you know there is
a height limit for this
position? (I’m 6 feet 6
inches tall and had applied
to join the US Air Corps).

FOR MORE INFORMATION:

See the video on getting the most value from
your CPD at www.accaglobal.com/ab20
www.accacareers.com
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Operations management CPD

Get verifiable CPD units
by answering questions
on this article at:
www.accaglobal.com/abcpd

In the fourth article in his series about management theories,
Dr Tony Grundy looks at a range of operational approaches
In this article I explore
a number of theories
that deal with operations
management, including total
quality management (TQM)
and Six Sigma, business
process reengineering
(BPR), lean management,
virtual organisations and
strategic cost management.

TQM
Total quality management
was a very powerful process
in its day for dealing with
inefficiency – particularly the

factory. Much impressed,
they asked for a million pairs
of shoes – with no more
than five defective pairs.
The first box duly arrived;
there were five pairs of
defective shoes. The buyers
rang to complain. They were
told: ‘Well, you ordered a
million pairs and no more
than five defects. So we
shipped you the defects. We
don’t actually do defects.’
TQM was originally
a Japanese philosophy
brought to the West by W

One needs to be very
discerning about these
corporate theories and
belief systems. The acid
test is, as we saw in my
articles on the topic, what
economic value actually
comes out?
The significance of TQM
to accountants is that it
suggests that one of the key
drivers of cost is the cost of
quality defects; this can be
up to 10% of the total cost
structure, and some have
estimated more.

management);
applying automation: IT
to cut out and simplify
processes;
organisational
simplification;
change management.
Basically, BPR – the original
gurus of which were Michael
Hammer and James Champy
– is another example of a
‘theory’ that is a collection
of disparate techniques
which have then been
moulded into a unified,
structured process – not
unlike the blue- and redoceans material we looked
at last year on strategy
and the balanced scorecard.
There doesn’t seem to be
too much of it around at the
minute – which is odd, as it
thrived around the time of
the early 1990s recession.
My observations of
clients who use BPR is that
they often don’t realise that
this is pretty fundamental
organisational change and
needs to be managed as
such; often, the failure is in
the implementation.
BPR is relevant to
accountants as it can be
a most useful challenge to
redundant processes within
finance – witness supplier
payments, the production
of management reports/
accounts etc.

BPR

Lean management

Business process
reengineering is a
challenging process
that seeks to simplify
complexity. In effect, it is a
combination of
process mapping
(descended from
‘organisation and
methods’, from scientific

This can be defined as
the process of ensuring
that investment is limited
to those processes and
resources that add value
to the end customer. Also,
there should be zero waste.
To enable that to happen,
great attention needs to
be given to smooth flow

▲ DRIVING THE DIFFERENCE
The concept of lean management
was engineered by Japanese car
manufacturer Toyota

cost of errors and waste. In
the mid-1980s a veritable
army of consultants swept
through organisations to
rid them of error-prone
processes. A central idea
was that of ‘zero defect’, as
exemplified in this story told
at the time:
Some Western buyers
visited a Japanese shoe
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Edwards Deming. When
the flood of consultants
retreated (everyone had
been TQMed), another influx
came in through TQM reborn
– or Six Sigma. This again
focused on zero defect but
was more institutionalised;
people were almost regarded
as ‘initiates’ and graded up
to ‘black belt’.

*

*
*
*
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in value-adding activities.
Having lots of stock
lying around is thus not
consistent with that and is to
be avoided by having ‘pull’
processes (the Japanese
labelled this kanban).
This philosophy has its
roots in the car industry;
before the term ‘lean’ was
coined, Ford laid huge
emphasis on efficient
manufacturing processes.
‘Lean’ can be traced back
to scientific management in
the form of work studies.
The actual crystallisation of
the process was at Toyota.
Indeed, such a process
is a philosophy – like TQM
(and there are common
elements with that and
BPR) – and thus it is a
cultural phenomenon. Here
lies the rub: to implement it
requires some culture shift
and organisations are often
resistant to doing that. So
while lean management
might seem a very attractive
idea, the failures can easily
outweigh the successes.
Lean management is
important for accountants
as it highlights that business
models based on low cost
may be based on low
wastage and not on lower
customer value.

Virtual organisations
Turning more directly to
organisational theory we
need to address virtual
organisations. These are
characterised as those
with few physical assets
(such as internet-based
organisations), those that
may not be discrete legal
entities, those based on
alliances/partnerships, and
those with a geographically
dispersed workforce – or a
combination of these.
Even where the whole
organisation isn’t virtual
it is possible to find
‘virtual teams’. This is
becoming more prevalent
in the finance department

– where accountants sit
physically in a business
team while reporting to
senior finance management.
This can have the
advantage of much greater
intimacy and added value
– and also lower cost as
there is less need for a very
hierarchical structure within
finance.
A lot of this is enabled
by technology – especially
by email and mobile.
Virtual organisations were
foreseen at least in part by
organisational guru Charles

quite as powerful as they
are claimed to be. One feels
a certain hunger for a more
integrative approach.
I define strategic cost
management (SCM)
as ‘managing costs for
shareholder value’. To
ensure that costs are never
managed in isolation, they
should also be appraised
according to both short- and
longer term benefits.
Another rule is that costs
should never be managed
in such a way that will
undermine the strategy and
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phases. Implementation can
take months.
Useful tools for the
diagnosis include value
and cost-driver analysis,
helping to do the trade-off
between value and cost.
If the reality is that costs
are plainly too high, then
it can be permissible to
simplify the process by just
asking the question, ‘Why?’
and representing that as
a simple ‘fishbone’ analysis.
Value and cost drivers are
described in my articles on
economic value.

▌▌▌ONE NEEDS TO BE VERY DISCERNING ABOUT
CORPORATE THEORIES. THE ACID TEST IS, WHAT
ECONOMIC VALUE ACTUALLY COMES OUT?
Handy as long ago as 1994
– before the internet and
emailmania had taken off.
One thing to take away
from this idea is that there
are frequently a lot more
organisational models
to choose from than the
straightforward functional
hierarchy. Other areas
worth studying include selfmanaged teams. This is not
only of relevance to the FD
in terms of finance staff,
but also in advising on cost
management elsewhere in
the business.

Strategic cost
management
While there are clearly some
useful things to draw from
all these approaches, one
might get left feeling that,
individually, they aren’t

competitive advantage. This
means that it is a no-no
to reduce costs now if the
value destroyed in the future
will exceed the savings.
My five phases
of SCM are: issue
definition; diagnosis
(why are costs too high/
ineffective?); challenging
options; evaluation; and
implementation.
The first four phases
are perhaps best done at
least in part through some
kind of workshop activity.
Typically, a couple of days
should take you through the
majority of the first three

For challenging
options there are various
checklists. For example,
imagine that you were
an alien taking over this
company: how would you
manage costs here?
Just as in TQM, BPR
and lean management, the
biggest constraints are the
soft ones – for example,
leadership and culture. So it
is opportune that next month
we move on to leadership. ■
Dr Tony Grundy is an
independent consultant
and trainer, and lectures at
Henley Business School
FOR MORE INFORMATION:

www.tonygrundy.com
See Grundy on video at tinyurl.com/q92h7xb

TONY GRUNDY ARTICLES ONLINE
This is the fourth article in a series by Tony Grundy on management theories. Due to
steps we have taken to streamline our processes, readers in some parts of the world will
not have seen the first three articles in the series – Theoretically Speaking, Evaluating
Performance and Knowledge-based Theories – but they are all available at www.
accaglobal.com/abcpd. Grundy’s series of articles on strategy and economic value added,
published in previous editions of Accounting and Business, can also be found here.
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Walking the talk
In his second article on putting finance on the map, David Parmenter extols the virtues
of networking with colleagues, and gives some tips on how to prepare for a presentation
In last month’s article, I
argued that one needs to
manage the perception
of the finance team’s
contribution. This month I
address some new areas.

