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ON THE FRONT LINE

Events in Ukraine continue to dominate world news. Many
accountants are literally on the front line and are having to
find ways of carrying out their jobs against a background
of revolution. We get the candid views of some of them,
beginning on page 16. As EY Ukraine’s managing partner
Alexei Kredisov put it: ‘I can’t recall a single country that
has gone through everything – a revolution, a coup, an
uprising – all these things combined in just three months.’
Meanwhile KPMG’s office is just 500 metres from Kiev’s Maidan Square, the
centre of the demonstrations that ultimately toppled former President Viktor
Yanukovych. ‘We heard the explosions and demonstrations. It had a psychological
impact,’ said Andrey Tsymbal, managing partner. But accountants also have a major
role in tackling the future challenges: the new government has invited leading firms
to participate in roundtables with ministers and others to formulate a vision on how
to tackle problems such as reorganising state monopolies and state procurement.
Our cover image this month is of Jean Stephens, of RSM International. Her highprofile role as chief executive of the seventh-largest global accountancy network
means a life of globe-trotting. RSM is celebrating its 50th anniversary this year,
and as Accounting and Business met up with her, the network was in the throes of
announcing that Baker Tilly UK was to join. And since then it has announced further
global expansion with the addition of offices in Slovakia, Estonia, Guatemala and
Mauritius. Read our interview beginning on page 12.
A battle of another sort starts this month in Brazil, where the 2014 FIFA World
Cup kicks off. In three articles on the event, we look at the role played by PwC in
advising the Brazilian government; at the financial growth of the tournament and the
key revenue drivers of the world’s most watched sporting event; and at what lessons
board directors can learn from the high-stakes world of football management,
including maxims from former Manchester United manager Sir Alex Ferguson.
Lesley Bolton, international editor, lesley.bolton@accaglobal.com

ALSO FROM ACCA:
AB CORPORATE

3

ACCOUNTING
AND BUSINESS

The leading monthly magazine for
finance professionals, available
in six different versions: China,
Ireland, International, Malaysia,
Singapore and UK.
There are different ways to
read AB. Find out more at
www.accaglobal.com/ab

ON PAPER
Free to ACCA
members. Annual
non-member
subscription £85

ON IPAD

Download searchable
iPad editions from
the iTunes App Store

ON
DESKTOP
The latest edition
and archive, dating
back to 2009

View our special edition at www.accaglobal.com/abcorporate

AB.SME

View our special edition at www.accaglobal.com/smallbusiness

WEBINAR

AB DIRECT

Webinars on a raft
of topics such as
forecasting

ACCOUNTANCY FUTURES

VIDEO

Sign up for our weekly news and technical bulletin at
www.accaglobal.com/ab

View our twice-yearly research and insights journal at
www.accaglobal.com/futuresjournal

STUDENT ACCOUNTANT

Look out for links in
the magazine and
see our monthly
previews

Access the magazine for ACCA Qualification and Foundation-level
students at www.accaglobal.com/studentaccountant

ACCA CAREERS

Search thousands of job vacancies and sign up for
customised alerts at www.accacareers.com/international

TWITTER

Accounting and Business
tweets at
@ACCA_ABmagazine

ACCOUNTING AND BUSINESS

4

CONTENTS

AB INTERNATIONAL EDITION
JUNE 2014
VOLUME 17 ISSUE 6
International editor Lesley Bolton
lesley.bolton@accaglobal.com +44 (0)20 7059 5965
Asia editor Colette Steckel
colette.steckel@accaglobal.com +44 (0)20 7059 5896
Digital editor Jamie Ambler
jamie.ambler@accaglobal.com +44 (0)20 7059 5981
Sub-editors Loveday Cuming, Dean Gurden, Peter Kernan,
Eva Peaty, Vivienne Riddoch
Digital sub-editors Rhian Stephens, Eleni Perry
Design manager Jackie Dollar
jackie.dollar@accaglobal.com +44 (0)20 7059 5620
Designer Robert Mills
Production manager Anthony Kay
anthony.kay@accaglobal.com
Advertising Richard McEvoy
rmcevoy@educate-direct.com +44 (0)20 7902 1221
Head of publishing Chris Quick
chris.quick@accaglobal.com +44 (0)20 7059 5966
Printing Wyndeham Group

NEWS

Pictures Corbis

6 News in pictures
A different view of
recent headlines

ACCA
President Martin Turner FCCA
Deputy president Anthony Harbinson FCCA
Vice president Alexandra Chin FCCA
Chief executive Helen Brand OBE

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

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

FOCUS

info@accaglobal.com

Accounting and Business is published by ACCA 10 times per year. All views
expressed within the title are those of the contributors.
The Council of ACCA and the publishers do not guarantee the accuracy of
statements by contributors or advertisers, or accept responsibility for any
statement that they may express in this publication. The publication of an
advertisement does not imply endorsement by ACCA of a product or service.
Copyright ACCA 2014
No part of this publication may be reproduced, stored or distributed without
the express written permission of ACCA.

Accounting and Business (ISSN: 1460-406X, USPS No: 008-761) is published
monthly except July/August and Nov/Dec combined issues by Certified
Accountant (Publications) Ltd, a subsidiary of the Association of Chartered
Certified Accountants, and is distributed in the USA by Asendia USA, 17B
South Middlesex Avenue, Monroe NJ 08831 and additional mailing offices.
Periodicals postage paid at New Brunswick NJ. POSTMASTER: send address
changes to Accounting and Business, 17B South Middlesex Avenue, Monroe
NJ 08831
29 Lincoln’s Inn Fields
London, WC2A 3EE, UK
+44 (0) 20 7059 5000
www.accaglobal.com

ACCOUNTING AND BUSINESS

Audit period July
2012 to June 2013
154,625

12 Interview: Jean
Stephens, chief
executive, RSI
International We
talk to the woman
who broke the glass
ceiling of international
accountancy networks
16 On the front line
Ukraine’s finance
professionals face many
challenges

COMMENT

20 Ramona Dzinkowski
The US debate on
reporting rumbles on
21 Alnoor Amlani Nigeria
must decide where its
future lies
22 Martin Turner
EU membership
brings benefits and
responsibilities, says the
ACCA president

CONTENTS

5

CPD

Reading this magazine to keep up
to date contributes to your nonverifiable CPD. Learning something
new and applying it in some way
contributes to your verifiable CPD,
as do the online questions related to
certain articles on the technical pages,
provided that they are relevant to
your development needs.

CORPORATE

23 The view from Mukesh
Luhano of Mirabela
Nickel, plus snapshot
on pharma
24 Big spender Rohit
Bhardwaj on handling
a billion-dollar deal
27 Investment Africa
Finance Corporation gains
top credit rating

PRACTICE

29 The view from Abdul
Majid Khatri of Deloitte
plus snapshot on
insolvency
30 All change for audit
EU reforms get a mixed
reception

INSIGHT

46 International
management The
challenges of crossborder business
48 Planning tools How
to sell the concept to
management

TECHNICAL

49 Additional
performance measures
We look at the benefits
52 EU audit directive
The new rules provide
flexibility for members
54 Technical update
The latest on financial
reporting, auditing, tax
and law

PEOPLE

34 Graphics Tax and
location

56 Confident continent
Accountants have a key
role in Africa’s future

35 FIFA World Cup 2014
PwC has played a key role
in the build-up

59 The postgrad pages
The value of MBAs varies
across regions

38 Numbers game A look
at the figures behind the
World Cup

ACCA

41 Goal oriented Football
managers have much to
teach the boardroom
44 Careers Dr Rob Yeung
looks at self-awareness

64 Cyber security ACCA
USA’s conference examines
threats and solutions
66 News Latest Global
economic conditions survey
of members reports that
confidence is rising – but
so is risk

ACCOUNTING AND BUSINESS

6
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▼ STAR TURN

Fans celebrated Star Wars Day last month in
Rome, Italy. Filming for Episode VII, due out in
December 2015, has just begun in the UK

▼ ON TRIAL

On trial in Munich, Germany, Formula One
boss Bernie Ecclestone denied paying a
£27.5m bribe to a banker
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▲ EYES ON THE PRIZE

Supporters of Julius Malema’s Economic
Freedom Fighters (EFF) party attend a rally in
Pretoria ahead of South Africa’s election

▲FEELING THE HEAT

Warren Buffett, top investor and CEO of Berkshire Hathaway, cools down during
the company’s annual meeting in Nebraska, US. Profits fell 4% in Q1 2014

▲ THINKING BIG

Chinese e-commerce giant Alibaba is
considering adding new shares to its initial
public offering, which could make the deal
the largest in history

◄ TOP TURNOUT

India’s Congress National
Party held a roadshow in
Varanasi shortly before polling
closed. The election saw
record numbers turn out to vote

►ARMANI PAYS UP

Fashion house Giorgio Armani
has paid €270m to the Italian
authorities to settle a tax
bill. The payment concerned
subsidiaries abroad

ACCOUNTING AND BUSINESS
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News round-up
This month’s stories include an attack on audits of public companies by the IFIAR, the
jailing of a former KPMG partner and the downgrading of Russia’s sovereign debt rating
AUDIT UNDER FIRE
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France

$599K

Russia’s sovereign debt
rating has been cut by S&P
to the lowest investment
grade. The credit rating

Japan

$687K

RUSSIA DOWNGRADED

UK

$772K

Former KPMG partner Scott
London has been jailed for
14 months after admitting
assisting insider trading.
London leaked confidential
information about audit
clients in return for cash
and jewellery. The tip-offs
were made on at least 14
occasions and enabled a
friend to make US$1.27m
from stock trading. London
was in charge of KPMG’s
audit practice in the South
West of the US. A KPMG
spokesman said: ‘It was
appropriate that London
was held accountable for the
consequences of his actions.’

Ireland

$773K

KPMG PARTNER JAILED

TRENDS
$787K

Audits of public companies
suffer from ‘persistent
deficiencies’, warns the
International Forum
of Independent Audit
Regulators (IFIAR). ‘The
high rate and severity of
inspection deficiencies in
critical aspects of the audit,
and at some of the world’s
largest and systemically
important financial
institutions, is a wake-up call
to firms and regulators alike,’
said Lewis H Ferguson, chair
of IFIAR. ‘More must be done
to improve the reliability
of audit work performed
globally on behalf of
investors.’ IFIAR’s criticisms
came as it published its
2013 Inspection Findings
Survey of audit reviews
submitted by 30 national
audit inspection bodies.
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OLD WORLD ECONOMIES CHARGE HIGHEST ESTATE TAXES

The UK and Ireland impose the highest taxes on inheritance of all major economies,
according to UHY. Emerging economies have traditionally not imposed inheritance
tax and estate taxes because these are sometimes seen as discouraging wealth
creation. China, India and Russia, for example, have no inheritance taxes.

agency warned that further
downgrades may follow if
the Ukraine conflict leads
to additional sanctions
and Russia’s economic
growth continues to slow.
Russia was previously put
on review for downgrade
by Moody’s, while Fitch
Ratings has placed Russia
on negative outlook.
Russian economy minister
Alexei Ulyukayev said the
latest downgrade would not
affect investors.

SANCTIONS IMPOSED

More financial sanctions have
been imposed on members
of Russia’s elite regarded as
close to President Vladimir
Putin. Igor Sechin, chief
executive of state-run oil
company Rosneft, has been
placed on a ‘blacklist’ by
the US government and the
European Union. Rosneft,
the world’s largest traded
oil company, is not directly
affected.There are now
48 oligarchs, officials and

politicians blacklisted by
the US or the EU in protest
against Russian action in
Ukraine.The sanctions restrict
travel movement and freeze
assets.See feature, page 16.

PwC WARNS ON AUDIT

Internal audit functions
need to improve faster to
deal with a growing risk
environment, PwC has
warned. Stakeholders have
higher expectations than
do chief audit executives
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SHARING EXPERTISE
ACCA is taking part in a new programme that will
help transform accounting standards and develop
professional institutes in Africa and Asia. The
Investment Facility for Utilising Specialist Expertise
(IFUSE), run by the UK government’s Department
for International Development, will see staff from
UK chartered accountancy institutes working in
countries including Ethiopia, Zambia, India and
Vietnam to improve their financial management and
investment climates by sharing British expertise and
international best practice. ‘By helping developing
countries to manage their own resources better and
attract investment, we can create the jobs and growth
needed to lift people out of poverty,’ said international
development secretary Justine Greening.
ACCA is part of the first deployment, training
the Ethiopian Ministry of Education in accountancy
practice. ‘ACCA is excited by the opportunity to work in
partnership with the Ethiopian Ministry of Education
through the IFUSE initiative,’ said ACCA chief executive
Helen Brand. ‘We will not only be helping Ethiopian

on what internal audit
can achieve, concluded
PwC’s 2014 State of the
Internal Audit Profession
study. More than half of
senior managers do not
believe internal audit adds
significant value to their
organisation, while nearly
30% of board members
believe it adds less than
significant value, found PwC.

BEPS PLAN ATTACKED

Accountancy umbrella body
the CCAB has criticised the
OECD’s Action Plan on Base
Erosion and Profit Shifting,
which it says will cause many
multinational corporations
to fundamentally change
their business models. It
says that the OECD might
have been expected to
address controversial tax
planning approaches, but
the plan goes much further.
Responding to an OECD
consultation, the CCAB
says that under the plan
recognition of company
profits will move from where
value is created to the
locations where products
are sold or consumed,

which the CCAB describes
as a ‘fundamental revision’
of existing tax practices.
Meanwhile, Oxfam says the
plan should be substantially
reformed because the
world’s poorest countries
are not covered by its
proposals. ‘Developing
countries are being locked
out of negotiations, creating
a risk that any revisions to
the rules will only serve the
interests of the wealthiest
and most powerful,’
said Oxfam International
executive director Winnie
Byanyima. A report for
Oxfam, Business Among
Friends, calculates that
some developing nations
would more than double
their tax revenues if profits
were taxed where economic
activity occurred.

DUO JOIN SASB

Former New York mayor
Michael R Bloomberg and
former US Securities and
Exchange Commission
chairman Mary Schapiro
have taken senior positions
with the Sustainability
Accounting Standards

▲ ACCOUNTANCY FOR GROWTH

The UK government’s IFUSE programme will help lift people
in Asia and Africa out of poverty, says Justine Greening
organisations to comply with global financial reporting
and auditing standards, which we believe will encourage
greater trade and investment opportunities, but will
also be working with lecturers to ensure there are future
generations of qualified finance professionals.’

Board (SASB). They will
join the SASB board as,
respectively, chair and vice
chair. Professor Bob Eccles,
a Harvard Business School
professor and honorary
ACCA member, steps
down as chairman but will
continue on the board.

PCAOB SLAMS QUALITY

Deficiencies in company
audits are too common,
the US Public Company
Accounting Oversight Board
(PCAOB) has warned. Board
member Steven B Harris
said in a speech that, along
with comparable bodies
elsewhere, it ‘remains
concerned about the
continued high number of
audit deficiencies’. Harris
said that deficiencies were
commonly found in relation
to audits of internal control,
fair value measurement
and disclosures, and
management estimates. He
added that the PCAOB was
concerned about whether
audit firms’ business
model undermined auditor
independence – both
through companies paying

for the audit and through the
high level of non-audit fees
paid to auditors.

INDIRECT TAX FAVOURED
Governments are turning
to indirect taxes to raise
finance, according to
KPMG’s Corporate and
Indirect Tax Rate Survey
2014. It says there has been
a fundamental change in
governments’ approach to
tax policy. However, KPMG
concludes there is no
international consistency,
with some governments
raising tax rates and others
cutting them. But there
is more commonality in
governments instructing
their tax authorities to
conduct more investigations
to improve tax collection
rates and seek penalties and
interest on uncollected tax.

DIRECTIVE APPROVED
A directive requiring the
disclosure of greater
financial and diversity
information on large
companies and groups
has been approved by the
European Parliament.

»
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it had US$4bn more in
capital than it actually had.
Disclosure of the mistake
led to the bank withdrawing
a capital plan it had already
submitted to the US Federal
Reserve and to put on hold
proposals for a dividend
issue and share buy-back.
The error arose as a result
of the treatment of changes
in the market value of its
bonds, which the bank
wrongly reported had led
to an improvement in its
capital position.

Value Country (rank)
US (7)

5.54

UK (9)

5.50

Germany (12)

5.41

Canada (17)

5.40

Australia (18)

5.27

New Zealand (20)

5.20

UAE (24)

5.07

Ireland (26)

4.58

Kazakhstan (38)

4.49

Czech Republic (42)

3.89

Philippines (78)

3.78

Rwanda (85)

3.77

Jamaica (86)

TRENDS

5.61

DUBAI RAISES US$750m

Dubai has returned to the
capital markets, raising
US$750m through the
issuing of sukuk bonds. The
issuance means the Dubai
market has now raised more
than US$20bn in sukuk
bonds. The success of the
bond issue by the Dubai
government is a sign of
renewed investor confidence
in Dubai, whose economy
is expanding. Dubai intends
to issue further sukuk
bonds to finance state
enterprise activity.

DIGITAL DIVIDE

The 13th edition of the World Economic
Forum’s Global Information Technology
Report provides a comprehensive
assessment of networked readiness,
or how prepared an economy is to
apply the benefits of information and
communications technologies (ICTs) to
promote economic growth and wellbeing.
Notable is Kazakhstan’s improvement in ICT
infrastructure, up five positions from 2013.

6,000 European public
interest companies with
more than 500 employees.
For more, go to www.
accaglobal.com/ab84

Dubai is ready for a fresh
round of investment – and
does not regret the inflated
boom that went bad,
investors have been told. ‘If
Dubai had to do the same
again, most likely we would
follow the same approach,’
said Mohammed Al
Shaibani, chief executive of
Investment Corp of Dubai.
Major investments in Dubai
between 2006 and 2008
created the framework for it
being the regional financial
and trade centre, he said.
‘Now we are leading the
region and have a mission to
position Dubai as one of the
world’s main global cities.
We are on the right track.’

BOA’s CAPITAL MISTAKE

ECB MULLS DEFLATION

The report ranks 148 economies and attributes values
based on a number of indicators including regulatory
environment, affordability and skills

Companies covered by
the directive will have to
detail their impact on the
environment and human
rights, their social and
employment policies, board
diversity and how they tackle
bribery and corruption. The
directive will apply to about
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DUBAI PREDICTS BOOM

An accounting error led
Bank of America reporting

The European Central
Bank (ECB) could adopt

quantitative easing to
finance asset purchases if
deflation takes hold or if
inflation rates dip further,
says ECB president Mario
Draghi.’The governing
council is committed –
unanimously – to using
both unconventional and
conventional instruments
to deal effectively with the
risks of a too-prolonged
period of low inflation,’
he said.Inflation in the
eurozone has fallen to 0.5%
– significantly below the
target level of 2%.

REPORT CRITICISED

The European Court of
Auditors has complained
the European Commission’s
Anti-Corruption report
contains little analysis and
no substantive findings.
Instead the commission
relied on corruption
perception polls, with limited
benefit, says the ECA. ‘The
findings of the report are
primarily based on the
perceptions of citizens
and companies,’ stated
Alex Brenninkmeijer, the
ECA member responsible
for the analysis. ‘Reality
may well be different. And
it is unfortunate that the
commission excluded EU
institutions and bodies from
its analysis.’

EY APPOINTS GLOBAL VC
EY has appointed Michael
Solender as its global vice
chair. He will integrate
the firm’s international
legal operations. Mark
Weinberger, EY global
chairman and CEO, said:
‘In this unprecedented
regulatory environment we
are calling on Michael to
lead EY’s legal resources
across the world.’ Solender
has been EY’s vice chair
and general counsel in the
Americas since 2009. ■
Compiled by Paul Gosling,
journalist

THINGS
work
beTTer
wHeN
THey are
compleTe

This applies to accountants too. ACCA
accountants are complete finance professionals
– thoroughly trained in all areas of business
and finance including strategy and innovation,
leadership and management, reporting,
professionalism and ethics, taxation and audit.
ACCA develops ‘business ready’ finance
professionals who can help grow your business.

