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BROADEN YOUR HORIZONS

In our ever shrinking world, the relevance of a global
qualification such as ACCA’s has never been greater.
This comes home when you read our profile interview
with Mark Vale FCCA, CFO for international operations
at global delivery business UPS. During his 26 years
at UPS he has lived in seven countries, and currently
spends a third of his time on the road, jetting from head
office in Atlanta, Georgia, to keep tabs on operations
throughout Asia and Europe. He says: ‘Part of the joy of working for a company
that operates in 220 countries is the opportunity to have a really global career.’
You can read about his journey beginning on page 12.
Another aspect of globalisation covered this month is the risk inherent in
a complex international supply chain. Recent developments in litigation and
legislation have raised the risk to corporates from pillage. Companies need to
understand the risks associated with the provenance of goods or materials they
source from around the world. Liability for money laundering offences can attach
indirectly too, simply as a result of handling goods pillaged by a supplier or their
associates. Read more on page 38.
The US already has disclosure requirements for companies to show their due
diligence practices to ensure they’re not buying minerals from illegal armed
groups in the Democratic Republic of Congo – and conflict minerals reporting
rules are likely to follow in the EU and Canada. The cost-benefits around these
disclosures are discussed on page 20.
One of the most important byproducts of globalisation and global careers are
the benefits that diversity in all its senses has brought to business. Two recent
roundtables in Canada that we report on on page 62 brought together finance
leaders to discuss diversity and how to deliver it in the finance department. As
one participant said, you learn through experience to broaden your thinking.
Lesley Bolton, international editor, lesley.bolton@accaglobal.com
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NEWS | PICTURES

◄ CAFFEINE FIX

Nespresso is eyeing
coffee demand in Asia and
China in plans to bring its
‘affordable luxury’ capsule
system to the region

▼ ALL EYES ON ITALY

Italy has begun its six-month presidency of the European
Union, headed by prime minister Matteo Renzi

▼ TIME FOR REFLECTION

Following the twin disasters of flights MH17 and
MH370, Malaysia Airlines may seek to rebrand itself
to regain customers’ trust. It has called for changes
to international rules on where airlines can fly

▲ DEEPEST CUT

US company Microsoft, founded by Bill Gates,
is to shed 18,000 jobs worldwide in the largest
layoff in the company’s history

ACCOUNTING AND BUSINESS
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▲ STAYING VIGILANT

Countries across Africa are intensifying their
efforts to curb the current outbreak of the deadly
Ebola virus. Sierra Leone has seen the highest
number of victims of the disease

► BIG FOUR FEAR?

A group of Russian lawmakers has proposed
banning companies including the Big Four
global accountancy firms, apparently in
response to increased Western sanctions

▲ ELECTION WIN

PDI-P party’s Joko Widodo, seen here on polling
day, won the close-run presidential elections in
Indonesia, one of Asia Pacific’s emerging markets

▼ DEBT DEFAULT

A wall in Argentina’s capital, Buenos Aires, is daubed 'No to the debt
payment’. The country defaulted on its US$1.3bn debt after last-minute
talks with bond holders ended in failure

ACCOUNTING AND BUSINESS
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News round-up
BRICS to create development bank, US to seek ways to discourage corporate ‘inversions’,
Islamic finance skills gap identified, and big six firms endorse integrated reporting for B20
PRUDENCE REVISITED

The concept of prudence
is likely to be reintroduced
into the International
Accounting Standards
Board’s Conceptual
Framework. A meeting of
the IASB ‘tentatively agreed’
to reintroduce prudence,
describing it ‘as the exercise
of caution when making
judgments under conditions
of uncertainty’. The IASB
added: ‘The exercise of
prudence is consistent with
neutrality and should not
allow the overstatement
or understatement of
assets, liabilities, income or
expenses.’

International Monetary
Fund. The BRICS bank
will also provide finance
and other resources
for infrastructure and
sustainable development in
emerging nations. It will be
headquartered in Shanghai.

PwC INVESTS IN AFRICA
PwC is to undertake major
investment in its network
in Africa that will double
its staff numbers there
over the next five years.