Network within the firm
Only fools believe one’s
achievements speak for
themselves. Walk about more
– encourage the management
and financial accountants,
accounts payable staff and
so forth to spend more time
on proactive visits. Spend
time adding value to the
senior management team by
helping them to understand
the business. Ways of doing
this include:

*

*

charity, and budget
holders donate some
small change and enjoy
some hospitality at the
finance team’s office.
You have scored a goal
by just organising such
an event.
Ensure that you talk
positively to others.
Popular people are
seldom the fountain
of negativity – so learn
to keep your negative
thoughts private.
No matter how much
pressure you are under,
learn to smile whenever
someone comes to
your desk. This needs
plenty of practice as the
corporate accountant
has more deadlines than
most head office staff.

Be great on your feet

Use morning or
* afternoon
break times

*
*

for networking with
budget holders and other
stakeholders. See working
through a coffee break as
a lost opportunity rather
than a badge of honour.
Invite new staff from
major subsidiaries or
departments to call in
when they are next in the
head office.
Consider running events
where the finance team
organises a coffee break
to raise funds for a local
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Far too often the accountant
will short-change themselves
by ‘under cooking’ their
preparation and practice
time before giving a
presentation.
Being great on your
feet is a skill you need
to master in order to
be a great corporate
accountant. I will assume
that you have attended a
presentation skills course,
a prerequisite to delivering
bulletproof presentations.
The speed of delivery, voice
levels, use of silence and
getting the audience to
participate are all techniques
that you need to be familiar
with and comfortable using.
There are at least 25
rules for a good presentation
which I have discussed in
my recent book, Winning
CFOs: Implementing and
Applying Better Practices.

NEXT STEPS
1 Aim to have a coffee break with a peer, colleague or
stakeholder at least twice a week
2 Send me an email and I will send you a copy of
my 25 rules for a good presentation
3 Attend a ‘train the trainers’ course to take your
presentations to the next level
4 Read the books featured in this article
5 Observe how the successful people in your
organisation dress and replicate this

I set out a few for you to
consider:
1 At least 10 to 20% of
your slides should be
high-quality photographs,
some of which will not
even require a caption.
2 Read Presentation Zen by
Garr Reynolds, Slide:ology
by Nancy Duarte and
Enchantment by Guy
Kawasaki.
3 Use Kawasaki’s
‘10/20/30 rule’ for a
sales pitch presentation.
Have 10 slides that last
no more than 20 minutes
and ensure all text is no
smaller than 30pt in size.

4 Bring theatrics into
your presentation, use
memorable props, be
active and have a bit of
fun. This will fully engage
your audience.
5 Practise your delivery.
The shorter the
presentation, the more
you need to practise.
An important pitch to
the board should be
practised more than 10
times, for example. ■
David Parmenter is a
writer and presenter on
measuring, monitoring and
managing performance

LOOK A MILLION DOLLARS
If you look a million dollars, then you will feel like a
million dollars. Note that most of your organisation’s
successful managers actually look successful.
Observe them and create a look of ‘success’ that you
are comfortable with. Far too often I see corporate
accountants apparently proud of how little they
spend on their wardrobe. It could be said that quality
business attire and a well-groomed appearance are
‘tickets to the game’.

FOR MORE INFORMATION:

www.davidparmenter.com
www.davidparmenter.com/courses

CONCEPTUAL FRAMEWORK | TECHNICAL

47

What lies beneath
ACCA’s Richard Martin casts a keen eye over
the new conceptual framework to see how it
impacts current debates over IFRS
The International
Accounting Standards Board
is revising its conceptual
framework and has issued
a discussion paper on the
issues it is considering
in that review. The IASB
has had a framework
for the preparation and
presentation of financial
statements since 1989,
and is part-way through
replacing this with the
conceptual framework. This
consultation covers the
remaining areas.
The framework sets
out the important issues
underlying the standards,
but it is not a standard,
and companies do not
have to follow it to comply
with International Financial
Reporting Standards (IFRS).

Why is the framework
important?
If there is no standard
to cover an issue, then
companies can look to the
framework among other
things to work out what to
do. But its main use has
been to guide the IASB in
developing new or revised
standards.
Many see the addition
of the ‘conceptual’ tag to
the framework as proof that
IFRSs are too ‘theoretical’.
For others the framework
gives consistency and
coherence in the standards
and that is their best
defence against lobby
groups on particular issues.
It is hard not to
look at the framework
without thinking how it
impacts current debates
over standards and how
standards might develop.

existence
of conditions not
affect their recognition?
The discussion paper
looks at examples from its
emissions trading project to
illustrate different outcomes
from those decisions.
Likewise with options – how
much should economic
compulsion to exercise
certain options affect

▌▌▌IF THERE IS NO STANDARD TO COVER AN ISSUE,
THEN COMPANIES CAN LOOK TO THE CONCEPTUAL
FRAMEWORK TO WORK OUT WHAT TO DO
The sections on
the objectives and
characteristics of reporting
were recently revised in
collaboration with the
Financial Accounting
Standards Board (FASB), the
US standard setter, but the
new sections will be done by
the IASB alone.

Definitions of assets
and liabilities
Some aspects of the
definition of assets do
not seem to be changing
significantly – namely,
control and the capability
to produce future economic
benefits. However, the
definition of an asset will
not include a reference to
the probability of those
benefits. Nor will this be
reflected in a recognition
threshold. So when there
is only a low probability of

benefit or great
uncertainty, then
that will only be reflected
in the measurement of the
asset or its exclusion on the
grounds that the resulting
information is not useful.
How might this impact the
treatment of internally
generated goodwill,
contingent assets or mineral
reserves for example?
On liabilities the
framework tries to keep
the definition symmetrical
with that of an asset,
which seems helpful. In
deleting probability from the
definition and recognition,
comparable issues around
uncertain and conditional
liabilities are raised. Should
only unconditional liabilities
be included, or ones where
there may be conditions but
there is no practical ability
to avoid them? Or should the

whether there is a liability
or not? This could affect
options to extend leases (in
the current exposure draft)
or redeemable shares with
‘step up’ dividends.

Measurement: fair
value or historical cost?
This is currently a gap in
the framework and the
issue is very prominent
in much of the debate
about IFRS in the light of
the financial crisis. The
discussion paper indicates
that the IASB will continue
with a mixed measurement
model and identifies three
measurement bases:
cost
current market prices,
including fair value
cashflow.
The decision about when
to use one or another will
depend on the relevance

*
*
*

»
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of the information to users
both in the balance sheet
and the income statement.
It will also depend on how
the asset will be realised or
the liability settled and on
cost/benefit grounds.
It seems difficult to
argue with this or
see much
change in
the cost/
fair value
boundary
as a result.
Cashflow-based
measures (such
as those used for

treated
as equity.
It puts
forward six
principles for
better disclosures.
Some controversial
issues in chapters that
have been ‘completed’
are included (see box).

Where now?

PRUDENCE, RELIABILITY AND STEWARDSHIP
These concepts from the 1989 framework were dropped in the chapters already
completed by the IASB and FASB jointly. The discussion paper reiterates why –
prudence and neutrality were considered contradictory. However, Hans Hoogervorst,
the IASB chairman, has described the phrase that prudence was caution in the face
of uncertainty as ‘pure common sense’. The discussion paper does a better job with
reliability, which was replaced by representational faithfulness together with the
enhancing characteristic of verifiability. It is most convincing on stewardship, where the
word has gone but the concept remains. Indeed, the paper is sprinkled with references
to the accountability of management for the resources with which they are entrusted.

provisions, pensions and
deferred tax) should reflect
variations in expected
cashflows, time value
of money, risk premium
(including an entity’s own
credit risk in liabilities) and
any liquidity effect. Own
credit risk is not always
recognised (for example, in
pension liabilities), nor is
the time value of money for
deferred tax. So this might
imply changes are needed in
these standards.