Find out more at
accaglobal.com/complete
The global body for
professional accountants
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TRUST BUILDER

As RSM International announced that Baker Tilly UK was to join, Jean Stephens talks
about her role at the helm of a network celebrating its 50th anniversary

T
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2006

Becomes chief executive officer
of RSM International.

1996

CV

o say that Jean Stephens lives in interesting
times is an understatement. As chief executive
of RSM International, the seventh largest global
accountancy network, she has just managed to
plug the UK hole in the network. And, having just returned
from a flying visit to China to check on the progress of the
newly merged member firm there, she will now be turning
her attention towards Canada in a bid to fill the vacancy
created when RSM parted company with its Canadian
member firm last year. In Stephens’ world, problems can
quickly become opportunities.
Last year, the loss of RSM’s UK member firm RSM Tenon,
which was merged into rival Baker Tilly following a pre-pack
administration, posed a significant problem. But now that
particular problem has been solved – Baker Tilly UK will
leave its own international network and join RSM, in effect
bringing the old Tenon firm back into the fold, along with a
similar amount of new blood.
Stephens says: ‘The UK is a critical market. RSM has
a lot of history here – our headquarters are here, one
of our founding members was based here. It is a top
priority.’ Ahead of signing the deal with Laurence Longe,
Baker Tilly UK’s managing partner, Stephens said she had
looked at what the options were and had had ‘a number of
discussions’ but ultimately was able to persuade Longe that
his firm’s future lay with RSM’s network.
It is a network that stretches across 106 countries, is
made up of 32,000 professionals and has a combined fee
income of US$3.7bn. Last year, some 14 new member and
correspondent firms joined, and like-for-like fees rose 5% in
local currency terms for the year to 31 December 2013.
Snapping at the heels of mid-tier rival Grant Thornton
International in terms of fee income, RSM achieves its
success, says Stephens, by getting its individual member
firms all pulling in the same direction. ‘One of our key areas
of focus has been on having our firms work together on an
ever increasing basis to grow the amount of international
work they do together. The amount of international referral
work has grown 18% in the last year, and I’m very satisfied
with that because that is the area where the network can
contribute, helping the individual firms grow their business
through international clients. This year it will probably come
in at over 20% growth, and that is music to my ears.’
Such contributions include putting in place an
infrastructure so there is a common approach to the firms’

Joined RSM Executive Office team.

1994

Joined RSM Gladrey as senior manager,
subsequently promoted to partner.
Stephens has received numerous awards,
including an Athena Award for Outstanding
Business Woman from the San Bernardino
Area Chamber of Commerce, and the
California State University Alumni of the
Year Award.

markets and pricing methods, as well as best practices
for tendering. ‘While the firms are still all independent
practices, they are aligned ever more closely,’ she says.
This alignment is embodied in the four cornerstones
that Stephens promotes among the member firms: quality,
brand, business development and people. She sees the four
as crucial in creating a strong alignment of individual firms.
It is not a unique proposition, but it is one that works well.
‘Every network is on the same journey,’ she says.
But is it really possible to create a single path for firms
born out of different cultures, different regulations and
different economies? ‘This is the most interesting part of
the job, trying to get everyone closer together in a way that
makes sense to members,’ Stephens explains. ‘Is there an
RSM way of doing things? Absolutely there is.’
The process begins with recruitment into the network,
carries on with common technology and training, and
through to building strong intra-network relationships. ‘If
people don’t know each other they are not going to refer their
biggest clients,’ she argues. ‘This builds trust, and anything
we can do to keep building that trust is going to help.’
She points to the RSM Academy for future leaders, which
brings together professionals from around its network,
as one way in which the central RSM team can add value
to the individual firms. ‘This is a leadership development

»
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‘Get the best people you can.’

The network was created in 1964. The
founding firms of RSM were Robson
Rhodes (UK), Salustro Reydel (France) and
McGladrey & Pullen (US). The first two have
since left the network, merging with Grant
Thornton and KPMG respectively.

us$3.7bn

Total fees for year ending 31 December 2013.

106

Countries it operates in.

700+

TIPS

BASICS

14

32,000+

Professional staff.
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‘Authenticity is very important. If you
don’t have trust, then you can’t build
relationships, and if you can’t build
relationships, you won’t grow.’

*

phenomenal rate in recent years, so any slowdown has to
be seen in the context of sluggish growth in regions such as
Europe and the US.
She pauses here to comment on two accountancy-specific
issues relating to China. The first is the ongoing difficulty
with the US over access to audit papers, which has seen the
large international networks fall foul of the US Securities
and Exchange Commission. ‘This will have to be dealt with,’
she says. The other big question is
whether a challenger to the dominant
accountancy networks, notably those
of the Big Four, will emerge from within
China. ‘Yes, it is a possibility,’ believes
Stephens, ‘but it is some years away,
and will take time to develop.’
China is not the only focus of the
network’s attention. Africa is also seeing significant activity,
though it is still very much a work in progress. ‘We do a lot of
mentoring with the firms,’ Stephens says. Capacity building
is a challenge for the profession as a whole, as firms seek to
keep up with the continent’s rapid economic growth.
She also touches on a couple of other profession-specific
issues such as vicarious liability – where an accounting
scandal spreads from a member firm in one country to
affect the whole network. ‘It is still an issue, but we have our
risk policies, checks and balances in place,’ she says.
At the same time, there is the vexed issue of International
Financial Reporting Standards (IFRS) convergence. The
networks need to ensure that member firms are applying
IFRS in a consistent manner against the backdrop of
continuing divergence in a number of areas between the
US Financial Accounting Standards Board (FASB) and the
International Accounting Standards Board (IASB). ‘It is an
ongoing situation,’ Stephens says.

▌▌▌‘THIS YEAR INTERNATIONAL REFERRAL
WORK WILL PROBABLY COME IN AT OVER 20%
GROWTH, AND THAT IS MUSIC TO MY EARS’
stranger to international departure lounges. She reckons
she spent 80% of her time abroad last year, a figure she
is determined to bring down this year. She recalls how
she travelled to Beijing for a single meeting, only to step
back onto the plane to head home again. She makes such
commitments because of the importance of face-to-face
meetings as a way to build trust among network members
and in countries such as China – RSM’s Chinese member firm
last year merged with Crowe Horwath China to create Ruihua
China, currently ranked third largest firm in the country.
‘Work continues on the merger and we are down the road
towards having integrated processes, offices and teams,’
she explains, adding that the firm will be a member of both
RSM and Crowe Horwath International, another top 10
accountancy network, ‘for a few more years’.
Stephens flew out to Beijing and Shanghai shortly before
announcing the Baker Tilly deal, and saw first-hand how
the Chinese economy is faring – it has been growing at a

*

‘On a personal level, take ownership
of your career – it’s not the company’s
career, it’s yours. Put yourself into
work situations where you are going
to learn.’

Offices.

programme where senior managers and partners come
together and learn about working in different cultures and
the RSM way of doing things. They get to know RSM and
their colleagues.’ She stresses that the success of the
network should be put down to a central team working
alongside regional leaders rather than a single individual.
Part of getting to know colleagues around the world
inevitably involves a good deal of travel, and Stephens is no

‘The right tone at the top is very
important, but it is not about just
saying things; make sure you follow
through with your actions, rewarding
what you value.’

INTERVIEW | FOCUS

The network has understandably been following the
debate on auditor competition and choice that is being
fought, notably at a UK and European level. ‘The debate has
been healthy, and it is now on everyone’s radar,’ she says,
but adds: ‘The changes are not as widespread as initially
envisioned, and the debate will continue.’
There are, however, other wider business issues on
which Stephens has been particularly vocal – diversity and
equality in the boardroom, for example. In March this year,
to mark International Women’s Day, she recalled that her
appointment as CEO of RSM in 2006 was heralded as one
that ‘broke the glass ceiling’ of international accountancy
networks. But nine years on, she has come to realise that
‘real change cannot come from another person nor be
enforced top-down’. Instead, she says, ‘it must be something
that every individual seeks for themselves, man or woman’.
She acknowledges that progress has been made, but the
fact that it is an issue that is reported on ‘every day’ shows
that more needs to be done. ‘Quotas of women on company
boards could be helpful, but we need to change behaviour
and culture,’ she argues. She believes that the accountancy
profession itself should have made more progress than it
has, noting that women make up 50% of those entering
the profession but at the highest level ‘they are just not
there’, although she adds: ‘But if it was easy, we would have
solved it by now.’
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Stephens has been based in London since 1996, having
trained as a professional accountant in the US before
joining RSM founding member firm McGladrey in 1994 as a
senior manager.
A joint US/UK citizen, when she is not running the
international network she is running in her spare time. ‘I’m
currently building up to a half marathon,’ she says.
The lifestyle of the travelling executive undoubtedly
comes with positives – ‘and things that are not so positive’,
she says. ‘It might not be perfect for most people, but it’s
perfect for me. I tell people that I’m leading the life I was
meant to lead.’
It is a life that Stephens clearly relishes – travelling
around the globe, solving problems and providing
leadership. As the network celebrates its 50th anniversary
this year, she will be pleased that the UK piece of the jigsaw
has been fixed. Now she will turn her attention to Canada,
as well as ensuring the smooth integration of Baker Tilly in
the UK and developing the network’s China presence. As she
says: ‘It’s a short to-do list of very big things.’ ■
Philip Smith, journalist
FOR MORE INFORMATION:

rsmi.com/en/default.aspx
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SCHOOL
OF SURVIVAL
How have accountants in Ukraine been coping with a revolution, a
coup and an uprising? And what is their role in the recovery process?

T

hese are testing times for everyone in Ukraine: a
revolution followed by the annexation of Crimea by
Russia, pro-Russian separatists stoking unrest and
grabbing government buildings in eastern Ukraine,
and worries of a full-scale civil war. Just as pertinent,
these hugely destabilising political upheavals have merely
added to the existing turmoil of a state plagued for
decades by corruption and low living standards.
So it is fair to say Ukraine’s business and accounting
community has a lot on its plate right now. ‘We went through
a major revolution, of the government, the court system,
ministries, major changes in all branches of the state,’
EY’s Ukraine’s managing partner Alexei Kredisov points
out. ‘I can’t recall a single country that has gone through
everything – a revolution, a coup, an uprising – all these
things combined in just three months.’
But as the country orients itself decisively on a westward
course – notwithstanding events in the East – accounting
and related businesses will have a pivotal role to play. In
particular, as the country is integrated into the European
Union-linked continental energy market, known as the
Energy Community, they will be key to the mechanics of
the break up and liberalisation of the energy sector. Then
there is the need to unpick Naftogaz, a national joint
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stock company and near-monopoly, which produces more
than 90% of Ukraine’s oil and gas. The messy legacy of
Crimea’s annexation has seen private and publicly owned
infrastructure suddenly claimed and nationalised by a
foreign government. Remarkably this includes two just
delivered state-of-the art US$900m drilling rigs from
Singapore that were intended to build up Ukraine’s natural
gas production on the Black Sea shelf, but which have now
been nationalised by the Crimean government.

Shut down
The impact of the revolution and protests was keenly felt,
as business offices were often located close to the epicentre
of the protests. ‘For five days EY’s office was effectively shut
down,’ says Kredisov. ‘For an extended period of time we
encouraged personnel to stay out of the centre.’
It was a similar tale at KPMG, whose office is just
500 metres from Maidan Square, the centre of the
demonstrations that ultimately brought down former
President Viktor Yanukovych. ‘We had to close down for a few
days,’ says Andrey Tsymbal, managing partner. ‘We heard
the explosions and demonstrations. It had a psychological
impact and it was difficult for staff to concentrate. As
a company we are politically neutral, but some of our
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◄ MAIDAN MOURNING

Flowers, candles and beads for the people of the Maidan
protest movement are seen on an improvised wall in Kiev
colleagues participated in the protests. If they felt they
needed to, we did not object.’
EY and other major firms were able to turn to in-house
logistics and infrastructure, such as the intranet and office
work that transferred onto mobiles. ‘Luckily we had already
started to promote the practice of remote and flexible
working,’ says Kredisov. ‘We could hook up through secure
channels provided by the global EY. Being part of a global
firm was an incredible help. We were able to reach out to
people in other countries who have gone through similar
things, such as Israel and Egypt.’
ACCA’s office in Ukraine has remained open and at the
time of going to press activities such as exams had not been
affected. Risk management reviews, however, have been
taken to ensure that students, members and staff are not
put at unnecessary risk.
At Deloitte, audit director Oles Shevchenko says there
is no denying that staff were
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just as affected by events as the wider public. ‘It was a
difficult time, with a significant psychological element. We
are all part of this country and, even if we didn’t participate
directly, we are all involved mentally. It did not change much
in terms of how we operated with clients, but it was difficult.
I think it was important that we established a mutual
understanding, a good atmosphere, with clients.’
Shevchenko believes the skills level of accounting in
Ukraine will enable the profession to play a key role in
tackling the challenges. He points to his own firm, where
the 350 staff are all Ukrainian. ‘In the past the partners
and senior managers were foreign, but now the skills level
is there and the technology and exchange of information is
more advanced. We are skilled people with good reputations.’
To this end, the new government has invited leading
accounting firms to participate in roundtables with ministers,
civil society and other professional firms to formulate a
vision and strategy on how to tackle the problems, such
as reorganising state monopolies and state procurement.
According to Olena Makeieva, managing partner of Aksonova
& Associates, a family business founded in 2003, many
consulting companies have offered pro bono assistance:
free education, mini-consulting, webinars, roundtable
discussions, tax reviews, working on a

»

▲ STREET PROTESTS

Members of a Maidan self-defence unit walk past
a burnt building on Independence Square in Kiev
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◄ STATE OF TURMOIL

Pro-Russians gather in Lenin Square in
Donetsk and replace Ukrainian flags with
Russian and Donetsk insignia flags

voluntary basis in the working groups and committees under
the ministries.
‘Under the old government, the whole economy was not
so business-friendly and not oriented towards working with
Europe,’ says Tsymbal. ‘That reduced the scope for us to
help, to finance Ukrainian companies to make deals. We
see the new government taking steps to tackle corruption,
reduce unnecessary subsidies, and make sense of finances.
The big question is whether it succeeds in improving the
business climate in general. As accountants and auditors
we can help with the private financing of Ukrainian business
from the West, but that work will only be needed if there’s a
general improvement in the rule of law – the judiciary. Our
work as accountants depends on whether the reforms make
some progress.’

Stress-testing
In the short term, accountants will be needed for some of
the reforms required to facilitate loans. ‘The International

Monetary Fund has made it a condition of its loans that
Ukrainian banks are stress-tested,’ says Tsymbal. ‘We and
other firms expect to be engaged in this essential work.’
In addition, accountants must grapple with implementing
the ominous-sounding ‘Law on averting financial meltdown
and laying the groundwork for economic growth in Ukraine’,
which radically revises the tax regime, approved in March
and now coming into effect.
Crimea – if the geopolitics are ever ironed out – will
be a focus of demand for accountancy work too. ‘A lot
of Ukrainian companies are affected because they have
operations in Crimea,’ explains Tsymbal. ‘They are asking a
lot of questions, but there is a lot of uncertainty. It’s more a
role for our colleagues in the legal teams to sort out matters
of ownership. At some point, when issues and transactions
need to be made, there will be scope for accountants.’
However, the profession faces its own challenges.
Shevchenko believes the revolution will accelerate much
needed reforms of the accounting sector. ‘Historically,
accounting was very strictly regulated
and its main purpose [in the Soviet
Union] was to serve the state. In
the past 20 years as Ukraine has
transformed, accounting still serves
regulatory requirements, but also the

▌▌▌ ‘WHAT IS IMPORTANT IN ANY CRISIS IS TO
KEEP A COOL HEAD. WE SIMPLY DID OUR JOBS’
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needs of investors and users of the financial system.
‘We’ve been going through a process of reform to bring
us closer to the standards of Europe. [In recent years] our
free market, stock exchange and competition have suffered,
which hasn’t allowed the accounting profession to develop
organically as fast as we would have wanted.’
International Financial Reporting Standards (IFRS) were
implemented in Ukraine in 2011 and since 2012 have been
compulsory for public companies, banks and insurance
companies. Other companies can apply IFRS on a voluntary
basis. ‘There’s a small number of specialists who passed
ACCA certification,’ says Makeieva. ‘However, there is a lack
of professional accountants in Ukraine. Such education is
still expensive and unaffordable for
many in the profession.’
Shevchenko adds that ‘training,
skills and university levels [for
accounting] are fairly high. The tax
authorities set quite a high bar.’
‘Accountants play an important
role [in Ukraine’s recovery]. We
have to show our figures are really
reliable,’ says Tsymbal. ‘The
difficulty is that it’s mainly the
bigger firms that have the greatest
knowledge of IFRS.’ He points to
the erratic implementation of IFRS
among smaller and some private
businesses. ‘Unfortunately, quite a
lot of companies say their figures
are IFRS [compliant], but in reality
these do not show a true and fair
view of the company. Sometimes
they just tick a box saying they
have transferred local accounting
standards to IFRS, when it’s not
really the case.’
Shevchenko adds that the
industry’s weakness is that ‘we do
not have a strong market regulator,
like a securities commission. Certain
state sectors are trying to regulate certain things, but to an
extent they are staffed by people not trained in IFRS.’
Makeieva believes that not all consulting companies will
survive the ‘shift of market values’, adding: ‘It’s the right
decision for small consulting firms to merge with others of a
similar type in order to become stronger, more professional
and in-demand.’
Ukraine’s embattled auditors and accountants identify
clear lessons that can be heeded by peers in other countries
where such events might unfold. ‘What is important in any
crisis is to keep a cool head,’ advises Tsymbal. ‘We simply
did our jobs, consulting with clients as circumstances
permitted. If it was too dangerous for security reasons, staff
worked from home or at the clients. We just tried to keep

19

remembering our mission and purpose.’
Echoing the importance of communication, EY’s
Kredisov also emphasises the need for optimism. ‘It’s
important during stressful times to try and stay positive.
You can’t be foolishly positive, but you can always find some
opportunities for the future. You need to have a plan, and
not just go into the office with a silly smile.’
‘It’s a good “school of survival”,’ adds Makeieva. ‘In
such difficult situations you realise the value of group
thinking and trying to develop more effective mechanisms

▼MONEY TALKS

Naftogaz CEO Andriy Kobolev (left) and Gazprom CEO Alexey
Miller discuss Ukraine’s $2.2bn debt and Russia’s gas pricing

of audience engagement in your organisation. It’s a huge
experience and those who survive under such conditions will
be very strong. The best advice that I can give is to believe
that it is the uncomfortable zone where miracles happen.’ ■
Mark Rowe, journalist
FOR MORE INFORMATION:

Deloitte Ukraine: www.deloitte.com/view/en_UA/ua
EY Ukraine: www.ey.com/UA/en/Home
KPMG Ukraine: www.kpmg.com/ua/en

ACCOUNTING AND BUSINESS

20

COMMENT | RAMONA DZINKOWSKI

Who’s driving the reporting bus?
Where exactly is the US Securities and Exchange Commission heading with integrated
and sustainability reporting? Ramona Dzinkowski is not the only one who is perplexed
The debate in the US over what
corporate America and its investors
really want in the form of disclosure
rumbles on.
In an effort to eliminate redundant
disclosure, the Securities and Exchange
Commission (SEC) is embarking on a
programme that will examine, among
other things, the efficacy of business
and financial disclosure requirements
that flow into period reports such as the
10-K, 10-Q and 8-K.
The SEC’s official aim is to simplify,
shorten and remove redundancies in
mandatory filing. While the SEC has
been addressing these issues for many
years (see its 2013 Report on Review of
Disclosure Requirements at tinyurl.com/
SEC-RRDR), one has to wonder whether
another agenda is driving this bus.
With its new initiative, is the SEC
looking for ways to keep integrated
reporting and sustainability reporting
on foreign shores, or is it making a
move to get on the integrated and
sustainability reporting bandwagon?
In a recent commentary,
accounting practitioner Bill
Schneider suggests that
relegating the conflict minerals
disclosure now required in the
US to an external document
(outside the 10-K annual
report) may well indicate a
‘push back’ on integrated
reporting and could be the
SEC’s way of dismissing
international trends towards
it altogether.
We also have an insider’s
opinion on how the SEC
should rate emerging
guidelines/frameworks
for disclosure in the US. In
March, SEC commissioner
Daniel M Gallagher indicated his
opposition to interference in what
should or shouldn’t be in the annual
report. While he favoured disclosure
reforms to ensure investors get
the information they need to make
informed decisions, he also cautioned
against overwhelming them with
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‘extraneous information like conflict
minerals reporting’. (This follows a
recent court ruling in the US that pulled
back on conflict minerals disclosure
requirements for US listed companies
– a whole other discussion.) ‘We must
also take exception to efforts by third
parties that attempt to prescribe what
should be in corporate filings,’ he
added, pointing to the Sustainability
Accounting Standards Board (SASB).
Now, the SASB is an independent,
US-based standard-setting organisation

that develops industry-specific
standards for use in disclosing material
sustainability issues in mandatory
filings to the SEC. What Gallagher had
to say about this major US proponent
of integrated reporting was: ‘While
companies are free to make whatever
disclosures they choose on their own
time, so to speak, it is important to
remember that groups like SASB
have no role in the establishment of
mandated disclosure requirements.’
The SASB would beg to differ. In
defining its conceptual framework,
it says: ‘SASB’s work of promoting
disclosure of material sustainability
issues in annual and other SEC filings
of publicly listed companies in the US
is a practical implementation of the
concept of integrated reporting in the
context of US capital markets. Form
10-K and other mandatory SEC filings
for publicly listed companies are meant
to present a fair and comprehensive
account of companies’ performance...
as complemented by SASB disclosure
guidance and accounting standards,
and non-financial information.’
Whether the SASB’s sustainable
accounting standards or the
integrated reporting championed
by the International Integrated
Reporting Council (IIRC) becomes
common practice in the US, or
will be endorsed and adopted
in a more formal way by the
SEC, remains to be seen.
Despite Gallagher’s views,
it seems these third parties
are gaining regulatory muscle.
In April, former SEC chair
Mary Schapiro joined former SEC
chairman Elisse Walter on the SASB
board. In the next two years the SASB
is expected to release sustainable
accounting standards for more than
80 industries. The IIRC and SASB
have also joined forces in pushing
their sustainable accounting and
integrated reporting agendas. ■
Ramona Dzinkowski is an economist
and business journalist
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Keeping the great leap going
Now officially the biggest economy in Africa, Nigeria needs to nourish the dynamism
that has brought it this far while moving further away from oil, says Alnoor Amlani
Economists made history on 6 April
when Nigeria suddenly overtook
South Africa as the largest economy
on the continent.
Achieved via a major revision of
the way that GDP is calculated, or
a ‘rebasing’ as economists term it,
Nigeria’s great leap forward is a result
of its GDP figures now including
the business of Nollywood (Nigeria
produces more movies than any
other country except India), a huge,
unplanned mobile telecoms boom, the
vast informal sector and the multiple
airlines that have started operating
since 1990 when the last rebasing was
carried out.
Usually there is a rebasing every five
years, but Nigeria hadn’t undertaken
one for 24 years and the effect was
a surge in GDP to US$510bn. That
meant Nigeria’s economy leapfrogged
South Africa’s (GDP: US$453bn) for
the first time ever.
Perhaps it is all just paper
transactions, and nothing on
the ground has changed, but
the recalculation has already
had a psychological impact
on Nigerian managers and
CEOs. It also means that
several key statistics
or indicators will
change, and that
in turn means more
competition and
ultimately a more
open economy.
Investors looking
at opportunities in
frontier and emerging
markets will be pleased to note
that the ratio of stock market
capitalisation to GDP in Nigeria
is now just 18% (down from
33%); in South Africa it is over
250%. Interestingly, oil and
gas represent just 14% of the
economy (down from 32%
before the rebasing).
Global investors thinking
of beating a path to Nigeria
should note that, despite these

statistics, this African country faces
the challenges of poor electricity
infrastructure (although fuel prices
are cheap), insecurity (with continuing
terror attacks in the interior),
widespread poverty, and a relatively
poorly educated population, as well as
governance and leadership issues.
Yet Nigeria continues to grow
rapidly, with a resource boom and a
growing middle class driving the future.
South Africa on the other hand has
an excellent power infrastructure, as

well as better security, poverty and
education statistics, yet continues to
languish. It seems counterintuitive
on one level, but in reality the riskier
economy is outperforming the more
stable one, and this may continue in
the future – or not – depending on what
actions are taken now.
Long-term success will depend
on how Nigeria uses its resources,
especially its currently extremely sweet
oil resource.
In my last article I examined what
lessons the oil-rich Middle East had for
Africa, and I hope Nigerians are aware
of the lessons they need to learn. In
summary, if the country uses its oil
resources and reinvests the income
from them in its people, then Nigerians
will benefit over the long term, even
when the oil runs out. Otherwise the
party will simply end when the oil
does, and Nigerians will have only
themselves to blame.
The Nigerian economy is robust
and already beginning to diversify
away from oil and gas. The
mobile phone industry and
Nollywood are examples of
innovation and disruption of
outdated methods of working,
and ultimately these lead
to the creation
of new value for
the people.
Nigeria
can continue
to build on this
trend, as it has
acknowledged the
value of it in rebasing
its GDP calculations. It can discover
new industries in the IT arena, or in
manufacturing industries.
Or it can simply use the figures as
window dressing and continue on a
course of business as usual, burning
its oil and gas resources forever. ■
Alnoor Amlani FCCA is an independent
financial management consultant in
East Africa who writes regularly on
business and social issues
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COMMENT | MARTIN TURNER

Call of a common destiny
Membership of a trade bloc brings benefits but also responsibilities, and accountants
can help with both sides of the balance sheet, writes ACCA president Martin Turner
One of ACCA’s great strengths is its ability to give a truly
international perspective on pressing issues.
This was very much in evidence in the recent ACCA
President’s Debate, which took place in Athens, Greece.
Supported by our friends at the Institute of Certified
Public Accountants of Greece (SOEL), the debate
brought together distinguished experts to explore
the issues facing Greece as it takes over the
presidency of the Council of the European Union.
Its conclusions should be of interest across the
world as more countries join international trade
communities or single markets.
Our discussions centred around the view that
the European project should strive to evolve into
a community of shared values with a ‘common
destiny’ for all its citizens and with social,
economic and fiscal policy having a big part to
play in this process. Our debate also looked at
what needs to be done to assist the economy
and achieve growth for all members of the EU.
My contribution to the debate was that it was
not just the content of state budgets that need to
change, but the way in which those budgets work
in the first place. This means that national budgets
need to be better co-ordinated at the European level,
exhibiting a coherent flexible strategy underpinned
by teamwork.
I also said that ACCA believes that Europe needs to
continue to build relationships across boundaries and
continents. This would not just be beneficial to Europe’s
economic growth, but also help to make it a more rounded and
adaptable continent in an ever changing world.
The bottom line is that being a member of a body such as
the European Union can bring great benefits, but it also requires
a shared sense of responsibility and commitment to each
other. This does not mean that national interests should
be entirely ignored, but placed in the context of the
interests of the wider community.
It is ACCA’s view that improvements and
progress can be made for all countries
only by working together, and with the
support of strong fiscal, social and
economic policies.
ACCA members, who are
ideally qualified to work across
national boundaries, therefore
have a critical role to play in
delivering opportunities for
all in a new-look economy. ■
Martin Turner FCCA is a
management consultant
in the UK health sector
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The view from

‘

I PURPOSELY CHOSE A QUALIFICATION THAT
WOULD GIVE ME AN INTERNATIONAL CAREER’
MUKESH LUHANO FCCA, GROUP FINANCE
MANAGER, MIRABELA NICKEL, PERTH
I’m based in Australia but all our
mining and production activity is
in Brazil. I talk to our people there
every day and visit at least twice a
year. Visits usually include a degree of
checking internal controls and looking
at operational efficiencies. But there’s
another equally important aspect –
meeting and greeting, and learning
first-hand about the challenges we face
on the ground that impact on financial
issues. It’s also an opportunity to help
colleagues understand the finance
perspective, and why we need to ask
certain questions for our reports.
Nickel is a volatile commodity;
finance managers have to demonstrate
flexibility above all else. You’re
essentially dealing with the future –
forecasting, modelling and responding,
and constantly figuring out the impact
of different scenarios on the markets.
As part of my role, I have responsibility
for statutory reporting and cashflow,
but it’s the financial management
element I find the most rewarding –
getting to see key decisions made by
senior decision-makers as a result of
our analysis and
interpretation. The
sums involved
are huge,
with capital
expenditure
spread over
many years,
yet the market
price of nickel

can vary enormously and without
warning. So the options we evaluate
in finance – such as maintaining
sites, leasing equipment, replacing
plant, decommissioning locations and
investing in new exploration projects
– have to be set against a backdrop
that’s both unpredictable and high
risk. I really enjoy it though; the natural
resources sector is fascinating.
I’ve worked in five countries, and
purposely chose a qualification that
would give me an international career.
I originally qualified in Pakistan – but
while I couldn’t have predicted back
then that I’d end up in Australia, I
knew I wanted a global career path,
and ACCA’s brand and recognition
equipped me for that. Since then,
I’ve worked for 18 months in Bahrain,
two years in Dubai and another 18
months in the US, before relocating
to Australia. My career has definitely
shown me the value of networking. I’d
advise anyone who’s recently qualified
to think carefully about developing
their contacts, whether at events or
online, and especially if you’re set on
pursuing a global career. You might not
think your network will be immediately
useful, but maintain your contacts –
it doesn’t have to be intense – and
eventually they’ll pay dividends. It’s
also another way of learning about
what’s going on outside your own
sector or field of work.
Once I got out of audit, I realised that
work-life balance is possible. I play
squash and badminton twice a week;
I also love going to the movies.
And the way I’ve planned my
career, I’ve been able to use
wherever in the world I’m
living and working as a
base to travel and explore
neighbouring countries. ■

SNAPSHOT:
PHARMA
This year the pharmaceutical
industry is due to undergo
rapid transformation.
Increased scrutiny of
operational and research
practices, together
with difficult questions
over the safety of some
marketed drugs, have
created uncertainty in
what has historically been
considered a stable and
highly profitable business.
In Deloitte’s 2014 Global
life sciences sector outlook,
Brazil was highlighted as the
largest pharmaceutical market
in Latin America and the 10th
largest in the world. ‘Pricing
pressure, cost control and
product portfolio management
are among the issues facing
its life sciences sector in
2014,’ said the report.
Brazil’s product
registration and launch
process through Anvisa, the
national health agency, is
complex and any finance
professionals working in the
sector must, along with their
technical finance skills, have
proper insight into all countryspecific conditions that may
impact cost control alongside
regulatory issues.

90%

According to PwC’s report From
vision to decision: Pharma 2020,
the five-year relative survival
rate for women with breast
cancer has soared from 63% in
the early 1960s to 90%.
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Doing a billion-dollar deal
Continuing our occasional series on ACCA members facing career challenges, CFO
Rohit Bhardwaj FCCA describes his role in Chemtrade Logistics’ biggest ever acquisition
When Rohit Bhardwaj FCCA became
CFO of Chemtrade Logistics Income
Fund (to give the company its full
title), he knew that keeping on top of
new trends and issues in financing
would eventually pay off. Since
starting with the publicly listed
Canadian chemicals company in 2006,
Bhardwaj has successfully negotiated
US credit facilities of US$1bn with
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a syndicate of 12 banks, and played
an integral role in closing the biggest
acquisition in his company’s history –
all in addition to his day job as CFO.
Chemtrade is one of North
America’s largest suppliers of industrial
chemicals and a leading processor
of spent acid. In January 2014, it
purchased New Jersey-based General
Chemical for US$900m, thereby

expanding the number of its chemical
production facilities from 20 to 65
across North America, and increasing
the size of the company by 80%.
Making a purchase of this size and
scope over just seven months meant
many long days and sleepless nights. ‘It
was crunch time,’ says Bhardwaj.
There were myriad facets to the
deal. The acquisition was a historic
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‘The single most important thing as a CFO in this process is
having critical thinking skills, particularly when it comes to
the diligence of quality of earnings. If you don’t bring a critical
mindset to a deal, you can get lost in models and projections.
It’s very important to challenge your assumptions.’
‘You have to know enough about many things and have the
mental agility and capacity to keep up with the experts. Know
enough to ask the difficult questions. As CFO it helps not to
be a specialist, but to have a wide exposure at a certain level
so you can have meaningful conversations with the experts.’
‘Financing is complex, so you have to have knowledge of
capital markets and keep up to date.’
‘Meet key people, sit in on conversations, engage people,
even though you may have no immediate need for anything.’
‘You have to be a really good business partner and think
creatively. You have to understand what drives the business
and how you can add value with your financial background.’

▌▌▌‘IF YOU DON’T BRING A CRITICAL MINDSET
TO A DEAL, YOU CAN GET LOST IN MODELS AND
PROJECTIONS. CHALLENGE YOUR ASSUMPTIONS’
event for the company due to its
sheer size. It was also a very complex
deal and it took the CEO, the CFO,
many senior management staff and a
small army of experts to make sure
they got it right. Their tasks involved
evaluating the potential synergies
in making the purchase and the
new opportunities it would bring,
determining a valuation, structuring
the financing, reconciling General
Chemical’s financials to International
Financial Reporting Standards (IFRS),
securing the financing, developing
a post-integration plan, bidding for
and negotiating the deal, and then,
assuming they won the bid, actually
buying the company.

Many hats
As CFO of Chemtrade, Bhardwaj wore
many hats throughout the acquisition
and integration process. First came the
initial screening of the acquisition.
‘We typically get presented with
lots of acquisition opportunities at any
given moment,’ he explains, ‘so you
have to decide which ones to engage
in and take the time evaluating. I’m
involved in that initial process.’

After that came a heavy due
diligence process. ‘I was heavily
involved in two aspects of that,’
Bhardwaj says. ‘First was the overall
financial model development to see
what the future earnings cashflow
might look like for the acquired
business. And then there was analysing
some of the complexities that were
part of the business.’
Because General Chemical is
US-based and had been around for
100 years, a variety of legacy issues
had to be addressed, including
existing defined benefit pension plans
and complex tax issues, as well as
environmental regulatory issues.
‘As CFO, I needed to be involved in
not just the commercial diligence of
the deal, but these kind of specialised
areas, which were quite significant in
the acquisition.’
They also had to try to quantify
what synergies they could achieve by
bringing the businesses together. He
explains: ‘You’re looking at how the
organisations are structured, how you
should structure it once you own it,
and trying to estimate cost savings by
looking at combining functions and
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systems. These are things that you do
at one level of detail to quantify the
synergies because these often factor
into the valuation you would put on
the business.’
What was particularly challenging
with this acquisition, he notes, was the
complexity of the number of facilities
they were acquiring. General Chemical
had 45 operating plants dispersed
across the US and Canada. Some of
them were small, with only two or three
employees. Chemtrade had about 20
operating sites, so another 45 would
be a major addition.
‘You have to ensure connectivity, to
make sure you can reach out to all of
the employees very quickly, integrate
the systems, do the diligence around
what the requirements would be for 65
different facilities.’

Doing the deal
Once you cross those hurdles in
terms of trying to put a value on the
business, you have to do the deal itself,
he explains, which involves negotiating
a purchase-and-sale agreement.
‘To do the deal, we had to come up
with a US$1bn credit facility and were
going to raise US$300m of equity.
With my CEO’s support, I led the debt
financing aspect of the acquisition.
This involved negotiating a credit
agreement, doing lender presentations
and communicating with the lenders,
including their diligence on us and
the business we were acquiring. I also
helped the lead lending banks form
a syndicate that involved all the big
Canadian banks and a few American
and international banks.’
As Bhardwaj explains, the way this
worked within such a short period of
time was by leveraging the relationships
he and his CEO had established with
banks over the previous 10 years.
‘It’s helpful to establish relationships
continuously, even if you have no
immediate purpose for that,’ he says.
‘If you haven’t done that groundwork
in advance, then it’s very challenging to
raise that sort of money.’
Then came the actual sale and
purchase agreement, which was again
a complex and fast-paced process.

Integration
The really hard work in the transaction
was the integration, Bhardwaj says. ‘To
do this well you’ve got to be planning
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▌▌▌‘IN THE MIDST OF GETTING THE DEAL DONE,
YOU ALSO HAVE TO TURN YOUR MIND TO WHAT
HAPPENS IF YOU’RE SUCCESSFUL IN BUYING IT’
the integration before you even close
the transaction because you want to
hit the ground running on day one. If
you don’t do that then you don’t send
a precise message to the organisation
– your own organisation and the one
you’re acquiring. So, in the midst of
doing all the things involved in getting
a deal done, you also have to turn
your mind to what happens if you’re
successful in buying it. You have to be
ready to put together an integration
plan – a 30-day plan, a 60-day plan, a
six-month plan.’
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Now that it has all been said and
done, Bhardwaj explains why the
deal – and all the hard work it took to
make it a reality – was so important
to Chemtrade.
First, to be competitive in industrial
chemicals, scale, size and diversity are
key, he explains, and an acquisition of
this nature created economies of scale
and of scope.
‘Size and scale enables you to
leverage expertise and best practices
across all the various businesses that
you have. Furthermore, the larger you

are, the more able you are to make
investments and leverage them to
help lower your cost. And because
the demand and supply for industrial
chemicals tend to be cyclical, diversity
of earnings is important. When one is
going up, the other one is going down.
When you have a diverse set of end
markets and customers, there is a
stability effect on your earnings.’
Chemtrade was interested in a USbased company specifically in order
to capture the advantages of the new
economics of US energy production.
Bhardwaj explains: ‘We felt that
because of the resurgence in the
energy sector with cheap natural gas
due to shale gas and light oil, the
chemical industry, which typically
uses a lot of energy, is now extremely
well positioned.’
So why General Chemical
specifically? Product similarities,
expansion into long-term and stable
markets, and entering into new
specialty product offerings were some
of the underlying factors that made the
deal attractive, according to Bhardwaj.
‘Over the years we’ve always liked
various parts of General Chemical’s
business,’ he says. ‘One is sulphuric
acid, where we’re already a large player
in North America, and this allowed us
to enlarge our sulphuric acid offering,
so that was very attractive.’
The second key element was the
water treatment business. ‘There’s
drinking water for municipal customers
and water treatment for industrial
customers. We’ve always felt that this
is a very stable business because it’s
an essential service. It’s not something
that can be offshored or exported,
so it’s good to have a local presence,
and should provide a continuous and
sustainable future for us.
‘And then there’s also an interesting
specialty chemicals segment. It’s
quite small but it gives us entry into
the specialised chemical market that
we previously haven’t been present in,
so it allows us to potentially grow the
business there as well.’ ■
Ramona Dzinkowski is an economist
and business journalist
www.dzinkowski.com
FOR MORE INFORMATION:

www.chemtradelogistics.com
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Infrastructure heavyweight
The innovative Africa Finance Corporation has gained a top credit rating, bolstering
its role as a primary provider of access to infrastructure finance to the continent
After six years of financing some of
the largest infrastructure projects in
Africa, the Africa Finance Corporation
(AFC) has gained an investmentgrade international credit rating.
Moody’s Investors Service assigned
the groundbreaking multilateral
development institution an A3/P2
(long/short-term) foreign currency
debt rating, making the AFC and the
long-established Africa Development
Bank (ADB) the only top-rated
investment-grade financial institutions
based in Africa.
The AFC was set up in 2007 with
an initial capital of US$1.1bn, and is
headquartered in Lagos, Nigeria. As
well as providing access to finance, it
offers deal-structuring services, sector
technical expertise, advisory services
and project development to boost core
underdeveloped infrastructure sectors
such as power, natural resources, heavy
industry, transport and telecoms.
AFC CFO and director Adesola
Adeduntan says: ‘The AFC was
established in recognition of the need
for an African-owned and led institution
to support Africa’s infrastructure
development. Despite strong economic
growth over the last decade, Africa
continues to have a US$93bn per year
infrastructure investment deficit. The

AFC is designed to have the financial
and technical capacity to support
infrastructure projects from inception
through to development, financing and
ultimate completion.’
In line with the AFC’s goals of
developing infrastructure and transport
across the continent, some of its major
projects as lead investor include a 340
megawatt gas turbine power plant
in Ghana and a 7,000km fibre-optic
cable project to enhance west Africa’s
broadband connection to Europe,
linking Portugal with Nigeria, and with
branches to the Canaries, Morocco,
Senegal, Ivory Coast and Ghana.