Profit and
comprehensive income
What has not changed is
that the framework remains
driven by assets and
liabilities and that equity is
the residual difference, and
gains and losses represent
changes in them.
The other big issue in
this project is what gains
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and losses should be
part of profit or loss and
what should go to other
comprehensive income
(OCI)? Should items that
go to OCI be recycled
into P&L when realised?
Treatments at stake might
include cashflow hedging,
revaluation of property,
actuarial gains and losses
on pension liabilities, the
new fair value through OCI
category in IFRS 9 and
changes in discount rates in
IAS 37.
The default treatment will
be to P&L, but there will be
cases where an IFRS could
put certain items through
OCI. If so, recycling will be
expected. The categories
of such items might be
framed more narrowly as
measurement mismatches
(for example, between a
balance sheet at fair value

and P&L based on cost),
or defined more widely to
add transitory longer-term
remeasurements. Cashflow
hedging or the fair value
through OCI from IFRS 9
would qualify either way,
but many items currently
allowed through OCI would
only qualify if the IASB goes
for the wider definition (such
as revaluations, actuarial
gains/losses, changes in
own credit and designated
equities under IFRS 9).
The discussion paper
covers a host of other
matters, including the
concepts of going concern,
the business model and
the boundary between what
are liabilities and what is

The consultation on this
framework is open until
14 January 2014. It is
a chance to consider
fundamental issues in
financial reporting
that many claim are
changing and not
for the better. It is
also another battleground to
debate the issues in current
projects such as leases and
financial instruments.
The discussion paper
points the way to the
resolution of issues where
standards are inconsistent.
It clearly draws the line
under the convergence
model with the FASB, even
to the extent of inviting
comments on the jointly
completed sections.
There will probably be
an exposure draft of the
proposed framework before
the final version. But how will
it affect IFRS at that point?
The framework will alter
the way new and current
projects are completed.
However, the standards
that are inconsistent with
the new framework may
not be altered right away.
Standards like IAS 20 on
government grants pre-date
and are incompatible with
the 1989 framework, but are
still in effect today. ■
Richard Martin is ACCA’s
head of corporate reporting
FOR MORE INFORMATION:

A Review of the Conceptual Framework for Financial
Reporting can be found at http://tinyurl.com/ma5udq6
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IAS 36, Impairment of
Assets, describes the
procedures that an entity
should follow to ensure
that it carries its assets
at no more than their
recoverable amount, which
is effectively the higher of
the amount to be realised
through using or selling the
asset. When the carrying
amount of asset exceeds
the recoverable amount,
the asset is considered to
be impaired and the entity
recognises an impairment
loss. Goodwill acquired in
a business combination
or intangible assets with
indefinite useful lives have
to be tested for impairment
at least on an annual basis.
The standard details the
circumstances when an
impairment loss should be
reversed, although this is
not possible for goodwill.
For the purposes of
impairment testing, goodwill
should be allocated to
the cash-generating units
(CGU) or groups of CGUs
benefiting from goodwill.
Such group of units should
not be larger than an
operating segment before
aggregation. For any asset,
an impairment test has
to be carried out at each
reporting date if there is any
indicator of impairment. IAS
36 gives a list of common
indicators of impairment
such as increases in market
interest rates, market
capitalisation falling below
net asset carrying value or
the economic performance
of an asset being worse than
projected in internal budgets.
Detailed disclosures,
including the circumstances
that have led to impairment

Are you complying?
Following research by ESMA, the regulatory bodies are focusing
on key aspects of IAS 36, says Graham Holt
are required in relation to
each CGU with significant
amounts of goodwill and
other intangible assets.
These include the key
assumptions on which
management has based
cashflow projections,
a description of
management’s
approach to
determining the
values of each
key assumption,
terminal growth rates
and discount rates
as well as sensitivity
analysis where a
reasonable change in
a key assumption would
lead to impairment.
Additionally, the
International Accounting
Standards Board (IASB)
has recently published

▌▌▌COMPLIANCE WITH SOME IMPAIRMENT
DISCLOSURE REQUIREMENTS VARIED CONSIDERABLY,
SUGGESTING INCONSISTENCY IN THE APPLICATION OF
INTERNATIONAL FINANCIAL REPORTING STANDARDS
Recoverable Amount
Disclosures for Non-Financial
Assets (Amendments to
IAS 36). These narrow
amendments to IAS 36 detail
the disclosure of information
about the recoverable
amount of impaired assets if
that amount is based on fair
value less costs of disposal.
When developing IFRS 13,
Fair Value Measurement, the
IASB decided to change IAS
36 to require disclosures
about the recoverable
amount of impaired assets.
The recent amendment
limits the scope of those

disclosures to the recoverable
amount of impaired assets
that is based on fair value
less costs of disposal. The
amendments are to be
applied retrospectively for
annual periods beginning on
or after 1 January 2014 with
earlier application permitted.
In January 2013,the
European Securities and
Markets Authority (ESMA)
issued a report on the
accounting practices
relating to impairment
testing of goodwill and
other intangible assets.
ESMA reviewed the nature

of disclosures in the 2011
IFRS financial statements of
a sample of 235 companies
with material amounts
of goodwill. Similarly, a
recent research report by
the Centre for Financial
Analysis and Reporting
Research (CeFARR) at the
Cass Business School
entitled Accounting for asset
impairment: a test for IFRS
compliance across Europe
reviewed the compliance of
European listed companies’
as regards IAS 36. The
authors, Hami Amiraslani,
George E Iatridis and

»
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Peter F Pope, investigated
the degree of compliance
with IFRS by analysing
impairment disclosures
during 2010/11, relating to
non-financial assets within
a sample of over 4,000
listed companies from
the European Union plus
Norway and Switzerland.
The two reports make
interesting reading and
there is some consistency
in their conclusions. The
findings of the CeFARR
research contextualise
the ESMA report. CeFARR
found that compliance
with some impairment
disclosure requirements
varied quite considerably

regulatory regime. They
further conclude that
companies operating in
a strong regulatory and
enforcement setting appear
to recognise impairment
losses on a timelier basis.
These findings could have
implications for future
investment decisions in
terms of lower risk in
certain jurisdictions.
In the current economic
and financial crisis, assets
in many industries are likely
to generate lower than
expected cashflows with the
result that their carrying
amount is greater than their
recoverable amount with
the result that impairment

market capitalisation ratio
of its sample rose from
100% at 2010 year-end to
145% at 2011 year-end
and further, that as at 31
December 2011, 43%
of the sample showed a
market capitalisation below
equity compared to 30%
in 2010. Of these entities,
47% recognised impairment
losses on goodwill in
their 2011 IFRS financial
statements.
ESMA feels that the
increased equity/market
capitalisation ratio
and relatively limited
impairment losses call into
question whether the level
of impairment in 2011

▌▌▌THE QUALITY OF IMPAIRMENT REPORTING IS BETTER
IN COMPANIES WHOSE JURISDICTION HAS A STRONG
REGULATORY AND INSTITUTIONAL INFRASTRUCTURE.
THE UK AND IRELAND ARE IN THIS CATEGORY
suggesting inconsistency
in the application of IFRS.
Compliance with impairment
disclosure requirements
that required greater
managerial involvement
was less rigorous than
those requirements with
low effort required. This
leads to a tendency to use
boilerplate description,
which helps reduce the
cost of compliance. There
appears to be considerable
variation across European
countries in compliance with
some impairment disclosure
requirements.
CeFARR found that the
quality of impairment
reporting is better
in companies whose
jurisdiction has a strong
regulatory and institutional
infrastructure. They placed
the UK and Ireland in
this category. However,
impairment disclosures
seem to be of lower
quality in jurisdictions
where there is a weaker
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losses are required.
However, ESMA found that
the material impairment
losses of goodwill reported
in 2011 were limited to a
small number of companies,
and these were mainly
in the financial services
and telecommunication
industries. Overall
impairment losses on
goodwill in 2011 amounted
to only 5% of goodwill
recognised in the 2010 IFRS
financial statements.
An indication of
impairment could be a fall
in market capitalisation
below the carrying value of
equity. An equity/market
capitalisation ratio
above 100% is one of
the external sources of
information indicating that
assets may be impaired,
and should be considered
in assessing the realistic
values of key assumptions
used in impairment
testing. ESMA reported
that the average equity/

appropriately reflects the
effects of the financial and
economic crisis. As CeFARR
found, in many cases
the disclosures relating
to impairment were of
a boilerplate nature and
not entity-specific due to
a failure to comply with
the requirements of the
standard and possibly IAS