Landmark loans
It also provided a US$50m convertible
debt investment for ARM Cement
in Kenya to support infrastructure
expansion across eastern and southern
Africa. Other landmark investments
include €270m in Ivory Coast’s Henri
Konan Bédié toll bridge (across
the Ebrié lagoon that separates the
capital Abidjan from the coast) and
the financing for Ethiopian Airlines’
acquisition of Africa’s first Boeing
777 airliner.
Moody’s investment-grade rating
is based on AFC’s strong capital
position, broad asset base and a

▲ TOUCHDOWN

The AFC provided the financing for the
first Boeing 777 to enter an African fleet
prudential framework that supports its
liquidity, while generating a good profit
margin for its shareholders.
Andrew Alli, AFC president and CEO,
credits the corporation’s ‘world-class
corporate governance and conservative
prudential financial frameworks’ for
achieving the new rating. The AFC has
implemented International Financial
Reporting Standards (IFRS) and
complied substantially with the Basel
II capital recommendations on the
banking industry.
The AFC developed its own
prudential guidelines using the
CAMELS framework. This international
analysis tool evaluates the health of
financial institutions by focusing on
six major aspects: capital adequacy,
asset quality, management soundness,
earnings, liquidity, and sensitivity to
market risk.
The AFC’s pan-African investment
projects have managed to attract
shareholders and financial partners
across Africa and from all around the
globe. Contributions include:
a
 US$200m funding facility from
the ADB

*
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 US$75m facility approved by the
* aboard
of US-based Overseas Private
Investment Corporation (OPIC)
a
 US$60m facility from the German
Investment and Development
Corporation (DEG) and the
Netherlands Development Finance
Company (FMO)
a
 €50m facility from the Society for
the Promotion and Participation for
Economic Cooperation (Proparco),
with the participation of European
Financing Partners (EFP).
The China-Africa Development Fund,
India’s Infrastructure Development
Finance Company (IDFC), the FMO and
the US government (through the US
Agency for International Development
– USAID) are also adding to its
international financial ballast.
Partnerships with regional
institutions – such as the ADB,
the African Export-Import Bank,
the Eastern and Southern African
Trade and Development Bank (PTA
Bank), the Islamic Development
Bank, La Banque Ouest Africaine de
Développement, and the Nigerian
Sovereign Investment Authority (NSIA)
– have also joined hands with the AFC
to assist in developing the continent’s
infrastructure assets.
The AFC’s balance sheet amounts
to US$2bn, with shareholders’ funds
of US$1.28bn and a 2014 funding
programme of US$900m. Investments
are spread across 12 countries, from
Morocco in the north to South Africa,
and from Kenya to Cape Verde in the
west of the continent.

*
*

Competitive returns
As a public-private partnership, AFC
seeks to use its growing portfolio
to deliver a competitive return on
investment in Africa’s infrastructure
development for its majority owners,
private sector shareholders. Adeduntan
says: ‘To create the type of long-term,
sustainable source of finance that we
need if we are to develop the kind of
basic infrastructure that underpins
economic growth, we must have an
effective partnership between the
public and private sectors.’
Last December, the AFC entered the
international syndicated loan market
when it signed a US$250m term
facility. Acting as the initial mandated
lead arrangers and bookrunners were
Citibank, FirstRand Bank (acting
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through its Rand Merchant Bank
division), Standard Bank of South
Africa and Standard Chartered Bank.
Despite Africa’s improved economic
and governance conditions, private
infrastructure investment has
been sluggish in responding to the
continent’s infrastructure deficit. One of
the reasons for this has been a lack of
project structuring expertise, available
risk capital and a commitment to a
project’s life cycle, says Adeduntan.
He continues: ‘We believe that one
of the core obstacles to infrastructure
expansion is the need for strong
expertise and innovation in the project
development stage, an area where we
have focused our attention, providing
technical support, advisory and early-

to US$1bn already pledged for other
sub-Saharan Africa energy projects.
Key to its effort to meet the demand
for power is the assistance it extends
to governments and the private sector
to build solid regulations, effective
policy and sustainable economies.
A central plank in the AFC’s plan to
generate long-term growth across the
continent is strengthening regulatory
and legal systems to help improve
financial reporting. Adeduntan says:
‘Improved financial reporting and
controls energise the market. They
allow for transparency and a more
informed decision-making and risk
analysis process.’
According to Global Financial
Integrity, African countries lost an

▌▌▌‘OUR PHILOSOPHY IS BASED ON DERISKING
IMPORTANT INFRASTRUCTURE PROJECTS AND SO
ATTRACTING SIGNIFICANT ADDITIONAL CAPITAL’
stage risk capital to bring projects
to bankability. We also play an ongoing
role in our projects once operational,
to ensure long-term sustainability.
Our investment philosophy is based
on the concept that we can derisk
important infrastructure projects and
so attract significant additional capital
into the sector.’
The AFC has more than 65
employees from across the continent
and outside with expertise in
infrastructure financing. Its board
includes senior industry executives
and professionals representing
major regional banks and industrial
corporations. Currently serving as
chairman is Adebayo Ogunlesi, an
international investment banker with
decades of experience in financing
infrastructure assets across the globe.

Power in Africa
As well as bridging Africa’s
infrastructure deficit, the AFC is
helping the continent’s power sector
make headway after it was selected to
participate in the US initiative Power
Africa, which was set up to accelerate
investment in clean renewable energy.
In response, the AFC has been
mobilising resources to invest more
than US$250m in the power sector in
Ghana, Kenya and Nigeria – in addition

average 5.7% of total GDP each year in
illicit capital flight from 2002 to 2011.
The global average was just 4%.
In recent years, Africa’s largest
development partner has been
China, which has been pouring
billions of dollars into the continent’s
infrastructure. In contrast to China’s
cheap concessional loans – often tied
to the use of Chinese companies to
build the projects – the Africa-focused
multilateral financial institution aims
to supplement its financial services
by providing project development,
financial advisory and principal
investing services.
By derisking important
infrastructure projects AFC believes
it can continue to attract significant
capital from its shareholders and offer
developing countries and emerging
markets on the continent an alternative
source of finance to Chinese loans.
‘AFC brings a lot more to the table
than just investment. Our continent
should not be reliant on one source of
finance,’ says Adeduntan. ■
Matthew Newsome, journalist
FOR MORE INFORMATION:

Africa Finance Corporation:
www.africafc.org
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The view from

‘

MINIMISING EXPOSURE TO THE CONSEQUENCES
OF NON-COMPLIANCE IS HIGH ON THE AGENDA’
ABDUL MAJID KHATRI, ASSISTANT AUDIT
MANAGER, DELOITTE, MUSCAT
Oman is open for business
and its economy is
becoming more diverse
and successful. While we
have been operating here
for a number of years, in
recent times we’ve seen
a much wider range of
sectors open up, with a
subsequent impact on
the type of needs that are
emerging. Manufacturing,
infrastructure, tourism and healthcare
are all growing. Besides audit and tax
services, growing international and
local organisations are increasingly in
need of consultancy to support their
productivity, performance, technology
and export objectives. Of course, the
oil and gas industry is still important,
and continues to attract capital and
create jobs. Opportunities arising
from the country’s other natural
resources are also exciting investors,
and further reinforce Oman’s economic
sustainability.
Globalisation, inward investment
and government spending are all
contributing to the growth of our
financial services sector. Islamic
finance, governance, risk management
and safeguarding capital are among
the activities where banks and
securities houses need support.
Foreign companies are increasingly
establishing themselves here,
alongside Omani banks already
flourishing. Although the customer
base for many organisations
predominantly comprises corporates
and wealthy individuals, demand
from SMEs for services that address
their unique needs – such as access
to finance and cross-border banking
for those expanding overseas – are
also driving efforts among banks to
maintain and improve competitiveness.

Training and education
are significant priorities
for Omani firms.
The government’s
Omanisation objectives
are geared towards
greater development and
employment of local talent
in the private sector. Audit
firms have been asked to
support more people to
become professionally
qualified; ensuring that high-quality
work continues to be delivered places
a heightened emphasis on finding
experienced people with the right
backgrounds for more challenging
roles. Some of our people have already
spent time in industry, bringing
with them an understanding of the
challenges faced by clients. It’s
possible to bring people in from other
Deloitte offices in the region – and
Oman is certainly a good country for
people to come to – but opportunities
are becoming more limited as local
capacity-building initiatives are given
fresh impetus.
Compliance is an increasingly
pressing challenge for companies
subject to audit regulations. This is
not simply because new standards
and rules have been emerging
faster and in greater volume than
in recent years. Enforcement and
penalties are also being stepped
up; there have been a number of
high-profile cases recently where
the Capital Markets Authority here
has pressed strongly for action to
be taken, resulting in imprisonment
for individuals and millions in fines
for their employers. Minimising the
risk of exposure to the consequences
of non-compliance is therefore high
on the agenda throughout industry
and commerce. ■

SNAPSHOT:
INSOLVENCY
Insolvency practitioners
are authorised to provide
advice and act in relation
to an insolvent company,
individual or organisation.
They are tasked with
managing administrations,
receiverships, bankruptcy
cases, liquidations and
voluntary arrangements.
‘Their main aim is to
preserve the finances of a
business or individual, but
when this is not possible,
insolvency practitioners will
be tasked with the difficult
task of selling assets,
collecting owed funds, paying
creditors and managing
disputes,’ says Simon Wright
from Careersinaudit in
Australia. ‘Most practitioners
are accountants or specialists
within insolvency working
within accountancy firms.’
PwC’s corporate advisory
and restructuring team in
Australia adds: ‘Markets
continue to be fickle and
growth can be a case of
reducing the burden of
underperforming businesses.’

8.5%

According to the Office of the
Superintendent of Bankruptcy
Canada, the total number
of insolvencies in Canada
increased by 8.5% in February
2014 from the previous
month. This won’t allay fears
that an improvement in the
economy after a disappointing
2013 will remain illusive.
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EU spins the audit wheel
The EU’s audit reform package has introduced two big innovations with the mandatory
rotation of auditors for banks and listed companies and the end of ‘Big Four only’ clauses
The European Union has ended
nearly four years of speculation and
uncertainty for auditors by agreeing a
package of audit reforms that brings
about big changes in the profession.
The clear hope is to create a more
competitive and effective audit
profession, so helping prevent a
repeat of the global financial crisis.
Not all those involved in drawing
up the legislation are happy with the
outcome, however. The European
Commission’s original provision for
rotating auditors after six years has
been stretched to 10 years. And its
initial proposal to cap fees derived
from non-audit services by an auditor
to 10% of an overall bill was rejected
in favour of a 70% maximum.
Many socialist MEPs had supported
tough rotation rules and called for a
30% cap on non-audit fees. After the
vote, British MEP Arlene McCarthy
complained that the deal ‘simply
defends the status quo’. Nevertheless,
mandatory rotation of auditors is a
major shift and was fiercely opposed
by some accountants’ groups.
As finally approved by the EU
Council of Ministers on 14 April,
following a European Parliament vote
on 3 April, the legislation consists of a
regulation (requiring adherence to the
letter by all 28 EU member states) and
a directive (which leaves the manner
of implementation open to national
governments). Both should be in
force throughout the EU in two years’
time. The package brings to an end a
process begun in October 2010, when
the commission launched an extensive
consultation on the audit market.

Maximum engagement
The changes will affect almost all areas
of auditors’ work. The most provocative
element is the requirement that public
interest entities (PIEs) will normally
have to change their statutory auditors
after a maximum engagement period
of 10 years. Also eye-catching is the
prohibition of Big Four-only clauses
stipulating a company’s audit must
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be handled by one of the four largest
firms – PwC, Deloitte, EY or KPMG.
Behind these moves lies the
widespread perception in Brussels
and other EU capitals that a lack
of proper auditing lies at the heart
of the financial excesses of recent
years which helped trigger the worst
recession since the 1930s; and also
that the deficiencies can be traced in
large part to the cosy and longstanding
relationships that a few large firms
have built up with their clients.
The view of internal auditors on
the reforms is clear. Ian Peters, chief
executive of the Chartered Institute of
Internal Auditors (CIIA), which works
in Britain and Ireland, says: ‘From our
perspective, there is certainly without
question a value and benefit in rotating
the external auditors in order to bring a
fresh view, to avoid conflicts of interest
and to ensure you’re getting the best
possible service.’

The UK’s Financial Reporting Council
(FRC) has already adopted International
Standard on Auditing (ISA) 610, which
precludes external auditors from using
internal audit resources as part of their
external audit team, notes Peters. But
should external auditors be providing
internal audit services to their existing
external audit clients?
‘It’s an area where we have great
concern because it’s sometimes the
external auditor who also provides
internal audit services and we think
that’s not a good thing,’ says Peters.
‘It presents a potential for conflict of
interest and I don’t think it helps the
perception of objectivity.’

Keeping it separate
He adds: ‘Having your internal audit
independent of your external audit
is very important and I think we’d
welcome clarity in the legislation on
that point. We’ve no problem with

▌▌▌‘THERE IS WITHOUT QUESTION A BENEFIT
IN ROTATING EXTERNAL AUDITORS TO BRING A
FRESH VIEW AND AVOID CONFLICTS OF INTEREST’
While CIIA members are not
directly affected by the rotation rules,
Peters points out: ‘It’s important that
competition works and that companies
do regularly review who’s providing
their external audit and seriously
consider switching.’
But he questions the value of
legislation. ‘Once you legislate, then
you have to consider: is 10 years the
right timescale? Is it too long? Too
short? I think many would argue it’s
too long. And if it’s 10 years, does that
mean that many companies wouldn’t
even consider it for less than 10 years?
We should avoid legislation wherever
possible, and promote best practice.’
The other major issue for internal
auditors is the provision of non-audit
services by external auditors to their
audit clients.

external auditors providing internal
audit services, but not to their external
audit clients.’
Sue Almond, external affairs
director at ACCA, says the EU audit
package is ‘a balanced compromise
that will enhance the functioning
of the single market and stimulate
economic growth’. Promoting auditors’
independence, objectivity and healthy
competition is a pivotal element in
restoring public trust in the audit, and
in the auditing profession, she adds.
There were also concerns at the
International Federation of Accountants
(IFAC) over the flexibility allowed to
how EU member states implement
the new rules. Fayezul Choudhury,
CEO of IFAC, says that while the new
legislation brings the EU closer to
the model offered by its ISAs, it is far
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from being a wholesale adoption. ‘In a
highly interconnected global economy,
we see regulatory convergence across
jurisdictions as a critical part of meeting
this objective,’ he says, and the flexibility
permitted could ‘promote regulatory
divergence and fragmentation’ of the
audit rules within Europe.
Given that international accounting
standards are in use or being adopted
in more than 90 jurisdictions, the
prospect of some EU states moving
away from these is to be regretted,
says Choudhury. ‘We are concerned
that other parts of the legislation
provide individual member states with
options that will create a patchwork
of regulation across the union,’ he
explains. ‘Not only will Europe be out
of step with other major jurisdictions,
such as the US and Canada, but

member states will potentially be out
of step with each other.
‘The stakes are high and the rest
of the world will be focused on what
happens in Europe. Failure to decide a
consistent approach to audit regulation
within Europe does not augur well for
the chances of agreement among the
global community.’
At the Confederation of British
Industry (CBI), the UK’s key business
association, Matthew Fell, director
for competitive markets, says that
high-quality independent audits play
an important role in building trust in
business. ‘The move to a combined
10-year tendering and 20-year rotation
framework is a sensible shift from
initial proposals and will prompt
companies to test the market and
consider a new auditor,’ he says. ‘We
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have continuously highlighted that a
blanket ban on auditors providing nonaudit services to their clients would
lead to a loss of expertise and advice,
so we’re pleased the reforms only
exclude a specific list of services.’
Among affected businesses, David
Barnes, managing partner for public
policy and corporate responsibility
at Deloitte, has ‘lingering concerns
centring around the patchwork of
differing requirements that may develop
across Europe for multinationals’.

Repairing audit
Explaining the need for the legislation,
the European Commission says that
a number of banks were given clean
bills of health during the financial
crisis ‘despite huge losses from 2007
onwards’. In addition, ‘inspection

»
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▌▌▌PROHIBITED ARE BIG FOUR-ONLY CLAUSES
STIPULATING THAT A COMPANY’S AUDIT MUST BE
HANDLED BY ONE OF THE FOUR LARGEST FIRMS

reports from the [EU] member states
revealed instances of a lack of
professional scepticism by statutory
auditors, misstatements and a lack of
fresh thinking in the statutory audits of
major companies’.
Regretting that its proposal for a sixyear cut-off for auditors before rotation
had been struck out, the commission
says: ‘A majority judged that this would
be a costly and unwelcome intervention
in the audit market.’
Audit firms in the EU will also have
to abide by rules mirroring those
in operation internationally – the
commission is now empowered to
adopt ISAs at EU level. EU audit firms
will also be prohibited from providing
several non-audit services to their
clients, including tax advisory services
that directly affect the company’s
financial statements or services linked
to the client’s investment strategy.

Conflicts of interest
A commission official explains: ‘The
aim is to limit risk of conflicts of
interest when statutory auditors are
involved in the making of decisions
impacting the management of the
PIEs they audit.’ He adds that the
prohibition will ‘also substantially limit
the likelihood that statutory auditors
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“self-review” their recommendations
to the PIEs they audit’.
Overall, the reforms will reduce
what Brussels calls the ‘expectation
gap’ between what is expected from
statutory auditors and what they have
to deliver. Future audit reports will be
more detailed and informative, and
include meaningful data for investors,
says the commission. To ensure this,
the work of auditors will be closely
supervised by strengthened audit
committees within audited entities.
It will also be possible, says the
commission official, for 5% of the
shareholders of a company ‘to initiate
actions to dismiss the auditors’.

A statement from FEE (Fédération
des Experts Comptables Européens),
the association of European
accountants, ‘especially welcomes’
the adoption of ISAs ‘as these are
the only set of globally recognised
auditing standards’. It adds: ‘The
stronger role of audit committees will
improve corporate governance and the
independence of the audit process.’ ■
Alan Osborn, journalist
FOR MORE INFORMATION:

See also ‘Rules with wriggle
room’, pages 52–53.

EU AUDIT REFORM KEY POINTS


*
*
*
*

interest entities must change their statutory auditors after 10
* Public
years, though this may be extended by up to another 10 years (and
another 14 years in cases of joint audit).
‘Big Four only’ clauses are prohibited.
Audit firms will be barred from providing some non-audit functions,
including tax advice and certain financial and investment services, and
there will be a cap on the fees generated.
Audit reports must be more detailed and informative than at present, and
include meaningful data for investors.
Strict transparency requirements will be introduced for statutory
auditors, with stronger reporting obligations vis-à-vis supervisors.
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TAX SENSITIVITY

ONE OF THE FOUR BIG BARRIERS TO GROWTH

According to PwC
research, the majority
of CEOs surveyed
globally say government
tax regimes play a part
in where they choose to
operate their business.

-7 -20

Government response to
fiscal deficit/debt burden

-5 -23
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KEY

38

40

Not at all concerned

31

Somewhat concerned
Slow or negative growth in
developed economies

-8 -21

Increasing tax burden

-7 -22

47
38

DISTRESSED BY DISTRUST?

74%

Africa

Asia
Pacific

51%

North
America

TAX REALLY MATTERS

A typical multinational will
pay more than just direct
tax on its profits. Below are
the percentages of CEOs
agreeing that tax policy and
competitiveness of local tax
regimes are a key factor.

88%

53%

74%

53%

Extremely concerned

44%

Latin
America

40%

Western
Europe

Brazil

40%

44%

Concerned
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Taxes paid by companies has become a headline issue as certain
stakeholders continue to ask whether multinationals are paying their ‘fair
share’ of tax. How concerned are CEOs about the lack of trust in business?