CPD
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36 not providing specific
enough detail, especially as
regards the nature of the
sensitivity analysis.
As a result of the ESMA
review, they have identified
five problem areas:
1 Key assumptions of
management
In the ESMA sample,
only 60% of the entities
discussed the key
assumptions used for
cashflow forecasts other
than the discount rate and
growth rate used in the
impairment testing and half
of these entities did not
provide the relevant entityspecific information.
2 Sensitivity analysis
ESMA has identified
different practices with
regard to disclosures
on sensitivity analysis.
Only half of the entities
presented a sensitivity
analysis where the book
value of their net assets
exceeded their market
capitalisation. This is a
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surprisingly low figure
considering that this is an
indication of impairment.
3 Determination of
recoverable amount
‘Value in use’ is used
by most entities for
goodwill impairment
testing purposes
and 60% of
entities used
discounting to
calculate ‘fair
value less costs
to sell’. Thus
a significant
number of
entities estimate
the recoverable
amount using
discounted cashflows.
IAS 36 requires
different criteria for
cashflows when using value
in use or fair value less
costs to sell to determine
the recoverable amount.
One would expect that
third party information
would prevail over entity
based assumptions when
determining ‘fair value less
costs to sell’ in this way.
4 Determination of
growth rates
IAS 36 states that for
periods beyond those
covered by the most recent
budgets and forecasts,
they should be based on
extrapolations using a
steady or declining growth
rate unless an increasing
rate can be justified. ESMA
found that more than 15%
of issuers disclosed a
long-term growth rate above
3% which, given the current
economic environment, is
optimistic and probably
unrealistic.
5 Disclosure of an average
discount rate
ESMA found that 25%
of issuers in the sample
disclosed an average
discount rate, rather than
a specific discount rate

on each material cashgenerating unit. The applied
discount rate has a major
impact on the calculation
of value in use. Therefore
separate discount rates
should be disclosed and
used which fit the risk profile
of each CGU. The disclosure
of a single average discount
rate for all CGUs obscures
relevant information.
As a result of the above,
ESMA and the national
regulatory authorities are
focusing on certain key
aspects of IAS 36. The key
areas include the application
by entities of the rules
re impairment testing of
goodwill and other intangible
assets, the reasonableness
of cashflow forecasts,

the key assumptions
used in the impairment
test and the relevance
and appropriateness of
the sensitivity analysis
provided. ESMA expects
issuers and their auditors
to consider the findings
of their review when
preparing and auditing the
IFRS financial statements.
ESMA also expects national
regulatory authorities
to take appropriate
enforcement actions where
needed. ■
Graham Holt is associate
dean and head of the
accounting, finance and
economics department at
Manchester Metropolitan
University Business School
FOR MORE INFORMATION:

www.ifrs.org
www.esma.europa.eu
Read the CeFARR report at: http://tinyurl.com/d7aaevm
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Sales tax snowballs
Globalisation and constant changes to VAT/GST regimes are adding to the tax complexity
burden. Charlotte Rushton of Thomson Reuters considers how businesses should respond
According to KPMG’s
2013 Benchmark Survey
on VAT/GST, two-thirds
of respondents in Europe,
the Middle East and Africa
and one-third in the rest
of the world believe that
VAT/GST rates will rise
in the next three years as
cash-strapped governments
continue to rely on indirect
tax revenue.
As a result, businesses
will have to navigate an even
more dynamic indirect tax
landscape riddled with tax
laws that vary by product
type, country, province, state
and even city.
The sheer speed and
volume of changes to
indirect tax and VAT laws
(also known as transaction
tax, value added tax, GST,
and sales and use tax)
are impossible to keep up
with without some kind of
automation. For businesses
that have to collect this tax
on behalf of government,
VAT/GST changes directly
impact the operational
resources required to
achieve compliance.
New or higher taxes will
have an obvious impact
on the consumer, but the
impact on businesses
is often overlooked.
Whether it’s an increase,
a decrease or a brandnew tax, each change
represents a significant
operational and cashflow
outlay for businesses that
must implement it. As
governments continue to
tinker with indirect taxes to
address budget shortfalls,
a business’s best response
is to ensure its indirect tax
operations are running as
efficiently as possible.
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The only constant
is change

INDIRECT TAX COMPLIANCE

Indirect tax compliance
is a top risk area, especially
for multinationals
which must deal with
changing laws in multiple
countries. The inherent
complexities of indirect
tax compliance make it an
even bigger concern for
global companies.
A few notable trends
driving the complexity of the
indirect tax process include:
Limited to fewer than
10 countries in the late
1960s, VAT and GST are
today an essential source
of revenue for more than
150 countries.

Calculating and determining taxes is not as simple
as it might sound. Each transaction has unique
characteristics that affect the specific tax rates
applied depending on who, what, where, when, why
and how the exchange was made. A business can face
multiple, overlapping tax-collecting jurisdictions and
tangled rules based on the type of business, location,
nexus, or where the products and services will
ultimately be used.
In the US, for example, the average mid-sized
business with a presence in all 50 states needs to file
around 5,400 returns and process 5,400 cheques to
tax authorities (of which there are over 13,000) a year;
that’s 450 returns and 450 cheques a month, or 15
returns and 15 cheques a day. Yet the process can’t
be spread out over the month but happens in three
required payment periods each month.

*

▌▌▌EACH TAX CHANGE REPRESENTS A SIGNIFICANT
OPERATIONAL AND CASHFLOW OUTLAY FOR
BUSINESSES THAT MUST IMPLEMENT THAT CHANGE
In the US, businesses had
* to
comply with over 580

*
*

*

indirect tax rate changes
in 2012; outside the US,
there were over 2,000
tax rate and product
taxability changes.
In the US, 92.3% of the
194 state and local sales
tax changes in Q2 2013
represented increases or
new taxes.
The US is currently
considering passing the
Marketplace Fairness
Act to allow states to tax
online sales made within
their borders, even if the
seller physically resides
outside the state.
Brazil regularly
implements new tax laws
or makes changes to
existing laws. A company

*

doing business in Brazil
routinely has to deal with
as many as 10 tax law
changes in a given week.
In emerging markets,
indirect tax systems are
evolving quickly. India
is set to implement a
new GST. China is in the
process of replacing its
business tax on services
with broader-based VAT
through a series of pilots.
Malaysia also has GST on
the agenda.

European tangle
While there is a general
trend to increase VAT
worldwide, the situation in
Europe is not so clear-cut.
Some European states
are relying on higher VAT
rates. Hungary has the

highest VAT rate in the EU
with 27%; Croatia, Sweden,
Norway and Denmark are
at 25%. In September
2012, Spain hiked its VAT
rate from 18% to 21%.
And Croatia, Cyprus, the
Czech Republic, Finland,
the Netherlands, Norway,
Serbia, and Slovenia have all
lifted their VAT rates.
Yet some European
countries are bucking the
global trend, choosing not
to increase VAT and even
lowering it to stimulate
their economies.
Latvia cut VAT by 1%
in July 2012. In summer
2012, France cancelled an
increase in its standard
rate from 19.6% to 21.2%,
although the standard rate
is scheduled to increase to
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20% in January 2014. Italy
continues to delay a 1% VAT
rise with the most recent
postponement being until
October 2013.