51%

24

78%
75%
China 72%
India 68%
Africa 65%
North America 60%
Western Europe 53%

Important to be
seen to be paying
‘fair share’ of tax

TAX AND LOCATION

75%

Tax policy plays a
part in location

Over-regulation

Mexico

63%

Some 70% of respondents named tax as a primary concern. The burden includes tax
regime uncertainty and the resources to achieve compliance as well as the actual tax rate.

Latin America

34

TOWARDS A BETTER SYSTEM

CEOs agree that the need for tax reform is pressing. Below are the top three areas that
CEOs say should be government priorities in the country in which they are based

THE SURVEY

Ensuring financial sector stability and access to capital

53%

Creating a more internationally competitive and efficient tax system

50%

Improving the country’s infrastructure

50%

PwC’s 17th annual global CEO survey, Tax strategy and corporate reputation: Building trust and growth,
is based on responses from 1,344 CEO interviews conducted in 68 countries. Read the full survey at
http://tinyurl.com/oj8lsxu
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Getting a country ready to host a World Cup demands a great deal more than just getting
the stadiums built. Here’s how PwC has helped Brazil prepare for the biggest show on earth

GAME ON!
ACCOUNTING AND BUSINESS
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◄ KICKING UP A FUSS

Protests in Brazil have focused on the
contrast between World Cup largesse
and inadequate public services

S

taging a global sporting extravaganza can cover
a nation in glory – or in shame. Whether it’s the
Olympics or the football World Cup, the attention
of the world is drawn to the host’s infrastructure,
politics and organisational prowess. US presidential
nominee Mitt Romney publicly questioned Britain’s
readiness to host the Olympics in 2012 and Russia
attracted a barrage of criticism over its preparations for
the 2014 Sochi winter games.
Given the intensity of the scrutiny, small wonder that
many nations seek outside help to ensure they are ready for
the glare of publicity. In the case of Brazil, it has made PwC
its main outside adviser for the 2014 FIFA World Cup, which
kicks off this month. Soon after Brazil won the race to host
the event in 2007, PwC was selected to evaluate how best to
prepare the country’s infrastructure for the influx of tens of
thousands of visitors. The firm was hired again in October
2013 to assist with the final preparations.
‘Mega events like the World Cup are not just about
building stadiums,’ says Mauricio Girardello, a partner at
PwC until 2012, who helped spearhead Brazil’s preparations
and who now works at consultancy TBA Advisors in São
Paulo. ‘The World Cup places unusual strains on a nation’s
airports, transport links, hotels and security. Getting
everything up to scratch takes years and many billions of
dollars of investment.’
The Brazilian government was attracted by PwC’s
considerable experience in stewarding such projects.
Girardello had already done similar work for the World Cups
in South Africa in 2010 and Germany in 2006. He even
subsequently wrote a book on the run-up to the 2010 event.

Potential for catastrophe
The first lesson from studying such events, Girardello
argues, is that plenty can go wrong. The 1972 Munich
Olympics, for example, is largely remembered for a terrorist
attack that ended in the massacre of 11 Israeli athletes and
coaches and a German police officer. Tragedies on that scale
have been rare, but glitches such as the electrical storm that
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cut off TV coverage of the 2008
UEFA European Championship
semi-final match in Switzerland
between Germany and Turkey for
about 10 minutes can also dent
a reputation for organisational
competence. Such technical
problems can be avoided, Girardello
says, by using backup systems.
Richard Dubois, a current
partner at PwC in Sao Paulo,
explains that the firm was involved at the very beginning to
help Brazil identify and head off such mishaps. For a start,
Brazil had to choose 12 cities out of 18 contenders where
matches would be played. ‘We helped several cities submit
their plans to the government and to Fifa,’ he explains. ‘We
interviewed all the relevant branches of the state and city
government regarding the plans they had for the event and
their capabilities.’ All but one of PwC’s recommendations
were selected, including Cuiabá, Salvador and Natal.
Once the selection process was completed, PwC
started work on a more comprehensive project of national
preparedness. ‘We checked out the infrastructure these
towns had in place against the plans they had proposed and
produced an implementation guide.’
This exhaustive process exposed several potential
worries. One was the limits of Brazil’s airports. ‘From our
experience in South Africa and Germany we estimated
that around 20,000 fans would try to fly to the next event
within hours of one game ending,’ says Dubois. ‘Yet most
of the terminals at regional airports only had the capacity
to process about 1,200 passengers every hour. That was a
recipe for huge delays and massive lines.’
PwC put forward a plan for increasing capacity at
terminals and boosting the number of flights. Such
upgrades alone were expected to cost R$8bn (US$3.6bn).
The scale of the problem is illustrated by the World
Economic Forum’s Global Competitiveness Report, which
ranks Brazil’s airport infrastructure 134th out of 144
nations in terms of quality.
The second major concern was a shortage of hotel
rooms. ‘We are not just talking about tens of thousands of
ticket holders but also often their partners and families,’
explains Dubois. ‘That is no problem at all for cities like São
Paulo, but it is for smaller towns.’ In addition, Brazil needed
to convince private investors that extra hotel capacity could
be kept full even after the event had ended.
The PwC team also sought to identify gaps in urban
transport infrastructure. ‘Enabling visitors to move around as
easily as possible within cities was another priority,’ Dubois
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► FULECO’S FUNERAL

Fuleco, Brazil’s armadillo mascot for the 2014 World Cup, is
given an early exit in a popular demonstration against public
service funding suffering from the showpiece tournament
says. This was where the bulk of federal government spending
was meant to go – around R$10bn, he adds. ‘About 100
different projects – including efforts to extend subways and
build light train lines in cities,’ says Dubois. ‘These projects
are likely to be the event’s most important legacy, since they
will enhance the lives of Brazil’s citizens long into the future.’
PwC evaluated the electricity infrastructure and
broadcast centres, along with the ability of hospitals to cope
with a rising volume of patients. ‘It is just like a wedding,’
says Girardello. ‘Technically all you need is the priest to get
the job done, but you also need to think about other aspects
of the event, like the church, the venue and the cake.’
Finally, there were the stadiums themselves. The
logistical challenges of building/upgrading 12 stadiums
for the event have been imposing. So far this aspect of the
preparations has proved among the most troublesome. Back
in 2010 the estimated cost for stadiums was R$5.3bn; it
is now expected to cost around R$8bn. The 71,000-seater
Estádio Nacional alone in Brasília cost R$1.4bn and is being
financed by the government. It is not clear what use it will be
in the future, since the city has no major football team.

Popular anger
Worries over spiralling costs have created additional
planning problems for Brazil. Ever since June 2013 there
have been sporadic street protests about the poor quality
of Brazil’s public services while government funds are
‘wasted’ on stadiums. Recent polls now show that just 48%
of Brazilians favour hosting the event – a remarkably low
number for a football-crazy nation that has won the World
Cup a record five times.
Dubois says this upsurge of protests has intensified
safety problems. ‘One of the new challenges we are facing
now is on security,’ he says. There is a possibility that
arenas will be blocked by demonstrations. Rio state alone
has already trained 833 security officers to help ensure
the event goes smoothly, and prepared plans for everything
from terrorist attacks to demonstrations. More than 4,500
officers are expected to be trained before the event.
‘We helped give Brazil a very solid plan for this event,’
says Girardello. ‘But the implementation has been very
poor.’ The bulk of the preparations for the World Cup has
been attempted without PwC’s assistance, with the firm only
being hired again in October 2013. PwC is now working hard
to finalise preparations. ‘Now much of our work is on the
operational plan,’ says Dubois. ‘This involves issues such
as how the public transport networks are set up to take
passengers to the airport or the security details.’
Unfortunately, many of the transport projects expected
to benefit the Brazilian people did not materialise. ‘Lots

of really good developments have been abandoned,’ says
João Castro Neves, a Brazil expert at consultancy Eurasia
in Washington. ‘In some cases, excessive red tape got in the
way. It simply took too long to get permits and agree on who
was going to do the building.’
The Brazilian government also failed to attract as
much private and foreign investment as expected. ‘The
terms they offered to outsiders were not always attractive
enough and they left everything too late,’ Castro Neves
argues. ‘For example, five large airports were only
nationalised over the past two years – far too late to help
with this World Cup.’ As a result the government and its
BNDES development bank have ended up footing more of
the bill than expected.
That is bad enough, but the Brazilian public may be
unforgiving when it comes to any glitches in the actual
running of the event. ‘At the moment the president, Dilma
Rousseff, is still the favourite to win re-election in October,’
Castro Neves says. ‘But big mishaps in the World Cup, along
with a revival of protests, could certainly change that.’
Although PwC was heavily involved in assessing the
infrastructure needs for the event, it was not given the
job of following through on its recommendations. The
government’s decision not to seek significant outside help
in implementing its World Cup plans until relatively recently
may be one that it comes to regret. ■
Christopher Alkan, journalist based in New York
FOR MORE INFORMATION:

2014 FIFA World Cup: www.fifa.com/worldcup
State of the Brazilian economy – ‘Great expectations’:
www.accaglobal.com/ab80
PwC Brazil: www.pwc.com.br
WEF rankings: http://tinyurl.com/WEF12-13
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REVENUES SWELL
FOR WORLD CUP

Ahead of the FIFA World Cup in Brazil we take a look at the financial growth of the
tournament and the key revenue drivers of the world’s most watched sporting event

W

hile all eyes were fixed on Spain captain Iker
This is probably why FIFA does not describe the surplus
Casillas as he lifted the World Cup trophy
from World Cup events as profit, but as a ‘result’ to be
in Johannesburg in 2010, little thought was
added to reserves in order to insulate the organisation from
given as to the tournament’s profitability – yet
any unexpected events that may arise.
it would later be confirmed as the
FIFA accounts since the 2010
most lucrative in FIFA’s history.
tournament have revealed that total
This came as a surprise to
revenues for the World Cup over a
many. From the outset it was seen
four-year cycle from 2007 to 2010
by many observers as a massive
had increased to $4.2bn – a rise
gamble to take the World Cup to
of more than 50% on the previous
Africa for the first time.
four-year cycle. The resulting
Ahead of the tournament,
healthy surplus of $631m allowed
many experts predicted that world
FIFA to increase its cash reserves
football governing body FIFA –
to a record level of $1.3bn.
which owns the rights to the World
Franco Carraro, FIFA’s chairman
Cup – would make a loss on it,
of the internal audit committee,
in contrast to the large profits
says: ‘While equity of over a billion
generated in Germany in 2006.
dollars seems high, it is necessary
But it turned out that the offas the financial risks exceed it
field results were just as healthy as
many times over.’
those of Spain on the field.
The World Cup has allowed
FIFA president Sepp Blatter
FIFA to build up its reserves
had faced strong opposition to
bn
since 2001, when it nearly went
handing the event to South Africa.
2010 – South Africa
bankrupt following the collapse of
He understandably reacted to
a television partner – the reserve
the release of the figures, saying:
bn
pool was $76m in 2003. However,
‘I am the happiest man. It is a
2014 – Brazil
these reserves are not expected
huge, huge financial success. I’m
to grow much higher than current
a happy president because such
bn+
levels over the next few years,
financial results come at the end
2018 – Russia (predicts Russian prime
according to officials.
of a four-year period when people
minister Dmitry Medvedev)
The pool is needed to protect
said I was going against the world.’
FIFA from a financial shock such as
FIFA can be classified as a
bn
the cancellation of a tournament.
non-profit organisation, based in
2022 – Qatar (Merrill Lynch estimate).
Almost all contracts with
Switzerland, but one with a highly
commercial partners are related
commercial outlook. One indicator
to the event, so FIFA has to have
of this is that it has its own range of
insurance. However, since 9/11, it has
FIFA-branded merchandise. The organisation’s status allows
been practically impossible to fully cover the risk; its current
it to enjoy a tax-free lifestyle, though this also obliges it to
$650m policy covers only the cost of postponing and/or
spend its ‘profits’ on fulfilling its football objectives.
relocating the 2014 World Cup tournament in the event of

HOSTING COSTS
$12
$13.3
$20
$65
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◄ GLADIATOR SPIRIT

Ajax Cape Town’s mascot, ‘The Urban
Warrior’, parades ahead of a match at
the Cape Town Stadium, South Africa,
in 2011. Ajax Cape Town signed a
three-year deal with the city to make
the stadium, which had been used
for the 2010 FIFA World Cup, its
official new home ground

natural disaster, war or act of terrorism. The tournament’s
cancellation would not be fully covered by the insurance and
the difference would have to be made up from FIFA’s own
reserves, so the caution is very understandable.
After all, the World Cup provides FIFA with the vast
majority of its revenue and profits. The last World Cup
generated 87% of FIFA’s turnover in the 2007–2010 cycle.

Broadcasting billions
FIFA’s biggest revenue stream is the sale of TV rights, which
hit $2.4bn for the 2010 World Cup. In the US the Walt
Disney Company (which owns ABC and ESPN) and Univision
paid a combined $425m for exclusive broadcasting rights
for the 2010 and 2014 tournaments – three times the
combined bids from the previous round of bids.
In turn, TV companies continue to be attracted despite
the massive and increasing outlays. According to official
FIFA figures, the cumulative TV audience for the World
Cup in South Africa was 26 billion viewers, making the
tournament the world’s most watched sporting event ever.
Moreover, these figures are expected to continue to rise
as more viewers emerge in developing nations that have
improved access to TVs.
Austin Houlihan, a senior consultant in the Sports
Business Group at Deloitte, adds: ‘We see no signs that the

premium sports-rights value bubble is about to burst; rights
fees for live content to premium properties will continue to
grow. Premium live sport delivers large audiences, typically
characterised by an attractive demographic profile. It drives
subscriptions and generates advertising for broadcasters,
particularly in an increasingly altered media landscape.
In some cases, premium sports broadcast-rights fees
have been insulated from wider economic pressures by
multi-year contracts.
‘Television and premium sports are well matched for
each other: at the highest level, sport is great unscripted live
drama for television. Constant advances in technology are
also leading to ever more sophisticated, compelling ways in
which sports can be portrayed.’
FIFA also raised $1.1bn in marketing revenue and
sponsorship rights from the 2010 World Cup – the second
largest source of revenues.

The profits of exclusivity
This figure has continued to grow following the 2002 World
Cup, when FIFA decided to explore the possibility of offering
fewer, more exclusive sponsorship opportunities in the
hopes of maximising potential revenue by offering a broader
package of rights and a less cluttered environment to a
small group of partners.

»
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◄ BUILDING INFRASTRUCTURE
Journalists visit the construction site of
the Beira Rio Stadium in Porto Alegre,
Brazil, in December 2013

$10m and $25m a year over the
same period, but their rights are
limited to the World Cup. The lowest
tier, national supporters, pay around
$4.5m to $7m a year, with rights
only in the host country.
The director of a company that
sponsored a national football team
at the 2010 World Cup reveals a
fascinating snapshot into the selling
power of the World Cup. He says:
‘We sold as many units during the
four weeks of the 2010 World Cup
Some of the benefits experienced by
groups of stakeholders get to
as we did in whole of the rest of the
host countries of FIFA competitions
contribute to and support the bid,
year – that is the effect the World
include:
together with new skills and training
Cup can have.’
a catalyst for new and improved
for those delivering the event
Eelco van der Noll, head of
facilities to support the game’s
enhanced partnerships and
global sports and entertainment
development at all levels
greater commercial activity and
for Anheuser-Busch InBev, will
more higher-quality football
investment from new sponsors,
be in charge of the Budweiser
development programmes for the
media, broadcasters and large
and Brahma brands during the
elite game, talent identification
corporations
World Cup. He readily admits
and the grassroots
help in breaking down social
the World Cup is the biggest
better cooperation and goodwill
barriers to participation and high
platform imaginable.
between the various stakeholders
performance by both women and
He adds: ‘The challenge for
– the member association,
young people
every sponsor in Brazil is how to
the government and other bid
using successful players as role
use the World Cup to amplify their
stakeholders such as the bid host
models to encourage young and
brand. Off the pitch, we want to
cities, commercial partners, the
emerging players and to promote
be the most recognisable, active,
media and the community at large
health and other social benefits.
meaningful sponsor for everyone
increased civic pride and
who is the legal drinking age
community empowerment as
Source: FIFA
and above. We want to enhance
the experience of the consumers
FIFA began to classify marketing partners into three
beyond the viewing of the games. The World Cup is a huge
categories (partner, sponsor and national supporter), a
opportunity for any sponsor.’
move that has substantially boosted the World Cup pot –
FIFA’s financial report for 2013 reveal how this year’s
revenues have almost doubled since the change.
tournament is likely to perform. The largest source of
The World Cup generated $584m in sponsorship and
income in 2013 was ‘event-related’ revenues, reported at
marketing revenue during the 1999-2002 period, according
just over $1.2bn, or 88% of total income. Some $630m of
to IEG Sponsorship Report, a respected authority on sports
that came from the sale of TV rights, which were almost
sponsorship.
entirely for the 2014 FIFA World Cup ($601m).
Partners effectively own international rights to a broad
The second-biggest event-related revenue figure, $413m,
range of FIFA activities as well as exclusive marketing
came from marketing rights – again predominantly for the
assets. The six partners for the 2014 World Cup are Adidas
2014 event ($404m). Other operating income was $83m, or
(responsible for the official tournament ball, called the
6% of total revenue, mainly from brand licensing ($58m).
Brazuca), Coca-Cola, Emirates, Hyundai/KIA Motors, Sony
Whichever nation lifts the World Cup trophy in July,
and Visa, paying an annual fee between around $24m and
the event itself – and, by definition, FIFA – is likely to be
$44m for the privilege.
confirmed as the big winner off the pitch. ■
The eight sponsors, including the likes of McDonald’s,
Castrol, Johnson & Johnson and Budweiser, pay between
Alex Miller, journalist

BENEFITS OF HOSTING A WORLD CUP

*

*

*
*

*
*

*
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PUTTING YOUR BEST
FOOT FORWARD
What lessons can board directors learn from the
high-stakes world of football management?

T

he Brazilian World Cup winners of 1970, the
Liverpool teams that won the European Cup in the
1970s and 80s, and the all-conquering Barcelona
sides of recent years are among the greatest ever
teams to have graced the game of football.
They played with style, were ruthless in achieving
fantastic results and exceptionally efficient in their
approach to the game. All three sides were also
blessed with fantastic management – but what are the
ingredients that help make such brilliance and what
lessons can we take from these great teams into the
boardroom?
It seems obvious to say, but these world-beating teams
possessed world-beating players, such as Pelé, Kenny
Dalglish or Lionel Messi; an average team is only likely
to produce average results. Likewise, the best business
plan in the world can’t execute itself. It needs a talented
team of motivated people with the right skills and great
leadership to carry it out.
What also makes a winning team is the right player
in the right position, with the right focus, assisted and
mentored by a talented manager who knows how to get
the best out of their team.
A book called From Pitch to Boardroom, written by
Stuart Blyth in conjunction with football coach Christian
Damiano, explores the similarities between football
and corporate management.
In the book, Blyth says: ‘Dream teams are created;
they do not just happen. The dream team is, in today’s
increasingly competitive and globally connected world,
becoming a must-have for the success of any organisation.
These days, having a good team isn’t enough to be
successful – ‘settling’ is not good enough for winning
organisations and it certainly isn’t good enough for teams in
the sporting arena.’
Damiano adds: ‘When working on the strategy of the
team it is important for each player to understand the
task they are required to perform. To ensure the player
understands what the requirement is, we practise their role
daily on the training pitch.’

◄ PITCH PERFECT

Even top-flight strikers like
Lionel Messi of FC Barcelona
must be team players

»
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Team-building
Creating a functional, cohesive team is one of the few
competitive advantages available to any organisation looking
for a powerful point of differentiation. A leader’s job includes
building an environment where the most talented people in
the industry want to work and then doing whatever they can
to clear the path for their achievement.
Blyth adds: ‘Functional teams get more accomplished in
less time than other teams because they avoid wasting time
on the wrong issues and revisiting the same topics again
and again. They also make higher-quality decisions and stick
to those decisions by eliminating politics and confusion
among themselves and the people they lead.
‘Functional teams also tend to keep their best employees
longer because “A” players rarely leave organisations that
they feel they are a part of, or where they are being led as
part of a cohesive team. However, this functional team does
have to be successful, because all “A” players will want to be
part of success,’ cautions Blyth.
Intuition is an area where businesses can learn from
football. Often it seems that top footballers play using
instinct and gut feeling, allowing them to make the right
decisions and to anticipate what is about to happen before it
actually does. This is a skill that the boardroom may be best
advised to encourage.
Communication is also a critical area. The cry of
‘man on’ or ‘clear the ball’ is a piece of immediate and

MANAGER MAXIMS
Former Manchester United manager Sir Alex
Ferguson is to take up a teaching position on Harvard
Business School’s executive education programme,
‘The Business of Entertainment, Media and Sports’.
Here are some extracts of his management secrets,
published in Harvard Business Review:
‘You have to achieve a position of comprehensive
control. Players must recognise that as the
manager you have the status to control events ...
Your personality has to be bigger than theirs.’
‘There are occasions when you have to ask yourself
whether certain players are affecting the dressingroom atmosphere, the performance of the team
and your control of the players and staff. If they
are, you have to cut the cord ... The long-term view
of the club is more important than any individual.’
‘Everything we did was about maintaining the
standards we had set... For example, we never
allowed a bad training session. What you see in
training manifests itself on the game field ... It
was about intensity, concentration, speed and a
high level of performance.’
‘I don’t think many people fully understand the
value of observing, but I came to see observation
as a critical part of my management skills. The
ability to see things is key or, more specifically, the
ability to see things you don’t expect to see.’

*
*

*

*

Source: Harvard Business Review, October 2013

effective communication within a match. The necessity to
communicate in this fashion gives the player immediate
feedback on what they should be doing within the current
team task and if they were to fail to take those instructions
then their team could lose a goal or match. Thus the player
who is given the instruction does not feel that they are being
picked on; they are simply receiving immediate and effective
information in order that they may perform their task.
It is no secret that communication between team members,
between team members and managers, and between team
members and third parties is an essential element of any
high-performing team. If we cannot communicate to our
team members why we have chosen a particular team for a
particular task, then we will not be able to transform our team.

The long game

▲ WORLD CLASS

Pelé holds aloft the FIFA World Cup trophy
in 1970. Even Brazil’s dream team of that
year did not just happen – it was created
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Consultant Mike Carson, author of The Manager, a book
sponsored by football rich-list authors Deloitte, references
leadership lessons taught by top football managers, including
Chelsea manager José Mourinho. Carson draws parallels
between the best CEOs and football managers in how they
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▲ UNDER PRESSURE

Brazilian coach Luiz Felipe Scolari spoke at a recent conference in
Lisbon, Portugal, about expectations for the 2014 FIFA World Cup

strive to introduce long-term structures and values to foster
a culture of success. He says: ‘Football management is not
unlike being a senior executive where you have to balance the
needs of multiple parties: investors, shareholders, committees,
customers, clients, consumers and stakeholders in general.’
Richard Bevan is chief executive of the League Managers
Association (LMA), a body that represents football
managers in England. He also believes stability is essential
to encourage leadership in and out of sports. Bevan tells
Accounting and Business: ‘Scrutiny and a thirst for results
create a challenging working environment. Football – and
the corporate world – needs to embrace knowledge and
experience. Better leadership and communication at the
top will build the framework for the future and the next
generation of managers.
‘Expectations and a desire for success continue to rise
and, together with the need for good results, it all adds to
the pressures on all personnel in a club. The market in which
a manager operates is an increasingly global one, making it
a more complex operating environment. As budgets continue
to tighten at clubs in light of the financial climate and
provisions of financial fair play begin to bite, the manager
has to broaden his creative skills and abilities,’ says Bevan.
‘The financial impact of league position or of losing
league status also requires managers to focus on the short
term rather than installing structures for developing the club
long term,’ he says. ‘Sadly there is no perfect system to
deliver success. There needs to be a combination of many
factors all working together in one direction, with stability
and a framework which encourages continuity.’
Former Tottenham, Celtic and Cagliari defender,
Ramon Vega founded his own asset management firm,

Vega Swiss Asset Management, in 2009 after retiring
as a player. His organisation looks after US$1bn of
clients’ funds under advisory management, making him
well placed to offer his thoughts. ‘There are similarities
between the two [football and business] as you always have
pressure to perform,’ he says. ‘On the football side this is
something that you can really bring over into the business
world, as you are trained from a very young age to cope
with major pressure.’
Vega also highlights the ability to deal with people on an
individual level as the major similarity between leadership
roles in the two fields. He believes those in business can
glean much from football if they were to analyse the
methods and behaviour of leading coaches.
‘People skills in any form of management are about 80% to
90% the most important part of the job,’ he adds. ‘Of course,
you also have to have knowledge and know-how of a specific
industry as well, but if you have these skills and effective
communication, then people will do the job for you very well.
‘If managers take the time to think about it and see the
positions of people, then they can only learn a lot from the
sports world.’ ■
Alex Miller, journalist
FOR MORE INFORMATION:

Deloitte Football Money League 2014: http://tinyurl.
com/deloitte-league
From Pitch to Boardroom by Stuart Blyth and Christian
Damiano is available at www.frompitchtoboardroom.com
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Career boost
We all want to present our best face, but how do we stop our ‘dark side’ from appearing?
Talent doctor Rob Yeung advises. Plus tips on how to cope with World Cup mania

TALENT DOCTOR:
SELF-AWARENESS
Do you ever pretend to be something that you’re not?
Most likely the answer is yes – and probably without
even realising it.
US comedian Chris Rock once joked on a TV show:
‘Relationships: easy to get into, hard to maintain. Why are
they so hard to maintain? Because it’s hard to keep up
the lie! Because you can’t get nobody being you. You got
to lie to get somebody. You can’t get nobody looking like
you look, acting like you act, sounding like you sound.
When you meet somebody for the first time, you’re not
meeting them. You’re meeting their representative!’
The same could be said about the roles we adopt in
the workplace. To get hired, we all put forward our best
aspects. And we maintain those behaviours in the job,
too, for as long as we can. But that outward show – what
psychologists call the ‘bright side’ of our personalities –
doesn’t always last.
When things are going well and we feel in control, we
can mostly present to the world the way we want to be
perceived – our bright side. Perhaps we try to be more
assertive than we sometimes feel. Maybe we try to be
less talkative, a better listener.
But we all have a so-called ‘dark side’, too. It slips out
when we let our guard down – when we’re under pressure,
tired, or bored and complacent. How do you behave then?
Do you become irritable or pushy? Perhaps you
withdraw and become less communicative. Or something
else entirely – more of a risk taker, perhaps?
Too many people are unaware of their dark side. They
hope that their moods either don’t matter or don’t get
noticed. But they do matter. Colleagues may not say
anything to you about them, but they know. And they
treat you differently because of them.
The key to managing your dark side is to become
aware of it. Understand what your less desirable
behaviours are and when they emerge. Then figure out
what to do about them.
Begin by developing your self-awareness. Reflect.
Spend a few minutes at the end of each day thinking
about your behaviour. What was your impact on
colleagues, clients and others? Over the course of weeks
and months, look at patterns in how you behave.
Ask for feedback, too. Invite colleagues to tell you
how you really are, no matter how bruising it may
feel. Banishing illusions and delusions about yourself
and becoming genuinely aware of your impact is an
important first step to becoming more effective – whether
you’re a trainee or the chief executive.
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Finally, think about ways to prevent your dark
side from surfacing. For example, if you identify that
long hours and tiredness are a trigger, prioritise breaks
into your day. If you get aggressive when you feel
disrespected, look for ways to defuse such situations.
The point is to either look for ways of preventing such
situations from occurring or find ways of recovering as
quickly as you can afterwards.
Accept that you have a dark side. Only when you know
about it can you deal with it.
Dr Rob Yeung is a psychologist at leadership
consulting firm Talentspace and author of more
than 20 career and management books including
How To Win: The Argument, the Pitch, the Job, the
Race. He also appears as a business commentator
on BBC, CNBC and CNN news.
FOR MORE INFORMATION:

www.talentspace.co.uk
@robyeung
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THE PERFECT:
OFFICE WORLD CUP
Regardless of how you feel about football, in
June and July it will be very hard to ignore.
The FIFA World Cup, this year in Brazil, the
sport’s spiritual home, promises to be a real
spectacle, even if samba eclipses football.
With people glued to television screens,
news headlines, mobile notifications and
online streams, this will be a headache for
employees and employers alike as, depending
on your time zone, your team could be
playing bang in the middle of a work day or
in the early hours of the morning. Tired, late,
distracted and absent staff and frustrated
bosses are de rigeur during a World Cup
tournament.
So how best to combine staff participation
and output? It could be that acceptance and
integration will win over denial. Bring the
tournament into the workplace: provide inoffice screens for big games; introduce flexible
working to suit fans, as unions in Germany are
pushing for; set up an office sweepstake; and
extend hours as needed. By being flexible, you
may even enhance productivity. It’ll certainly
be fun. Besides it’s only every four years.

THE BIG BREAK: PAURAV THAKKER FCCA
Paurav Thakker is owner of PAT &
Associates chartered accountants in
India, which would be enough to keep
anyone busy. But besides working
full-time as an accountant, he’s also a
founder of Yates Education in Gujarat.
‘Teaching provides a platform from
which to immerse myself even deeper
into accountancy,’ Thakker says. ‘Nothing
compares to teaching students in what
you love, as well as knowing that your
students are new buds that will benefit

WANT TO BE A CEO?

Well, you’re already in a
good position. A typical
FTSE 100 CEO has a
finance background and
holds an MBA or PhD,
according to research by
Robert Half. So far so good,
but a closer look reveals the
norm is also a male over 50
and the profile is unchanged
on last year.

There’s also an annual
increase in Oxbridge
graduates running UK plcs,
while only four women are
FTSE 100 CEOs. It does
little for efforts to shake off
the ‘old boy brigade’ image.
It’s not just the UK,
though. In a survey of the
world’s largest companies,
Strategy& found that women
CEOs are more likely to

throughout their lives by flourishing in
this evergreen profession.
‘To get to where I am now took great
effort and dedication, not only on my
part but from my family, friends and
tutors, for which I will always be grateful.
‘Gaining the right experience in
chartered accountancy firms in India
and also at a large ACCA practice based
in London has developed and guided
me in becoming a more complete
chartered accountant.’

lose their jobs than male
counterparts and men are
more likely to be promoted
internally, with 35% of
female CEOs hired externally
compared with 22% of men.

SAVE IT!

The worst excuses for being
late to an interview, according
to Corporate Recruiters, are:
needing the toilet; being

fashionably late; ‘My brother
took my laptop’; stuck in
traffic; and ‘It’s not you, it’s
me.’ (Don’t we save that for
special occasions?) ■
This page is compiled and
edited by Neil Johnson
FOR MORE INFORMATION:

www.accacareers.com

ACCOUNTING AND BUSINESS

46

INSIGHT | MANAGEMENT AND STRATEGY

International management CPD

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

Starting a new series, Dr Tony Grundy discusses the factors
affecting business across borders and how to manage them
Welcome to this sixth series
of articles, which deals
with international and
corporate management. So
far these mini MBA series
have covered competitive
strategy, financial strategy,
management theories,
marketing, and organisation
and people; we now turn to
international management
and corporate management.
This series will cover:
what international
management is (this
article)

*

and operating in more than
one country. It requires
knowledge and skills
beyond normal business
expectations, such as
familiarity with local market
and competitive conditions,
the legal and financial
environment, the capability
to do multicurrency
transactions and managing
across borders.
This definition stresses
the need for a much more
advanced set of skills than
managing within national

What does this mean?
International management
can mean a number
of things: exporting
sporadically to other
countries; having a more
established export strategy;
having international agents,
partners, or perhaps a direct
sales force in a number
of countries; even having
supply and/or production
facilities overseas;
businesses can also make
acquisitions abroad, which
is a whole new ball game

truly global? In other
words, is there a single,
world marketplace?
In what respects is
the market more, or
less, global? It may be
possible, for example, to
have a global brand but
not global production and
sourcing operations.
Some markets will
have globally common
competitors and some
will not. Even when there
are global competitors,
they may vary hugely
in the extent to which
they can manage to coordinate any attack or
defence against you. You
will certainly find some
huge corporations locked
in global combat, such
as Coca-Cola vs Pepsi, or
Apple vs Samsung, but in
many other more globally
fragmented markets that
will not be the case.
This, in turn, invites the very
big questions of:
Are your markets global
now?
To what extent and how
is that the case?
What are the options
for dealing with these
opportunities and
threats?
How attractive are
these and what are the
implications for you in
the longer term?
If you are going to do
business internationally,
what would your strategic
objectives be?
There has been a lot of
hype here around markets
‘globalising’ but in reality,
as Yipp stresses, a market
may be very global in
one respect but not in
another. For instance,

*

*

*
*
*
developing international
* strategies
(article 2)
making effective
* acquisitions (article 3)
managing alliances
* (article
4)
divestment: breaking up
* is hard to do (article 5).

Definition
International management
is the management of
business operations in an
organisation serving markets
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borders. It demands
extensive knowledge of local
conditions and adaptability.
As with strategic
management and
management theories, one
might visualise international
management as running
across the more functional
areas like marketing, finance
and people/organisation.
So what does this all
mean? Do you need an
international strategy?

and one in which risks may
well compound.
A classic on international
management is George
Yipp’s Total Global Strategy:
Managing for Worldwide
Competitive Advantage. Yipp
emphasises that developing
an international strategy
requires the consideration
of a lot more than in more
run-of-the-mill competitive
strategy, for instance:
To what extent is a market

*

*
*
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the car market is global
in terms of distribution
and in some marketing
(although incompletely,
as domestic manufacturers
are still influential), but
production still takes
place predominantly
in the manufacturer’s
home country.
In the theory of
international management
it has always been useful
to ‘think global but act
local’, as is personified

*
*

Europe, for example,
executives will pay good
money to hear a British
academic speak. Some
people will still pay very
high prices for British
cars – that’s Rolls-Royce
and Bentley these days
(Rover is gone).
There may be economies
of scale.
Not being there might
be dangerous – if a
market transforms into
a much more global one,

random set of countries;
in truth I think some of our
staff just wanted to be in
certain countries.’ Another
client once told me: ‘It
might seem strange that we
have a presence in Mongolia
but our founder had a big
thing about Genghis Khan.’
Clearly such an emergent
approach is unlikely to work
very well for long. Indeed,
the blind urge to expand
internationally is one of the
destroyers of shareholder

▌▌▌A CLIENT ONCE TOLD ME: ‘IT MIGHT SEEM
STRANGE WE HAVE A PRESENCE IN MONGOLIA BUT OUR
FOUNDER HAD A BIG THING ABOUT GENGHIS KHAN’
in the (often funny)
HSBC adverts, which
emphasise the importance
of understanding local
customers’ culture.
Borders and cultures still
exist, but in the internet
age and the spread of a
common language – we are
lucky it is English – they are
easier and easier to cross.
This is so much so that it
is sad not to think about
what your international
marketplace is – that would
be such a good agenda for
an away-day for any board!

then purely domestic
operations may be
marginalised and become
uncompetitive.
A word of warning here is
that global expansion which
is not tested out through
robust strategic analysis
can easily destroy rather
than create economic value,
particularly if margins are
reduced to gain entry to the
market and the full burden
of costs is not allocated in
order to make the overseas
numbers look good… beware
the accountant!

Objectives

How to begin

Picking up the point on
strategic objectives above,
there might be a number
of objectives for having an
international strategy:
Global markets are vast
and some are developing
very fast. For example,
in the BRICS countries
(Brazil, Russia, India,
China and South Africa),
demand is growing while
there is poor demand in
the West.
Some products and
services have a different
appeal as they cross
borders. In the Middle
East, Africa and Central

The development of any
international strategy often
begins with something that
is very much an ‘emergent
strategy’ (see my earlier
articles on ‘strategy’ in
Accounting and Business).
This is when the first moves
occur through opportunities
presenting themselves;
these are then exploited very
much as an experiment, with
no particularly clear plan in
mind. The difficulty comes
when this becomes the set
pattern – in the words of
one client, ‘Yes, I think we
do have activities which
seem to be in a slightly

*

*

value in companies without
a solid and sound
international strategy.
I still remember running
a workshop for a very
well-known independent
health insurance provider
some 15 or more years
ago at a most expensive
retreat in the Cotswolds.
One of the directors was
really keen on developing
the business’s international
strategy. At that point it had
no international strategy,
and we had just two days to
develop a viable model.
I asked them: ‘So by what
criteria should we evaluate
any strategic options?’
Along the lines of a
tailored version of the
strategic option grid (see my
strategy series), there were
five key criteria: the grid is
a matrix of all the strategic
options (horizontal) against
the criteria (vertical) with
scores displayed in each cell
of the matrix, and the total
score for each option.
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I argued that we
should split ‘strategic
attractiveness’ between
two criteria: market
attractiveness (growth
rate, competitive pressure,
etc) and potential
competitive advantage.
But this particular
director didn’t want to
apply the second criterion
because the business was
not actually in any of these
markets. I argued that some
markets would be more
hostile to a British brand, to
new entrants anyway, and
harder to set up competitive
operations in.
At one point it seemed
almost as though, without
at least the guiding hand
of the (then new) CEO, that
they would expand far too
randomly and too fast. I
noticed a globe in the room
so I threw myself over it and
told them: ‘I don’t care what
you can’t see but you are not
going here. You are not going
to succeed if you do more
than two countries a year!
As you can’t seem to, I am
going to choose for you:
you are only going to do two
a year!’ As a Dilbert cartoon
once observed: ‘Strategy is
often about saying no.’
And for the first five or
so years that was exactly
the business’s rate of
expansion, based on the
chosen criteria. They now
have operations in around
50 countries, carefully
cascaded out – it worked!
Next month – more
on developing strategies
internationally. ■
Dr Tony Grundy is an
independent consultant
and trainer, and lectures at
Henley Business School
FOR MORE INFORMATION:

www.tonygrundy.com
For previous Tony Grundy articles on strategy and
management theories, visit www.accaglobal.com/abcpd
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Selling change
Planning tools can be essential to secure an organisation’s future success. David
Parmenter explains how to sell their acquisition to a reluctant management team
Last month I argued that
there should be a limit of
100 rows for a spreadsheet
used within the finance
team. This article looks at
how to sell the concept of a
planning tool to the senior
management team.
Acquiring a planning tool
is a major step forward,
and one that needs to be
pursued, not only for your
organisation’s future, but
also for the future careers
of the finance team. Soon,
a career prerequisite is
likely to be planning tool
experience, and, conversely,
being a spreadsheet guru is
likely to be career-limiting.

Emotional drivers
Rarely is anything sold by
logic. Sales are made with
emotional drivers. Many
finance team initiatives fail
because the team attempts
to change the culture
through selling by logic
and issuing commands. It
does not work. The planning
tool project needs a public
relations machine behind
it. No presentation, email,
memo or paper should go
out unless it has been vetted
with the help of a PR expert.
And all your presentations
should be tailored to suit the
emotional drivers of your
different audiences.
Here are some emotional
drivers to use in selling
senior management on a
planning tool acquisition:
‘Spreadsheet solutions
for forecasting involve
many long evenings and
weekends away from
family and friends.’
‘Spreadsheet forecasts
are expensive to run.’
Provide an estimate of

*
*
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*

*

the huge costs (because
costs motivate boards).
‘Spreadsheet forecasts
are likely to be materially
wrong and could possibly
lead to legal action
by investors because
experts have already
stated publicly that
large spreadsheets, with
more than 150 rows,
are not appropriate for
forecasting.’
‘A planning tool can
improve the quality of
reporting and often
incorporates performance
measures such as
balanced scorecards.’

NEXT STEPS

Getting the green light
One important step in
selling change is to get
the people who matter,
the organisation’s sages,
behind you before you sell
to your senior management
team. These sages are the
individuals who, although
often buried deep in the
organisation, almost
everyone turns to for advice.
This can be done in a
focus group workshop. The
aim of the day is to get a
collective understanding
of the issues of the past,
present the new solution
and listen to the ‘wisdom’
from the sages.
Then in the final session
of the workshop, ask the
attendees: ‘In your opinion,
is this project to move
forecasting and planning
to a planning tool a green,
amber or red light?’
This focus group
workshop is important for
the following reasons:
Such a project can have
many pitfalls and many
have failed to deliver.