Tax best practice
Progressive finance
departments looking to
thrive in the wake of the
recession know that an
integrated approach, in
which their technology,
people and processes
work seamlessly, is key
to optimising their tax
management process.
The first step to seamless
integration is centralised
technology. Consolidating
tax management technology
across multiple business
systems eliminates
manual tax determination
processes. In addition, it
creates a hub from which
domain experts can set
tax rules and establish
corporate tax policies and
best practices centrally,
automatically disseminating
them across the company
from a single source. This
improves accuracy and
reduces workload, providing
the company with greater
compliance at a lower cost.
Centralised technology
effectively automates
the tax compliance
process for efficiency
and should integrate with
corporate finance and
accounting applications
for sales, purchasing,
payment processing and
resource planning.
Also, with a myriad of
software delivery models –
from software as a service
(SaaS) or on-premise
– businesses can now
choose whichever model
best suits their needs. But

▲ ONE-WAY TRAFFIC

Most US sales tax changes
in Q2 2013 raised rates or
levied new taxes
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automation alone isn’t
enough, especially if you
automate errors.
Tax domain experts
provide the multidisciplinary
expertise in tax law,
tax policy, research
and audit to ensure the
highest level of service
to a business. Smaller
businesses especially
may lack qualified tax
professionals experienced
in all the processes required
to achieve and maintain
the highest degree of
compliance and often
choose to outsource this
function entirely.
Whatever approach a
business takes, whether to
keep it in-house, outsource
it or use a hybrid model, it
needs to build a team of
tax domain experts that can
help the business navigate
through changes or growth.
Best practices and best
processes ensure that
a company can achieve
streamlined compliance
across the complete tax
lifecycle – everything
from tax determination
and return preparation to
rapid reconciliation and
preparation of audit reports.
As compliance requirements
change, a company can
automatically be kept up
to date.
While every aspect
of a company should be
optimised, focusing efforts
on indirect tax management
is increasingly becoming a
top priority for savvy finance
departments. ■
Charlotte Rushton is
managing director Asia
Pacific and EMEA for the tax
and accounting business of
Thomson Reuters
FOR MORE INFORMATION:

2013 Benchmark Survey on VAT/GST by KPMG at
http://tinyurl.com/kpmgVATsurvey
www.tax.thomsonreuters.com
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Technical update
A monthly round-up of the latest developments in financial reporting, audit, tax and law
from the European Union, OECD and countries around the world
OECD
NOT-SO-SMOOTH TAX
INFO EXCHANGE

The Organisation for
Economic Cooperation and
Development (OECD) has
released detailed reports
on 13 countries, mostly
key financial centres,
highlighting shortcomings
on their provision of tax
information to foreign
tax authorities.
Particular problems
were underlined with the
British Virgin Islands (BVI),
where the OECD found
‘difficulties obtaining and
exchanging information for
tax purposes’ from July
2009 to June 2012, with a
‘significant proportion’ of
responses to tax information
requests being ‘incomplete’.
The BVI financial
regulator has since been
reorganised, according to
the OECD.
Other information was
released by the thinktank on Austria, the
Bahamas, Bermuda, Brazil,
India, Israel, Lithuania,
Luxembourg, Malta, Monaco,
Qatar and San Marino.
Austria has been a
particular concern to the
OECD, which noted that
although Vienna had
been slow to ratify tax
exchange agreements it
had been providing tax
information promptly.
More information at www.
oecd.org/tax/transparency

CHINA SIGNS ANTI-TAX
EVASION PACT
China has signed the
multilateral convention
on mutual administrative
assistance in tax matters
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developed by the OECD
and the 47-member state
Council of Europe.
All G20 countries have
now fulfilled commitments
made at the 2011 G20
summit in Cannes, France,
to sign the convention and
make progress towards
the automatic exchange
of information as a global
standard.
The convention also
provides for spontaneous
exchange of information,
simultaneous tax
examinations and assistance
in tax collection. It is
presented as a valuable
tool in the fight against
offshore tax evasion while
respecting taxpayer rights
by protecting confidentiality
of information exchanged.

on liberalising financial
services. This is the
suggestion of European
Commission initial
negotiating documents.
While Brussels
envisages a general
agreement chapter ‘on
consultation, transparency,
impact assessment and
a framework for future
cooperation’ for framing
regulations affecting
all sectors, ‘specific
adaptations for certain
sectors (eg financial
services) could be
envisaged,’ it said.
The same would apply
to a general section on
removing technical barriers
to trade.
More at: http://tinyurl.
com/pmc222n

EUROPEAN UNION

DEBT SECURITIES AND
DERIVATIVES

LIBERALISING FINANCE
An EU-US transatlantic
trade and investment
partnership deal currently
being negotiated might
contain a special annexe

The EU Council of Ministers
has waved through planned
new EU rules on the
disclosure of requirements
for convertible and
exchangeable debt securities

SINGLE REPORTING FRAMEWORK
FOR PRIVATE ENTITIES
The Malaysian Accounting Standards Board (MASB) has
issued its Malaysian Private Entities Financial Reporting
Standard (MPERS) for comment.
The board proposes that all private entities should
have to apply a single financial reporting framework, the
MPERS – or whatever name the board may ultimately
choose – on 1 January 2016.
The draft standard defines private entities as nonpublic interest entities such as non-listed companies. The
MPERS as proposed is closely aligned to IFRS for SMEs,
as issued by the International Accounting Standards
Board (IASB) in 2009.
However, the Malaysian proposals are not a word-forword version of IFRS for SMEs, the MASB said.

(see http://tinyurl.com/
oobrkht).
It has done the same
for fresh technical
standards on colleges for
central counterparties
within derivative trades,
determining relevant
currencies for the
participation of central
banks in these consortia.
More at: http://tinyurl.
com/oapz9hh

US
SAME-SEX AND TAX

In a decision affecting
individuals and employees
from around the world but
tax-resident in America,
US tax authorities have
ruled that same-sex
couples legally married in
jurisdictions that recognise
their marriages will be
treated as married for
federal tax purposes.
Any same-sex marriage
legally entered into
anywhere in the world is
covered by the ruling, which
applies whether or not the
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▼ TAX TROUBLE IN PARADISE

The British Virgin Islands was singled out as posing particular
problems for foreign tax authorities requesting information

jurisdiction in which the
couple now lives recognises
same-sex marriage.
The decision could have
positive implications for
US companies trying
to recruit international
employees in same-sex
marriages that are legal in
their home countries.

TREASURY UPDATES
FATCA AGREEMENTS

The US Treasury has
updated its model
intergovernmental
agreements to improve tax
compliance and implement
the Foreign Account Tax
Compliance Act (FATCA).
New versions recently
released include:
Reciprocal Model 1A
Agreement, preexisting
tax information exchange
agreements (TIEA) or
direct tax codes (DTC);
Nonreciprocal Model 1B
Agreement, no TIEA or
DTC;
Model 2 Agreement,
preexisting TIEA or DTC;
Model 2 Agreement, no
TIEA or DTC;
Annex II to Model 1

*
*
*
*
*

Agreement;
 nnex II to Model 2
A
Agreement.
For links to the updated
versions, see http://tinyurl.
com/b4w7np7

*

Keith Nuthall, journalist

NEW ZEALAND
HEDGE ACCOUNTING

The New Zealand Accounting
Standards Board (NZASB)
has issued Novation of
Derivatives and Continuation
of Hedge Accounting
(amendments to NZ IAS 39)
and Novation of Derivatives
and Continuation of Hedge
Accounting (Diff Rep)
(amendments to NZ IAS 39
(Diff Rep)).
Novation of Derivatives
and Continuation of Hedge
Accounting applies to Tier
1 and Tier 2 for-profit
reporting entities except
where expressly exempted
by its terms, the terms
of any other approved
accounting standard or by
law, and applies to annual
periods beginning on or
after 1 January 2014.

Novation of Derivatives
and Continuation of Hedge
Accounting (Diff Rep) may be
applied by Tier 3 for-profit
reporting entities for annual
periods beginning on or
after 1 January 2014, except
where expressly exempted by
its terms, the terms of any
other approved accounting
standard or by law.