*

1 Visit some organisations in your sector that are
using planning tools and absorb their advice
2 Start a campaign pointing out the weaknesses of
using spreadsheets, using in-house war stories
3 Create a sales pitch using the advice of a PR expert
4 Hold a focus group meeting for your organisation’s
sages – if you want a template, send me an email
(parmenter@waymark.co.nz).

*

*

The focus group and
workshop can help assess
whether this project has a
chance and ascertain the
hurdles and barriers.
A wide ownership is
required throughout the
organisation, and a focus
group can have a huge
impact on achieving this
ownership.
The foundation stones of
forecasting and planning
must be understood and
put in place early on in
the project.

A ‘green light’ from the
* focus
team will sell the

*

senior management team
on the need to invest in
this process.
The focus group can
give valuable input
into an implementation
blueprint, a vital step
towards a successful
implementation. ■

David Parmenter is a
writer and presenter on
measuring, monitoring and
managing performance
FOR MORE INFORMATION:

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

For many years, regulators
and standard-setters have
grappled with the issue
of how entities should
best present financial
performance and not
mislead the user. Many
jurisdictions have enforced
a standard format for
performance reporting,
with no additional analysis
permitted on the face of
the income statement.
Others have allowed
entities to adopt various
methods of conveying the
nature of ‘underlying’ or
‘sustainable’ earnings.
Although financial
statements are prepared
in accordance with
applicable financial
reporting standards, users
are demanding more
information and issuers
seem willing to give users
their understanding of the
financial information. This
information varies from the
disclosure of additional key
performance indicators of
the business to providing
more information on
individual items within the
financial statements. These
additional performance
measures (APMs) can assist
users in making investment
decisions, but they do
have limitations.

Common practice
It is common practice
for entities to present
APMs, such as normalised
profit, earnings before
interest and tax (EBIT) and
earnings before interest,
tax, depreciation and
amortisation (EBITDA).
These alternative profit
figures can appear in
various communications,

49

Catering to user demands
Additional performance measures can assist users in making
investment decisions but they have limitations, says Graham Holt

▌▌▌APMs APPEAR TO BE USED BY SOME ISSUERS TO
PRESENT A CONFUSING OR OPTIMISTIC PICTURE OF
THEIR PERFORMANCE BY REMOVING NEGATIVE ASPECTS
including company media
releases and analyst
briefings. Alternative profit
calculations normally
exclude particular income
and expense items from
the profit figure reported
in the financial statements.
Also, there could be the
exclusion of income
or expenses that are
considered irrelevant from
the viewpoint of the impact
on this year’s performance
or when considering the
expected impact on future
performance.
An example of the
latter has been gains or
losses from changes in
the fair value of financial
instruments. The exclusion
of interest and tax helps

to distinguish between
the results of the entity’s
operations and the impact
of financing and taxation.
These APMs can
help enhance users’
understanding of the
company’s results and
can be important in
assisting users in making
investment decisions, as
they allow them to gain a
better understanding of an
entity’s financial statements
and evaluate the entity
through the eyes of the
management. They can also
be an important instrument
for easier comparison of
entities in the same sector,
market or economic area.
However, they can be
misleading due to bias in

calculation, inconsistency
in the basis of calculation
from year to year, inaccurate
classification of items
and, as a result, a lack of
transparency. Often there is
little information provided
on how the alternative profit
figure has been calculated
or how it reconciles with
the profit reported in the
financial statements.
The APMs are also
often described in terms
which are neither defined
by issuers nor included
in professional literature
and thus cannot be easily
recognised by users.
APMs include:
all measures of financial
performance not
specifically defined by

*

»
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the applicable financial
reporting framework
all measures designed
to illustrate the physical
performance of the
activity of an issuer’s
business
all measures disclosed
to fulfil other disclosure
requirements included
in public documents
containing regulated
information.
An example demonstrating
the use of APMs is the
financial statements of
Telecom Italia Group for the
year ended 31 December
2011. These contained a
variety of APMs as well as
the conventional financial
performance measures
laid down by International
Financial Reporting
Standards. The non-IFRS
APMs used in the Telecom
Italia statements were:
EBITDA. Used by Telecom
Italia as the financial target
in its internal presentations
(business plans) and in its
external presentations

EBITDA and EBIT. These
measures express changes
in revenues, EBITDA and
EBIT, excluding the effects
of the change in the scope
of consolidation, exchange
differences and non-organic
components constituted
by non-recurring items and
other non-organic income
and expenses. The organic
change in revenues, EBITDA
and EBIT is also used in
presentations to analysts
and investors.
Net financial debt. Telecom
Italia saw net financial debt
as an accurate indicator
of its ability to meet its
financial obligations. It
is represented by gross
financial debt less cash and
cash equivalents and other
financial assets. The report
on operations includes two
tables showing the amounts
taken from the statement of
financial position and used
to calculate the net financial
debt of the group and parent.

(to analysts and investors).
The entity regarded
EBITDA as a useful unit of
measurement for evaluating
the operating performance
of the group and the parent.
Organic change in revenues,

Adjusted net financial
debt. A new measure
introduced by Telecom Italia
to exclude effects that are
purely accounting in nature
resulting from the fair value
measurement of derivatives

*
*
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Evaluating APMs
The International Accounting
Standards Board (IASB) is
undertaking an initiative to
explore how disclosures in
IFRS financial reporting can
be improved. The project has
started to look at possible
ways to address the issues
arising from the use of
APMs. This initiative is made
up of a number of projects.
It will consider such things
as adding an explanation
in IAS 1 that too much
detail can obscure useful
information and adding more
explanations, with examples,
of how IAS 1 requirements
are designed to shape
financial statements instead
of specifying precise terms
that must be used. This
includes whether subtotals
of IFRS numbers such as
EBIT and EBITDA should be
acknowledged in IAS 1.
In the UK, the Financial
Reporting Council

supports the inclusion
of APMs when users are
provided with additional
useful, relevant information.
In contrast, the Australian
Financial Reporting Council
feels that such measures

are outside the scope of
the financial statements. In
2012, the Financial Markets
Authority (FMA) in the UK
issued a guidance note
on disclosing APMs and
other types of non-GAAP
financial information, such
as underlying profits, EBIT
and EBITDA.
APMs appear to be used
by some issuers to present
a confusing or optimistic
picture of their performance
by removing negative
aspects. There seems to
be a strong demand for
guidance in this area, but
there needs to be a balance
between providing enough
flexibility, while ensuring
users have the necessary
information to judge the
usefulness of the APMs.
To this end, the European
Securities and Markets
Authority (ESMA) has
launched a consultation on
APMs. The aim is to improve
the transparency and
comparability of financial
information while reducing
information asymmetry
among the users of financial
statements. ESMA also
wishes to improve coherency
in APM use and presentation
and restore confidence in
the accuracy and usefulness
of financial information.
ESMA has therefore
developed draft guidelines
that address the concept
and description of
APMs, guidance for the
presentation of APMs and
consistency in using APMs.
The main requirements are:
Issuers should define
the APM used, the basis
of calculation and give
it a meaningful label
and context.

*
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APMs should be
* reconciled
to the financial
statements.
APMs that are presented
outside financial
statements should be
displayed with less
prominence.
An issuer should provide
comparatives for APMs
and the definition and
calculation of the APM
should be consistent over
time.
If an APM ceases to be
used, the issuer should
explain its removal and
the reasons for the newly
defined APM.
However, these guidelines
may not be practicable
when the cost of providing
this information outweighs
the benefit obtained or
the information provided
may not be useful to users.
Issuers will most likely
incur both implementation
costs and ongoing costs.
Most of the information
required by the guidelines is
already collected for internal

*
*

*

management purposes, but
may not be in the format
needed to satisfy the
disclosure principles.
ESMA believes that the
costs will not be significant
because APMs should
generally not change
over periods. Therefore,
ongoing costs will relate
almost exclusively to
updating information for
every reporting period.
ESMA believes that the
application of these
guidelines will improve the
understandability, relevance
and comparability of APMs.
Application of the
guidelines will enable
users to understand the
adjustments made by
management to figures
presented in the financial
statements. ESMA believes
that this information will
help users to make better-
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grounded projections
and estimates of future
cashflows and assist
in equity analysis and
valuations. The information
provided by issuers in
complying with these
guidelines will increase
the level of disclosures,
but should lead issuers to
provide more qualitative
information. The national
competent authorities will
have to implement these
guidelines as part of their
supervisory activities
and provide a framework
against which they can
require issuers to provide
information about APMs. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department at
Manchester Metropolitan
University Business School
FOR MORE INFORMATION:

ESMA’s consultation on APM guidelines is at
http://tinyurl.com/p3a4ro5
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Rules with wriggle room
The EU’s new accounting directive leaves plenty of scope for national picking and
choosing on audit thresholds and reporting requirements, as John Davies explains
In turning Europe’s new
far-reaching accounting
directive into law in their
own countries in the next
12 months or so, the EU’s
28 member states will
have to make a number of
significant decisions.
One of the key objectives
of the new directive, which
merges and supersedes
two directives on individual
company accounting and
group accounting, is to
enhance consistency of
practice and comparability

statutory audit requirement
for small companies
will have to implement
it by means of national
legislation. This is likely to
prove problematic in those
countries that have set
themselves against ‘gold
plating’ and committed
themselves to going no
further than the minimum
required when implementing
new EU legislation.
Associated with the
decision on whether or not
to retain the small company

introduced in 1978. The
new directive raises the
thresholds significantly,
though governments have
some new flexibility on the
matter, which is designed
to reflect the different
economic conditions
between different EU
member states.
So, from 2015,
governments can set the
turnover threshold for
small companies anywhere
between €8m and €12m,
with the new balance sheet

▌▌▌LARGE COMPANIES WITH MINING AND FORESTRY
BUSINESSES WILL HAVE TO DETAIL ALL THE MATERIAL
PAYMENTS THEY HAVE MADE TO GOVERNMENTS
of accounting information. It
has done this by addressing
the large number of options
and derogations in the
fourth and seventh directives
– but plenty of scope for
national divergence remains.
For some governments,
the biggest decision will
concern the future status
of the audit for small
companies. Under the
current fourth directive,
there is a standard
requirement for all
companies to be audited
but also an entitlement for
individual member states
to exempt those companies
that qualify as ‘small’.
Under the new directive,
audit is required only for
companies that are larger
than ‘small’, meaning that
EU law will in future contain
no obligation whatsoever on
this matter.
As a result, any member
state that wishes to retain a
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audit is the decision on how
to define the small company
for accounting purposes.
The thresholds that govern
the definition of small and
medium-sized companies
have been regularly reviewed
and raised since they were

figure having to be anywhere
between €4m and €6m;
the average number of
employees remains at 50.
As is currently the case,
a company will have to
meet two out of the three
conditions in order to qualify
as ‘small’.
Where companies meet
the new test, member
states will be able not only

to exclude them from any
audit requirement but also
to afford them significant
exemptions from disclosure
and publication rules. As
well as authorising them to
prepare abridged financial
statements – on the lines of
the current rules – national
governments can exempt
them from the standard
requirement to prepare a
directors’/management
report and require them to
file only a balance sheet for
the public record.

Micro-entities
For the very smallest
companies, member states
can now put in place an
exceptionally slimmed-down
disclosure and reporting
regime. The new ‘microentities’ regime imposes
three conditions – turnover
not exceeding €700,000,
balance sheet total not
exceeding €350,000 and no
more than 10 employees.
Qualifying companies must
satisfy at least one of these
conditions.
They will still have
to prepare accounting
information but governments
can allow them to ‘abridge’
the information even more
than in the small companies
regime. They can exempt
micro-entities from including
accruals information,
drawing up notes to their
accounts, preparing a
directors’/management
report, and putting their
accounts in the public
record (although, the last
of these exemptions must
be on condition the balance
sheet is filed with another
government authority, eg the
tax authority).
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In bringing forward
both the small company
and micro-entity reforms
the European Commission
has been motivated at
least partly by a desire
to be seen to be reducing
administrative burdens for
smaller businesses, as well
as the costs that go with
them. In deciding whether
to implement the new
options, member states can
be expected to see political
advantage in freeing up
small firms from red tape.
But in focusing on the
purported cost savings,
comparatively little
attention has been paid to
the benefits that rigorous
accounting and disclosure
practices can bring, and to
the risks posed by reduced
rigour to shareholders,
employees and creditors.
Further, the claimed cost
savings are hypothetical –
as long as companies are
required to prepare full true
and fair accounts for the tax
authorities they will have to
bear the costs associated
with doing so and any cost
savings achieved under
the company law regime
will still be incurred in
practice. Member states
would do well to consider
their policy options in
the wider context and not
just as a straightforward
cost reduction issue with
no other implications for
the health of the small
business sector.
Meanwhile the thresholds
for medium-sized companies
are also to rise, this time
to a maximum of €40m
for turnover and €20m for
the balance sheet figure.
Member states may for the
first time choose to exempt
medium-sized groups from
the requirement to produce
group accounts.
As all this suggests,
despite the EU’s original
intention to eliminate
substantially the many

derogations and exemptions
in the pre-existing directives,
the new directive contains
a good many options for
national governments.
That in itself seems likely
to result in a continuation
of divergent practices in
disclosure and reporting.
Member states now have
to consider the following
significant options:
They can require
companies other
than small to include
additional statements in
the financial statements:
this will have implications
for company auditors.
Member states are
entitled to define the
exceptional cases that
will allow companies to
disapply parts of the
directive in order for
their accounts to give the
required true and fair view
(or alternatively choose
not to define them).
They may add to the
directive’s disclosure
requirements (although
not for small companies).
They may choose to
exempt companies from
the standard ‘substance
over form’ provision.
They may permit or
require companies to
revalue fixed assets.
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Accounts deadline
One interesting – and long
overdue – reform is that
for the first time EU law
requires member states
to impose a deadline for
publishing annual accounts.
This makes great sense
if the purpose of filing
accounts on the public
record is to ensure that
third parties have access to
useful information on the
reporting company. Though
the standard deadline laid
down in the directive is a
generous 12 months, this at
least presents the prospect
of that figure being reduced
at a future stage.

At the large company
level, the element of the new
directive that has attracted
most interest and concern is
the requirement to disclose
payments to governments –
the well-publicised ‘country
by country reporting’
requirement. Companies
with mining and forestry
businesses will have to
make a new, separate
report in which they detail
all the material payments
(over €100,000) they have
made to national and
local governments within
and outside the EU. The
payments must be broken
down into categories, which
include tax payments and
licence fees.
During the negotiation
process the European
Commission was reportedly
keen to expand the scope
to cover banks and financial
institutions at least, but
decided not to take that

further for
the time being.
Once the new
accounting directive
has been turned
into national
law by the EU
member states, they
will be faced with the
prospect of dealing with
the non-financial reporting
directive, which was agreed
this spring and should be
incorporated into national
law by 2016. This will affect
larger companies only,
specifically those with over
500 employees and turnover
over €40m. The companies
affected will have to disclose
new information about their
policies and practices on
human rights and anticorruption matters, although
disclosures will be subject to
a materiality threshold.
In short, this promises to
be a very significant year for
accounting policy in Europe.
Now that the framework
has been agreed at the
EU level, the deliberations
taking place at the national
level will have important
long-term implications for
businesses large and small
and for the accountants who
work for them. ■
John Davies is head of
technical at ACCA
FOR MORE INFORMATION:

‘EU spins the audit wheel’, pages 30–32
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Technical update
A monthly round-up of the latest developments in financial reporting, audit, taxation
and legislation from the IASB, the European Union, the OECD and elsewhere
FINANCIAL REPORTING

The International
Accounting Standards
Board has issued new
guidance on how to treat an
acquisition of an interest
in a joint operation that
constitutes a business.

or shorter to align with
the effective date of the
revisions arising from the
auditor reporting project’,
but that early application
will be permitted.
The IAASB has said
that following the earlier
consultations it accepts
that ‘ISA 720 (Revised)
should be as clear and
understandable as possible
regarding the auditor’s
obligations with respect to
the other information in
the context of the audit of
the financial statements’.
One of the earlier issues
concerned the ambiguity
as to the nature and extent
of work to be performed,
and changes have been
made. The end result is
that ‘IAASB concluded
that there should be a
“raising of the bar”, though
it should not go so far as
to require the auditor to
obtain assurance on the
other information’.
You can see the ED at
http://tinyurl.com/iaasbauditor
Glenn Collins, head of
technical advisory, ACCA UK

AUDIT

OECD

RESPONSIBILITIES

VAT GUIDELINES

MACRO HEDGING

The International Accounting
Standards Board has issued
a discussion paper on macro
hedging: Accounting for
Dynamic Risk Management:
a Portfolio Revaluation
Approach to Macro Hedging.
It is available for comment
until 17 October 2014.
The paper sets out a
portfolio revaluation
approach that is ‘intended
to be applicable to the
dynamic management
of risks arising from
both financial and nonfinancial items’, an issue
users currently face when
applying IAS 39, Financial
Instruments: Recognition and
Measurement and IFRS 9,
Financial Instruments.

IFRS 11 JOINT
ARRANGEMENTS

The International Auditing
and Assurance Standards
Board (IAASB) has issued
an exposure draft (ED),
International Standard on
Auditing 720 (Revised), The
Auditor’s Responsibilities
Relating to Other Information,
which is open for comment
until 18 July. It states
that the effective date
will be ‘12–15 months
after issuance of the final
standard, but may be longer
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A new set of global
guidelines on the application
of VAT (or GST – goods
and services taxes) to
international trade has been
agreed at an Organisation
for Economic Cooperation
and Development
(OECD) meeting.
It sets standards
ensuring VAT neutrality
in cross-border trades
and advises that VAT on
business-to-business trades

in services should be levied
at the purchaser’s location.
An OECD note says: ‘The
first makes sure VAT targets
private consumption and
not businesses, so it has a
neutral effect on production
and levels the playing field
for domestic and foreign
businesses in cross-border
trade. The second should
ensure that B2B trade in
services is only taxed in the
country of the recipient of
the service.’
An OECD note says that
the use of different rules by
tax jurisdictions to decide
which government can tax
an international transaction
promotes ‘double taxation,
which hurts trade, and
undertaxation, which
hurts governments’.
More at: http://tinyurl.
com/OECD-VAT

WAGE TAXES RISE

Personal income taxes
have risen in 25 out of 34
OECD member developed
countries over the past three
years, according to an OECD
report. Rates have risen
while tax-free allowances
and tax credits have fallen.
The steepest rises
were in the US, Portugal
and Slovakia, with the
average OECD tax burden
on employment incomes
increasing by 0.2% in 2013,
to 35.9%.
More at: http://tinyurl.
com/wagetax

EUROPEAN UNION
FAILED BANKS DEAL

The European Union
Council of Ministers and
the European Parliament
have struck a deal to

create a single resolution
mechanism (SRM), charged
with ensuring that failing
EU banks can be wound
up without expensive
public bailouts.
The mechanism will have
a decision-making board and
a resolution fund, helping
coordinate the wind-up of
failing banks.
More at: http://tinyurl.
com/EU-SRM

GREATER CARTEL
TRANSPARENCY

A new European Union
directive aimed at enabling
cartel victims to recover
their full losses suffered
through antitrust violations
could result in more
information being disclosed
about such cases.
The directive – approved
by EU ministers and
MEPs – will force the
courts of member states
to order, ‘under certain
conditions, the disclosure
of relevant evidence
from parties involved in
a case of violation of
competition law’.
More at: http://tinyurl.
com/EU-cartel

MORE INFO FOR RETAIL
INVESTORS

Small retail investors will
get more information
about investment packages
sold to them under a new
European Union regulation.
Its transparency rules
cover packaged retail and
insurance-based investment
products, investment funds,
structured deposits and
life insurance policies with
investment elements.
More at: http://tinyurl.
com/EU-IPinfo
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UK BREAKS TAX LAWS

UK rules that insist a British
company can transfer
losses to another member
of a group only if it too
is based in the UK break
European Union laws on
freedom of establishment,
the European Court of
Justice has ruled. Judges
said such transfers should
also be available for group
companies based in other
EU member states.
More at: http://tinyurl.
com/ECJ-losses