AUSTRALIA
CARBON TAX BY
EMITTERS

The Australian Accounting
Standards Board (AASB)
has published an updated
version of a staff paper
on the possible financial
reporting implications of
the fixed price phase of the
carbon pricing mechanism
for emitter entities (http://
tinyurl.com/q9qh2nh).
The paper covers the
potential implications of
Interpretation 21, Levies,
published in June 2012.
The paper is designed to
assist AASB constituents in
identifying the key general
purpose financial reporting
issues that may arise for

emitter entities during the
fixed price phase of the
carbon pricing mechanism
and possible accounting
treatments for those issues
under current Australian
Accounting Standards.

DISCLOSURE AND
PRESENTATION

Rethinking the Path from
an Objective of Economic
Decision Making to a
Disclosure and Presentation
Framework is the first in a
series of essays published
by the AASB. Written by
AASB chairman and CEO
Kevin M Stevenson, the
essay argues that there is
a gap in the conceptual
framework that, if filled,
would improve our ability
to provide accounting
responses to users’ needs,
including through the
development of a better,
purpose-driven disclosure
and presentation framework.
The essay is at http://
tinyurl.com/q3zgzof ■
Lei Xu, technical manager,
ACCA Australia and New
Zealand
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Keeping the music alive
David Wood FCCA reveals how he used his financial acumen and influence at SOCAN to
rescue not-for-profit Canadian Songwriters Hall of Fame and help it build a secure future
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Canadian members, with
licensing agreements
across Canada and royalty
distribution services to its
members and affiliated
societies around the world.
As such, it has substantial
operating revenues that
approached C$253m
(£154m) in 2012 and an
operating budget of C$46m.
In 2012, SOCAN purchased
the assets of the CSHF to
fund the payment of the
organisation’s debts and,
upon legal advice, wound up
the company and created a
newly registered not-for-profit
of the same name.
Four representatives of
the founding organisations
(the Canadian Music

*
*

Finance can go beyond the
numbers with strong diplomatic
and deal-making skills

Finance will bring strong decisionmaking abilities to the negotiation table

TIPS

When the Canadian
Songwriters Hall of Fame
(CSHF) reached out for
help, David Wood FCCA,
CFO of the Society of
Composers, Authors and
Music Publishers of Canada
(SOCAN), was at the ready.
With a career in the music
industry spanning 16 years,
Wood applied his financial
acumen to rescuing a
Canadian cultural tradition.
Two years later, with a
strategic plan, a new
governance model, board of
directors and management
team, the CSHF is poised
for success.
In serious financial
difficulty by the end of 2011,
the not-for-profit devoted
to recognising Canada’s
finest in songwriting and
composing across the
country, was in dire need of
restructuring. It was then that
SOCAN decided to make a
strategic acquisition, one that
would ensure that the legacy
left by such composers as
Leonard Cohen, Gordon
Lightfoot, Joni Mitchell and
other inductees to the Hall of
Fame, would continue to be
lauded for years to come.
Since its inception in
1998, the CSHF has held
seven induction ceremonies,
but going forward ‘SOCAN
was the natural home for
the Hall of Fame’, says
Wood. ‘We just had to
figure out how to make that
happen under our umbrella,
while still preserving the
independence of the brand
and the leadership of the
original organisation.’
SOCAN, another notfor-profit organisation,
represents the performing
rights of more than 100,000

*
*
*

Being able to articulate an alternative
business strategy and a sustainability
plan is crucial in getting board buy-in
Move traditional not-for-profit thinking
into the age of revenue generation and
keep your public presence up to date
with the times
For finance executives seeking out
a career niche, follow your personal
interests and you’ll always be
motivated and challenged

▌▌▌’JUST BECAUSE YOU’RE A NOT-FOR-PROFIT, IT DOES
NOT MEAN YOU SHOULDN’T UTILISE SOUND BUSINESS
ACUMEN AND SOLID STRATEGIES FOR GROWTH’
Publishers Association, the
Songwriters Association of
Canada, APEM from Quebec,
and SPACQ from Quebec)
were appointed to the newly
created board, along with
four SOCAN directors, and a
representative of the record
industry. SOCAN appointed
Lisa Gaglia as manager of
the Hall of Fame, and much
of the management, finance,
marketing and legal is done
by SOCAN.
As CFO, says Wood, ‘I
saw not only the operational
efficiencies around the
restructuring, but ways
to turn the organisation
around through using our
managerial expertise and
applying our business
culture. Just because you’re

a not-for-profit, it doesn’t
mean you shouldn’t utilise
sound business acumen and
solid strategies for growth in
whatever you do,’ he says.

Game plan
As project champion at
SOCAN, Wood initially
presented two reports to
his board, explaining first
how a new strategy for the
restructured organisation
would operate as a separate
entity under SOCAN, and how
the new Hall of Fame would
be governed going forward.
According to Wood,
revitalising the CSHF
required fresh ways of
achieving its mandate,
while remaining financially
sustainable. ‘To reach a

wider audience with limited
resources we needed to
leverage new and existing
partnerships,’ he says.
One such avenue was to
work with Crescent Group,
a website design firm in
Toronto, to deliver a new,
accessible and contentrich website to replace the
outdated cansong.ca site
According to Wood,
the new website has the
potential to contribute
to CSHF’s objective of
raising awareness and
educating the public about
Canadian songwriters.
‘The redesigned site will
provide for an enhanced
user experience,’ says
Wood, ‘by expanding search
functionality, including
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information about the
history of Canadian
songwriting and music,
and showcasing the Hall of
Fame’s audiovisual archive
that has been converted
from tapes and reels to
a modern digital format
including apps and tablets’.

Grassroots plan
‘Second, a sustainable
solution to the organisation’s
education mandate was
devised using a subscriptionbased service in schools,
whereby children will learn
using music as the medium,’
says Wood. ‘Schools can
subscribe to the service and
have access to curriculumapproved subject matter in a
variety of subjects.’
In this effort, he explains,
SOCAN is partnering with
Magic Lantern Media, the
biggest online education
provider in Canada, to
build a curriculum called
‘Educating Through Music’.
‘What this will do,’ he says,
is ‘use songs that have been
inducted into the Hall of
Fame to get Canadian music
into schools, to get people
to learn about Canadian
music while using it to teach
other subjects – history,
geography, literature, art –
all sorts of subjects’.
Third, the Hall of Fame
will have a partnership with
the National Music Centre in
Calgary, a C$150m stateof-the-art facility, which
will highlight the story and
contributions of Canadian
songwriters and will include
CSHF rich-media content
and inductee artefacts.
Finally, a new concept
of monthly song inductions
into the CSHF will lead up
to headline songwriters
being inducted in the
main gala ceremony. The
song inductions will be
accompanied by new-media
initiatives that will leverage
video content on the web and
through other partnerships.

»
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The skills brought to
the table reflect Wood’s
long history in the music
business and include a
strong sense of diplomacy.
As he explains: ‘The rescue
has been financial, but
the project has really been
about being a liaison, about
bringing parties together to
make sure we can agree on
how the organisation is going
to be run. I guess it’s those
sorts of skills really that have
got me this far – like decisive
decision making for example,
because as you can imagine
we’ve had to make hundreds
of decisions to get this far.’
In 1995, Wood decided
to leave his position in the
financial services sector
in the UK to explore the
world. Following his passion
would lead him to the music
industry. ‘I’ve always been
hugely interested in music
and film, and I wanted to use
the skills I had in an industry
that I liked,’ he says.
Armed with a professional
accounting designation
and a love of music, Wood
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joined the music industry
in 1997 and entered PRS
for Music, the UK-based
mechanical and performing
rights organisation. He
then became CFO of the
International Music Joint
Venture in Amsterdam and
joined SOCAN in 2002.

Taking stock
Beginning his tenure as
director of operational
audit and special projects
at SOCAN, Wood’s role was
to audit the large media
customers or licensees –
such as TV stations, radio
and cable – which provide
the bulk of SOCAN’s funding.
In January 2004, he
became finance director,
which progressed into VP
Finance, then CFO Finance in
2006. As well as working on
the CSHF rescue package,
as CFO of the largest music
industry-related organisation
representing songwriters
and music publishers in
Canada, Wood has a big
role overlooking operational
audit, budgeting and

financial reporting, taxation
and investments. ‘Without
engaged finance and audit
teams I could never have
been able to devote so
much of my time to the
CHSF,’ he says.
To nurture a financially
stable future, the CSHF
will continue to follow
the initiatives outlined
above, leverage external
partnerships and run the dayto-day operations by using
existing SOCAN infrastructure
and employees. ‘The support
from the rest of SOCAN has
been amazing,’ says Wood,
‘allowing us to keep costs at
a minimum’.
Wood will keep a close eye
on the ongoing operations of
the newly formed company,
not only in his role as its

financial steward, but
through his commitment
to the artistry of Canadian
composers and passion for
the music industry in general.
‘In addition to helping
achieve a sustainable future
for the CSHF, this has been
a challenging journey for
me and the rest of the
team,’ says Wood. ‘I have
learned a great deal about
the Canadian music industry
and met some wonderful
people that are committed
to the organisation and its
goals. I’m looking forward
to helping the Hall of
Fame achieve great things
in the future.’ ■
Ramona Dzinkowski is an
economist and business
journalist living in Toronto
FOR MORE INFORMATION:

www.socan.ca
www.cshf.ca
Watch Leonard Cohen’s induction into the Hall of Fame
at http://tinyurl.com/q65b8r5
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Profit of peace
In the West Bank, everyone
calls him the Grandfather or
the Duke of Nablus. Munib
al-Masri, 79, is the patriarch
of a prominent Palestinian
family that has produced
bankers, consultants and
politicians. He’s one of the
most influential people
in Palestine.
He worked his way
through college in the
US, partly as a Hollywood
bartender, and later
amassed a fortune, first by
working in the Jordanian
and Algerian oil industries,
and then by providing
equipment and services to
oil companies and investing
in a growing Palestinian
economy.
He wears many hats,
but is consistent, and no
ordinary success story. For a
start, he is the chairman of
the Palestine Development
and Investment Company
(Padico Holding), and the
largest private investor in the
West Bank and Gaza Strip,
or Palestine, as he prefers
to call it. He was ranked the
34th richest Arab, according
to a survey released in
December 2012 by Arabian
Business magazine.
When the Oslo peace
process kicked off in
1993, al-Masri helped set
up Padico as a limited
public shareholding
company traded on the
Palestine Exchange (PEX)
with a paid-up capital of
US$250m. He has since
expanded its portfolio of
investments to include
almost every sector that
is vital to nation building
– telecoms, tourism,
real estate, energy and
environment, manufacturing,

finance and capital markets
and agriculture, without
competing with any existing
industry.
He is obsessed with
two goals: reconciling the
Palestinians and making
peace with Israel to
establish an independent
Palestinian state on 1967
borders, while insisting on
referring to the West Bank
and Gaza as Palestine
rather than the Palestinian
territories.
The Palestinian
Authority is recognised by
180 governments as the
legitimate representative
of the Palestinian people,
yet in his view the most
important step is for it to be
recognised as a state by the
state of Israel.
His Padico group
controls about 25% of
the Palestinian economy,
according to some reports.
It has control over 30
companies, some public
and some private, including
subsidiaries, affiliates (with
Padico holding between 20%
and 50%) and companies
where it has smaller
minority shareholdings.
Commercial life for these
businesses is not easy,
says al-Masri, with many
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Munib al-Masri, the ‘Palestinian Rothschild’, has a diplomatic approach – his Padico
company has many investments yet does not compete with any existing industry

Based on estimates prepared by the
Palestinian Central Bureau of Statistics,
the total population of the Palestinian
territories by the middle of 2012 was about
4.29 million, with 2.18 million males and
2.11 million females.
The estimated population of the West
Bank in 2012 was 2.65 million, of which
1.35 million were males and 1.30 million
were females.
According to figures from the World Bank,
economic growth in the West Bank and Gaza
slowed in the first quarter of 2012.
The real growth rate is estimated to have
reached 5.6% – undershooting the growth
figure recorded for the first quarter of 2011
by more than three percentage points.

▌▌▌‘IN JORDAN OR EUROPE, YOU KNOW WHAT WILL
HAPPEN FROM ONE DAY TO THE NEXT, BUT HERE YOU
NEVER KNOW FROM ONE MOMENT TO THE NEXT’
‘losing money because of
the occupation and the
obstacle we face, mainly
in getting goods from the
ports through the Israeli
checkpoints’. He adds:

‘Only four or five are making
money and those include
the stock exchange and the
telecom company, Paltel.’
Sitting in his elegant
office in Jerusalem’s Old

City, which resembles a
Crusader palace, with
its pointed ceilings and
fountains in the courtyard,
he says that running a
business in Palestine is

»
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▌▌▌‘I THINK I WAS EIGHT YEARS OLD WHEN I BOUGHT
A BOX OF CHOCOLATES FOR ONE PALESTINIAN POUND
AND SOLD IT FOR TWO POUNDS’
different to running one
in an established Arab or
European country.
‘In Jordan or Europe you
can more or less expect to
know what will happen from
one day to the next, but here
you never know from one
moment to the next,’
he says.
Padico certainly
has an unorthodox
company registration and
management structure.
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It is a public shareholding
limited liability company
registered in Liberia, with
offices in Nablus, Ramallah,
Jerusalem, and Gaza,
and a regional office in
Amman, Jordan.
Al-Masri himself
has strong Jordanian
connections, having
operated an energy
company – Edgo Group –
from Amman since 1956.
He is still chairman and

the company serves energy
markets in 26 countries
supplying oilfield services
and logistical support.
As regards Padico,
al-Masri stresses that
only the holding company
is registered in Liberia,
operating legally in the
Palestinian territories as a
foreign company, while its
operating units are registered
as Palestinian companies.
Padico is listed on the

Palestinian exchange, and
provides financial statements
every quarter, releasing
annual financial reports in
the Palestinian territories.
In the past, things
were more complex.
A restructuring process,
completed in 2011 has,
he says, ‘simplified our
corporate structure,
enhancing transparency,
and making it easier to
implement governance
procedures’.
Accounting at Padico
is taken seriously and
guarantees accountability
for all shareholder assets.
He says that all employees
have an obligation to report
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Minister of public works, Jordan.

He has chosen to remain
close to his roots in Nablus,
building a palace on the site
of a Byzantine monastery
dating from the fourth
century. He calls his palace
‘Beit Felasteen’ (the House of
Palestine); it was inspired by
La Rotonda (a Renaissance
villa outside Vicenza in Italy).
‘I could live in London,
Geneva or New York,
but I prefer Nablus,’ he
says. He uses the palace
to promote relaxed and
productive political meetings
– for instance with Hamas
and Fatah leaders in
reconciliation talks.
His neighbours include a
Jewish settlement.

1965–70

Help from Egypt

1999–present

Chairman of Padico Holding.

CV

2010–present

Chairman, International Chamber of
Commerce Palestine.

2008–present

Founding member and chairman of the
Palestinian-Russian Business Council.

2006

Deputy chairman of Arab Bank.

2005

Honorary doctorate from An-Najah
National University, Nablus.

1970–71

President of operations – Phillips
Petroleum, Beirut.

1962–65

President of Phillips Petroleum in Algeria.

1956–present

Chairman and CEO of Edgo Group.

1955–56

Master’s degree in political science and
geology from Sul Ross University, Texas,
followed by degree in petroleum geology,
University of Texas at Austin.

spending truthfully, and must
ensure all payments are
backed by legal documents.
An internal auditor is also
appointed to verify all
financial statements and to
ensure that financial records
have not been altered
without authorisation.
Al-Masri says Padico
and its companies use
International Financial
Reporting Standards (IFRS)
in financial reporting, while
its subsidiaries and affiliates
pay taxes to the Palestinian
authorities, except for
those companies operating
in Jerusalem, which are
registered in Israel.
How do Israeli laws
affect the operation of the

company? ‘In Jerusalem
we abide by Israeli laws,
and on the West Bank and
Gaza we go according to the
[commercial and income
tax] laws of the Palestinian
government,’ he says.