MARKET ABUSE

The European Union
Council of Ministers has
approved a new market
abuse directive that extends
the EU’s ban on insider
dealing and manipulation
of financial instruments
to multilateral trading
facilities, organised
trading facilities and
over-the-counter financial
instruments.
More at: http://tinyurl.
com/EU-MAD1
Keith Nuthall, journalist

AUSTRALASIA
ASIA REGION FUNDS
PASSPORT PROPOSALS

Australia, New Zealand,
Philippines, Singapore,
South Korea and Thailand
have released a joint
consultation paper on
proposed rules for the
planned Asia Region
Funds Passport, which
will promote cross-border
collective investment
schemes in participating
countries. It allows
fund managers to offer
investments in other
member economies using
a streamlined authorisation
process. Comments by 11
July. See http://tinyurl.
com/APEC-ARFP ■
Keith Nuthall and Wang
Fangqing, journalists

▲ MAKING INROADS

Building projects in
Rwanda’s capital, Kigali,
are supported by the
World Bank’s International
Finance Corporation

SWISS GIVE IFC CASH INJECTION
Switzerland has agreed to contribute up to US$18m to initiatives designed to
strengthen corporate governance in sub-Saharan Africa run by the World Bank’s
International Finance Corporation. The country’s economic affairs secretariat will
earmark up to US$4.5m of this to fund IFC advice to sub-Saharan Africa private
sector companies wanting to increase their transparency and accountability.
More at: http://tinyurl.com/SECO-SSA
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Africa: a ‘new wave of optimism’
While Africa enjoys a steady rise in overall GDP, risks still remain – and accountants have
a key role for the future, delegates at ACCA’s CXO African Convention were told
The challenges and
opportunities facing Africa
in the digital age were
tackled by experts at the
first Chief Experience
Officer (CXO) African
Convention, organised by
ACCA in Johannesburg,
South Africa, in April.
‘There is a new wave
of optimism sweeping the
continent,’ said keynote
speaker Professor Oliver
Saasa, managing consultant
and CEO of Premier
Consult. ‘Africa’s overall
GDP has indicated a steady
annual increase of 5.5%
between 2005 and 2008.
In 2009, GDP increased by
2.4%, continuing to a 4.7%
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upturn in 2010 and reaching
5.2% in 2014.
‘If you look deep into the
African continent you will
note that this performance
is boosted and sustained
by rising investment in
infrastructure and natural
resources, and solid
household spending.
‘2013 noted a continued
rise of capital flows
to numerous southern
African countries, reaching
approximately 5.3% of
regional GDP, soundly above
the developing country
average of 3.9%, [due to]
lower global food prices,
prudent monetary policies
and reduced inflation in

certain African regions,
with 6.3% growth in 2013,
compared with 10.7% a year
before,’ he said.
While Africa’s overall GDP
growth rate is expected to
stay strong, a number of
important risks remain,
with political uncertainty,
locally volatile food prices
and commodity services
still negatively affecting the
continent. ‘There is a great
absence of procedures
and parameters in African

markets,’ said Nenad Pacek,
president of Global Success
Advisors. ‘African countries
need to change their policies
in order to allow foreign
investors to feel at home.’
Jamil Ampomah, ACCA
director, sub-Saharan Africa,
said: ‘The accountancy
profession has a critical
role to play in ensuring that
the emerging opportunities
are well managed for the
sustainable development of
the region.’ ■
FOR MORE INFORMATION:

‘Keeping the great leap going’, this edition, page 21
‘Infrastructure heavyweight’, this edition, page 27
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MBA trends
There’s no doubt about it, obtaining an MBA will greatly broaden an accountant’s career
options and boost salary expectations – but where are the greatest benefits to be gained?
We hear such a lot about
global qualifications these
days, in a world where
physical boundaries are
becoming less important
within both education and
the workplace. Technology
means that people can work
and learn from any corner
of the world. Not only is
your ACCA Qualification
globally recognised but
you can study in a number
of different ways from
anywhere at all. The same
is true of an MBA, although
that is not to say that
geography is completely
irrelevant when analysing
the short- and long-term
benefits that having a
master’s will bring.
A recent report from
QS Intelligence Unit and
TopMBA.com looked
at trends in the MBA
recruitment market and
made some fascinating
predictions of future trends
from recruiters in general
industry, consulting,
financial services and
technology across the world.
The report found 14%
growth in global MBA hiring
in 2013. Interestingly,
especially as the global
economy has shown slow
but steady improvement over
the past couple of years,
this represents a slight drop
on 2012’s figure of 15%.
However, it’s a huge increase
from just five years ago,
when there was a 5% decline
in MBA hiring, and shows
that employers are still
incredibly keen to attract
candidates with a master’s.
It is the companies in
emerging markets that are
driving growth in demand
for MBAs.

Asia is the world’s most
dynamic MBA market, with a
20% growth rate. India and
China particularly continue
to embrace the qualification.
And accountants take note,
because this is especially
evident in the finance and
micro-finance sectors, with
consulting and professional
services, manufacturing
and IT/computer services
also faring well. Since 2011,
India has overtaken the
US in terms of volume of
reported MBA jobs for fresh
graduates and there is no
sign of this trend reversing,
with projected growth for
Asia of 34% for 2014.
The report shows that
across North America MBA
demand was relatively flat
in 2013, up just 2%, but
forecast to be much stronger
throughout 2014, reaching
16% by the end of this year.
The situation in western
Europe is similar, with
reported net growth in
MBA demand of 1% in
2013. Growth in demand
in Germany, the UK and
Scandinavia is offset by
Greece, Spain and Ireland,
which all continue to report
static or falling MBA demand
as austerity measures hit
local employers. However,
there is some good news
for Europe’s MBAs. Growth
across Europe is forecast to
accelerate by the end of this
year by a projected 6%.
Of course, there are
some important sectorspecific differences in MBA
employment demand. And
again, finance is leading
the field with an increase of
11% in MBA employment
demand. In fact, 11% is the
figure du jour for the winners

20% Asia’s growth

rate for the MBA
is the world’s
highest. China
particularly
embraces the MBA.

There are now more
reported MBA
jobs for fresh
graduates in
India than there
are in the US.

1% With austerity

measures hitting
employers, MBA
demand growth
in 2013 was 1%
in western Europe.

2% MBA demand

growth in North
America in 2013
was just 2% but
is expected to hit
16% by end-2014.

in the sectors where demand
has grown. Last year saw
the recovery in financial
services finally make a
difference, with an increase
of 11% in MBA employment
demand in 2013 (compared
with a contraction of 3%
in 2012). Incidentally, this
represents a quarter of all

reported MBA jobs, and
growth is set to continue
this year. However, the
growth is concentrated in
Asia, western Europe and
the Middle East, and has yet
to reach North America.
MBA consulting jobs
also showed an 11%
jump in demand in

»

Interested in doing an MBA,
MSc or other postgraduate
qualification? Our special
regular section of Accounting
and Business explores the options
and the issues involved.
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2013, with a more modest
4% increase expected this
year. Interestingly, though,
the growth is now more
concentrated on smaller
consulting firms rather than
the big multinationals.
Demand for MBAs in
the technology sectors
has undergone an era of
unprecedented growth,
especially in Asia, with an
increasing number of hitech and computer services
companies looking for
MBAs to help position their
products in the right markets.
A lot of big US employers are
actively hiring in Asia, and
overall demand grew by 11%.
MBA demand in
general industry, which
includes consumer goods,
construction, energy,
manufacturing, mining and
retail, is strong as many
local employers expand their
overall demand for MBAs.
Media and entertainment,
and travel and hospitality –
the two weakest-performing
sectors 12 months earlier,
with falls in demand – both
showed a return to modest
growth in 2013.
The report also looked
at which skills learned on
MBA courses are satisfying
employers. Employers
are, in general, satisfied
with the technical skills
acquired by MBA students,
and this result seems to
be independent of the
business schools from
which the employers
recruit – so this includes
skills acquired in finance,
marketing, e-business, risk
management, corporate
social responsibility,
linguistic ability and overall
academic achievement.
Employers are also
pleased with the excellent
leadership skills that a
business school graduate
has. However, MBAs are
still not cutting the mustard
in terms of soft skills
such as communication,
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interpersonal and strategic
thinking, and there was
also criticism that the
demand for entrepreneurial
skills among MBAs is not
being met.
For the sixth successive
year, there has been a drop
in employer demand for
MBAs with under three
years’ experience, and
especially for MBAs with less
than a year’s experience.
Demand for those with a
year or less of experience
attracted only 5% of
employers in 2013. This
contradicts the policy of
several top-tier US business
schools, which are actively
recruiting pre-experience
candidates in the pursuit of
higher average GMAT scores.
Asia-Pacific employers
are much more willing
to recruit younger MBAs
with three years or less
of experience.
By far the most soughtafter candidates in terms
of experience are those
with three to eight years of
work experience, accounting
for 60% of MBA employer
demand worldwide in 2013.
And what of the allimportant remuneration?
What can you expect across
the world in terms of salary
expectations if you’ve gone
to the trouble of taking
an MBA? Well, salaries
have continued to increase
substantially in Asia, up 8%,
and have been fairly stable
in Western markets, but
overall MBA compensation
has risen almost everywhere
as companies raise their
bonus payments. The
top regions by average
salary are: North America
(US$109,200), western
Europe (US$105,900),
Asia-Pacific (US$85,100),
Africa and Middle East
(US$76,500), Latin America
(US$72,200) and central
Europe (US$72,100). ■
Beth Holmes, journalist

BEST US BUSINESS SCHOOL
Stanford Graduate School of Business has topped the
chart of the best business schools in the US according
to graduate alumni. A Forbes survey of more than
17,000 graduates from the class of 2008 collected
opinions on salary data, job preparedness and
satisfaction with education.
Stanford MBAs had the biggest salaries with
median total compensation of $221,000 five years
out of the programme. The school’s top employers
in 2012 were consultancies Bain, Boston Consulting
Group and McKinsey, as well as tech giants Apple and
Google. These companies are considered the most
desirable among MBAs.

CHINA SCRAPS FREE TUITION
The Chinese government’s decision to scrap free tuition
for postgraduate studies – including master’s degrees
and PhDs – is driving more graduates to enter the job
market instead of remaining in higher education.
Free postgraduate studies come to an end at
centrally funded universities in China from the 2014
academic year that starts in September. The total
number of students who took the national graduate
school entrance examination in January is down by
40,000 compared with the same time the previous year.
The government has also this year removed the age
cap on students in postgraduate studies.

FOR MORE INFORMATION:

The full report is at http://tinyurl.com/QS-TopMBA
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Prevention is better than cure
ACCA USA’s second annual New York conference on cyber security highlighted the
seriousness of this mounting IT threat and offered solutions to mitigate the risks
Every year fewer citizens
of rich nations are being
assaulted, murdered or
held up at gunpoint. In the
US, the number of violent
crimes per year has plunged
32% since 1990 and, in the
biggest cities, such offences
are down a stunning 64%.
A similar trend can be seen
everywhere from Britain to
Estonia. Yet one class of
crime has been immune to
this welcome trend.
In 2013 the number of
damaging cyber attacks
on US companies doubled
to 122 every week,
according a recent study
by technology firm HP and
the Ponemon Institute. The
average annualised cost
of cybercrime meanwhile
climbed by almost 80% to
US$11.5m.
ACCA has been seeking
to spread awareness of this
threat. In its second annual
conference on cybercrime,
it convened a group of top
experts on 3 April to shed
light on what lies behind
this IT menace and what
steps businesses can take to
protect themselves.
Introducing the event
at New York’s Pace
University, David Szuchman,
executive assistant district
attorney and chief of the
investigations division at
the Manhattan District
Attorney’s office, said that
technology-based crime
had become a pervasive
hazard. ‘Identity theft is the
fastest-growing crime in this
country,’ he said. ‘As the
technology becomes more
sophisticated, so do the
criminals who use it.’
Most traditional offences
require criminals to be
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physically close to their
victims. Not so cybercrime,
which is accordingly far
harder to prosecute.
‘Somebody sitting in
Ukraine can impact New
York City,’ Szuchman said.
‘To prosecute that kind of
crime you need some very
unique capabilities.’ But
he also spoke about a case
successfully pursued by his
office, which demonstrated
that the pursuit of cyber
criminals was not a forlorn
quest. In August 2013
the New York District
Attorney’s office secured the
conviction of 15 members

Speakers at the
conference said companies,
individuals and government
agencies still faced an
uphill struggle to protect
themselves. ‘The ease with
which people can penetrate
your systems is sobering
and you can’t be completely
vigilant every hour of the
day,’ said Charles Gilgen, a
supervisory special agent
at the Federal Bureau of
Investigations (FBI). ‘Often
all you have to do is open
up an attachment and you
have a problem.’ The speed
with which a cyber attack
inflicts damage also helps

where the threats are
coming from. ‘We tend to
think about this problem as
an “us and them” problem,’
warned Vincent Tophoff,
senior technical manager at
the International Federation
of Accountants. ‘But there
is a large grey area where
people can turn from good
guys into bad guys.’ Given
the large financial rewards
of cybercrime, some IT
experts can be tempted into
illicit activity.
The FBI also believes
companies need to be
more aware that the threat
can come from within.

▌▌▌CURRENTLY THERE ARE NOT ENOUGH QUALIFIED
CYBER EXPERTS TO STOP ALL THE THREATS AGAINST US
of an organised crime
gang with links to Ukraine
and the Czech Republic
that had stolen more than
US$5m from over 100,000
card holders. One of the
ringleaders in this Western
Express case, Douglas Latta,
was sentenced to up to 44
years in prison.

Deterrent value
This sentence, Szuchman
said, was a warning to IT
fraudsters that the legal
system is able to punish
such offences. ‘It is groundbreaking to hear a sentence
like that,’ said Szuchman.
‘While my job is not purely
to put people behind bars, it
clearly is a deterrent. Judges
are coming to understand
what is happening to
victims, who are being
completely manipulated by
technology,’ he added.

explain why the financial
losses are mounting. ‘The
technology allows bad
things to happen quickly
and in large volumes,’ said
Robert Zandoli, global chief
of information security at
insurance giant AIG.
In addition, speakers
complained about a
shortage of qualified cyber
experts to combat this
threat. ‘Currently there
are not enough qualified
cyber experts to stop all
the threats against us,’ said
Judge Robert Keating, Pace
University’s vice president
for strategic initiatives. That
is good news for IT security
graduates, who can demand
high salaries and enjoy job
security. It is a problem,
however, for companies and
government agencies.
Finally, panellists agreed
that it is not always clear

‘Sometimes there are people
inside the company and
everything is going fine,’
says Gilgen. ‘Then a problem
arises – personal or financial
– and they become a bad
guy. We need to highlight
this vulnerability.’
Zandoli added that a
company’s own staff can
be the Achilles’ heel of
the organisation. ‘A really
smart, malicious insider
can get around many of
the protections you put in
place,’ he said.
The vulnerability of
companies has been further
increased by the use of
personal technology in the
office, explained Bernadette
Gleason, the North America
eCrime laboratory manager
for the banking group Citi.
‘The fact that employees
can now bring smartphones
into the office means they
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▲ ADDRESSING THE THREAT

From left: Jonathan Hill, Pace University’s associate dean and director of special programs and projects; Charles Gilgen,
FBI; Bernadette Gleason, Citi; Robert Zandoli, AIG; and Vincent Tophoff, International Federation of Accountants

can potentially take pictures
of screens with customer
account information,’ she
cautioned. ‘Added to this,
allowing staff to bring
their own computers on
to the network – or take
company computers home
for personal use – raises the
threat of infection.’
Despite the complexities,
panellists agreed there were
ways to mitigate the threat.
The starting point, said
Zandoli, was a ‘continuous
and constant’ programme
of awareness. If members
of staff understand where
the risks come from, they
can avoid basic errors, he
explained.
‘It’s not just a
question of educating a
lot of specialists,’ said
Tophoff. ‘This problem
concerns everybody in an
organisation.’

Companies and
government agencies also
needed to move cybercrime
to the forefront when
designing IT. ‘You need
layers of defence built
into the IT systems,’ said
Gleason. It is not enough to
test for vulnerabilities once
a system has been set up
and only then try to plug
gaps, she explained. ‘At the
moment security is still an
afterthought,’ she added.

Dynamic defence
Aside from adding layers of
protection into IT, Zandoli
said the future of security
lay in dynamic defence.
The latest generation of
intelligent systems can
learn, adapt and proactively
combat fast-changing cyber
threats, as a recent report
from consultant Booz Allen
explained. ‘One criticism

of cyber security is that it
has always been reactive,’
said Zandoli. ‘But tools
are advancing and the
latest technologies can
see anomalies and react
automatically.’ That creates
a much faster response
time than would be possible
if companies relied on
humans to spot problems.
‘Such systems can also
be preventative rather
than merely detective,’
Zandoli added. Of course,
this technology is still
developing and the criminals
are also becoming more
sophisticated.
Companies also need
to be more open in turning
to the authorities when
problems arise. Gilgen at the
FBI said that an increasing
number of companies were
willing to come forward
when their systems had

been infiltrated. ‘It is very
hard for companies to take
this to their shareholders
and the public, or even to
law enforcement,’ he said.
‘But we cannot do our
jobs unless corporations
cooperate with us. Our
pledge is that we want
to works as swiftly and
professionally as possible to
protect their resources.’
Despite soaring
incidences of cybercrime,
ACCA’s panel of experts
believed that IT offences
could be contained. The
hope is that by the time of
next year’s conference there
will be more evidence that
cyber criminals – like their
lower-tech predecessors –
are on the back foot. ■
Christopher Alkan,
journalist based in
New York

ACCOUNTING AND BUSINESS

66

ACCA

INSIDE
ACCA

Unease emerges

64 Cybercrime
ACCA USA event
highlights a
growing threat

Business confidence grows but is more dependent on price and
stability, reveals ACCA’s Global Economic Conditions Survey
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Global business confidence
is up but the economic
recovery could be seriously
flawed, reveal findings from
ACCA’s and the Institute of
Management Accountants’
(IMA) Global Economic
Conditions Survey (GECS).
The quarterly global
survey found that 30%
of respondents were
more confident about
the prospects of their
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organisations than they had
been three months earlier, a
figure unchanged since late
2013. On the other hand,
31% reported a loss of
confidence, down from 34%.
However, a closer look
revealed a worrying picture.
Manos Schizas, ACCA
senior economic analyst,
said: ‘Since early 2013,
global business confidence
has become increasingly

dependent on price and
exchange rate stability. This
trend is a sign of building
financial turbulence, and has
accelerated dramatically in
early 2014.’
The survey has also
revealed a continued
divergence of fortunes
between developed and
emerging markets.
To read the report, see
www.acccaglobal.com/ab83

DHAKA VISIT
In a speech to business leaders and
ACCA members in Bangladesh last
month, Steve Heathcote, ACCA’s
executive director – markets,
championed the role that accountants
can play in tackling the modern-day
challenges and risks that businesses
face in the country and round the world.
Heathcote addressed 78 ACCA
student high achievers at a ceremony
at the University of Dhaka. He also
announced that students there can now
take advantage of ACCA’s official exam
exemptions programme.

▲ DHAKA DISCUSSION

Steve Heathcote spoke to business
leaders, ACCA members and students in
Bangladesh’s capital

AUDITS NURTURE TRANSPARENCY
Fresh thinking is required if company governance and risk
management are to be strengthened, following the deepest
global recession the world has ever known.
This was the key theme of a major thought leadership
conference hosted by ACCA in London on 28 March, which looked
at creating value through governance, risk reporting, channelling
corporate behaviour and accounting for uncertainty. The event
aimed to seek attendees’ input on ACCA’s work in these areas to
ensure it is robust and relevant to business.
Paul Moxey, head of corporate governance and risk management at ACCA, said of the
conference: ‘ACCA is committed to taking a lead on research in corporate governance,
including risk management, and culture. We want to encourage better understanding
by boards, executives and others of how governance can help create value and of how
culture affects decision processes. The conference brought these themes together.’
More about the event can be found at www.accaglobal.com/risk
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