Avoiding corruption
He says using an activist
personal management style
helps ensure corruption
does not impact the
operations and profits of
the companies: ‘It is the
nature of our personnel to
be transparent. They realise
that this is their future
security. Also, we publish the
annual dividends and, so far,
we have not experienced any
corruption.’

He recently led an
independent delegation
to Egypt and says:
‘Egypt always played an
important role in reconciling
Palestinians; recent changes
there raised my hopes that
the new Egyptian leaders
might do more for the
Palestinians than before.
Before we left, we were
met with a willingness and
determination to help.’
He is working for
reconciliation between
the West Bank political
leadership and the rival
Hamas group in Gaza.
‘With the country divided so
much, we will never have a
country,’ he warns.
Despite the enormous
obstacles related to tensions
with Israel, he managed to
build a five-star hotel on
Gaza City’s beachfront. With
its 225 guest rooms and
suites, two-tier swimming
pool, landscaped gardens
and ballroom, the AlMashtal Hotel is the kind
of sumptuous resort that
would not raise an eyebrow
anywhere else along the
Mediterranean coast.
Padico investments
include the Jericho Gate
project. It is an extensive
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agriculture and tourism
project, the first of its
kind in Palestine, and
will include tourist and
entertainment facilities in
the form of villas, hotels,
resorts, a sports city,
amusement and water
parks, and shopping malls
and date farming.
Referring to the recently
renovated St George
Landmark Hotel, in East
Jerusalem, he stresses the
need to promote investment
in Jerusalem, saying this
investment is particularly
significant because it is
located in Jerusalem, which
has huge Arab national and
religious status.
‘Padico Holding has
always been able to
turn challenges into
opportunities through hard
work and devotion. Our
ambitions are endless, and
the trust and confidence the
Palestinian people have put
in us enable us to become
more persistent in serving
Palestine,’ says al-Masri.
Speaking about the
factors that prepared him
for the challenges of his job,
he cites his first business
deal, when Nablus was
under the British mandate
just before Israel declared
independence. ‘I think I
was eight years old when I
bought a box of chocolates
for one Palestinian pound
[the local currency at the
time] and sold it for two
pounds. I worked in family
businesses from the age of
12, first with one brother in
his mechanical shop, and
then with my other brother
dealing in gold.
‘Confidence, honesty,
hard work and, most
importantly, having good
luck and being in the right
place at the right time also
contributed in preparing me
for the big task ahead.’ ■
Joe Charlaff, journalist
based in Jerusalem
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ACCA publishes integrated report
By focusing on ACCA’s long-term value creation process, the annual report provides a
succinct snapshot of exactly how ACCA is creating value through its strategy

ACCA HELPS MAURITIUS THRIVE

ACCA’s annual report for
2012/13 has been published
for the second year using the
draft framework issued by
the International Integrated
Reporting Council (IIRC).
The framework is centred
on the material information
about an organisation’s
strategy, governance,
performance and prospects
that reflect the commercial,
social and environmental
context within which the
organisation operates.
The report focuses on
ACCA’s long-term value
creation process, providing a
comprehensive view of how
ACCA created value through

its strategy over the past
year, as well as how it intends
to do so in the future.
Helen Brand, chief
executive of ACCA, said:
‘Through ACCA’s integrated
report, we are identifying and
communicating the value of
ACCA as an organisation and
through our members.
‘Following feedback from
our stakeholders, we have
made this year’s report more
concise, while improving the
quality of disclosure. We
have paid more attention to
reporting on our business
model, our risks and our view
of the future outlook for the
profession and for ACCA.’ ■
FOR MORE INFORMATION:

ACCA Mauritius signed a Memorandum of
Understanding (MoU) with the Mauritius Institute
of Professional Accountants (MIPA) on 19 August to
support MIPA in its development as a professional
body for the benefit of the profession and of the
accountancy sector as a whole throughout Mauritius.
This initiative is in line with ACCA’s commitment to
providing active assistance to the accountancy and
finance professions around the world.
The MoU was signed by Jamil Ampomah, ACCA
director – sub-Saharan Africa, and Bheem Ramruttan,
chief executive, MIPA.
MIPA and ACCA enjoy a sound and mutually
respected relationship, share common and strong
interests in the sustainable development of the
accountancy profession in Mauritius, and are
committed to promoting and placing ethical practices
at the heart of business.
During his visit to Mauritius, Ampomah had fruitful
meetings with the minister of tertiary education, the
Hon Rajeshwar Jeetah, the minister of education,
the Hon Dr Vasant Kumar Bunwaree and the ACCA
Mauritius Network Panel.
ACCA received strong endorsement from the
minister of tertiary education, who stated that ACCA
had directly contributed to the development of a
thriving financial services sector in Mauritius. Minister
Jeetah also praised ACCA for offering waivers so as to
encourage potential students to take up ACCA training
and membership, which he believes is crucial for the
country’s sustained economic growth.

Read the report at http://annualreport.accaglobal.com

CPD KEEPS YOU COMPETITIVE!
There are many different learning methods available for you to complete your CPD
requirement. A number of flexible and interactive CPD activities can be found online at
My Development – www.accaglobal.com/cpd. You’ll find articles, podcasts, webinars,
face-to-face courses, research and qualifications which could count as verifiable CPD.
CPD need not be expensive – in fact, it can be free. You could attend the free webinars
at our online Accounting for the future conference (14-18 October, www.accaglobal.com/
accountingforthefuture) or read the CPD articles in this magazine and complete the
multiple-choice questions online. E-learning courses are also available from as little as
£30, while our IFRS technical webinars (http://tinyurl.com/p5hyeec) are only £25.
Finally, you may have recently carried out a learning activity and wondered if you can
use this as verifiable CPD. If so, you should ask yourself the following: was the learning
activity relevant to your career, can you explain how you will apply the learning in the
workplace, and can you provide evidence that you undertook the learning activity? If you
can answer ‘yes’ to all three questions, then yes, you can!
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ABOUT
ACCA
ACCA is the global
body for professional
accountants. We aim
to offer businessrelevant, first-choice
qualifications
to people of
application, ability
and ambition
around the world
who seek a
rewarding career in
accountancy, finance
and management.
We support our
162,000 members
and 428,000
students throughout
their careers,
providing services
through a network
of 89 offices and
active centres.
www.accaglobal.com
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ACCA conference
Members are invited to join ACCA’s annual online conference to
discuss current and future challenges facing finance professionals
ACCA’s annual online
conference, Accounting
for the future, will be
held on 14-18 October.
The free, five-day event
brings together finance
professionals from around
the world to discuss
the challenges and
opportunities facing the
finance profession now and
in the future.
Using a range of live
webcasts and videos,
finance leaders and experts
will share the latest insights
on how businesses and
the corporate sector
can maximise the value
they deliver.
This year’s topics
include risk management,
corporate culture, reporting
for investors, finance
transformation, the role
of the CFO, future career

▲ SOUND AND VISION

Content will also be available on demand to those registering
pathways, technology
trends and SME growth.
Those registering for the
event will gain exclusive
access to online practical
sessions that can contribute
towards their verifiable CPD.
All the conference content

will also be made available
on demand.
Last year more than
16,000 people registered for
the conference.
To register or find out
more visit www.accaglobal.
com/accountingforthefuture

NEW ACCOUNTANCY FUTURES JOURNAL
The latest edition of ACCA’s research
and insights journal Accountancy
Futures is now available online and for
iPad download.
Interviewees include British Airways
CEO Keith Williams on moving from
the CFO role into the top job, and Shell
accounting chief Paul Morshuis on how
layer upon layer of regulation is affecting
the role of finance professionals.
Former Canadian prime minister
Paul Martin talks about the benefits for
communities of good financial practice,
while Infosys veteran TV Mohandas Pai
talks about the growth of the accountancy
profession in India.
Other issues covered include integrated
reporting, SMEs, audit, finance functions,
sustainability, the public sector, public
value and economic developments.
Read or download the journal at
www.accaglobal.com/futuresjournal
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