The investment will be
undertaken by PwC UK,
improving its linkage with
PwC Africa. It follows
a similar linkage and
investment operation by PwC
UK in central and eastern
Europe. Ian Powell, PwC’s
UK chairman and senior
partner, said the move
was a response to Africa’s
economic growth and the
increased demand for
professional services. ‘Africa
has an abundance of natural

AUDIT INSPECTIONS

BRICS SET UP BANK

The BRICS nations – Brazil,
Russia, India, China and
South Africa – have agreed
to create a development
bank. The bank will support
emerging nations in
economic crises – but do
so in ways that avoid the
harsh austerity measures
sometimes imposed by
the World Bank and the

ACCOUNTING AND BUSINESS

1.7BN

1.7BN

INVERSION DISQUIET

The US Senate Finance
Committee is considering
ways to prevent the
continued growth in
‘inversions’. In recent
weeks AbbVie has taken
over UK pharmaceutical
company Shire and as
a result redomiciled its
business from the US to the
UK. The same process was
used by Medtronic when
acquiring Irish company
Covidien. Pfizer would have
redomiciled to the UK had
its bid for UK’s AstraZeneca
been successful. More
than 20 other large US
corporations are reportedly
seeking comparable
M&A deals to avoid US
corporation tax rates.

EY SETTLES SEC ACTION

China, India, Japan and
Indonesia account for
three-quarters of AsiaPacific subscribers – over a
third of the global total.
Asia Pacific
Rest of
the world

TRENDS

Regulators in the US and
China have agreed in
principle to cross-border
inspections of audits. The
details will be negotiated in
the coming months. Outline
agreement was achieved in
meetings between the US
Public Company Accounting
Oversight Board (PCAOB)
and China’s Ministry of
Finance and its Security
Regulatory Commission.
The first cross-border audits
are expected by the end of
the year and will relate to
companies listed in the US
but operating in China.

resources and seven of
the world’s fastest growing
economies; that means
significant opportunities for
UK business,’ he said.

ASIA PACIFIC THE MOBILE GIANT

Asia Pacific now accounts for half of the
world’s mobile phone subscribers and will
remain one of the fastest-growing markets,
according to a new report by the GSMA.
There were 1.7 billion unique mobile
subscribers in the Asia-Pacific region at the
end of 2013, accounting for half of the 3.4
billion global subscriber base. The number of
Asia-Pacific subscribers is expected to reach
2.4 billion by 2020.

EY has agreed to pay more
than US$4m to settle US
Securities and Exchange
Commission (SEC) charges
of violating auditor
independence rules. The
SEC charged EY with having
a subsidiary that lobbied
Congressional staff on
behalf of two audit clients.
EY has since issued two
guidance notices to partners
and staff warning of the
need to restrict legislative
advisory services in the
case of audit clients. An EY
spokesman said: ‘EY takes
great care to ensure our
services for audit clients
conform to all applicable
SEC and PCAOB rules. We
regret these instances that
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TRENDS
WOMEN WILL WAIT 75 YEARS FOR EQUAL PAY

In its report, G20 and gender equality, Oxfam International urges G20 leaders to tackle gender inequality when they
meet in Australia later this year. Referring to data from the World Economic Forum’s Global gender gap report 2012,
which surveyed 136 countries, the charity said that women’s pay wouldn’t equal men’s for another 75 years.

WOMEN’S WAGES AS A PERCENTAGE OF MEN’S FOR THE G20 COUNTRIES
80
60
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arose many years ago and
are pleased to put this
matter behind us.’ In 2012,
EY voluntarily decided to
end lobbying work for SECregistered audit clients.

ISLAMIC TALENT GAP

Islamic finance may be
failing to recruit sufficient
senior talent, a Deloitte
Islamic Finance Knowledge
Center report has warned.
Talent shortage is a serious
challenge facing the sector,
the firm suggested at a
workshop in Bahrain held
jointly with the Islamic
Development Bank Group.
Weaknesses in risk
management and risk
mitigation are also causes
for concern and attention,
warned the workshop.

B20 ENDORSES IR

The Big Four and the two
largest mid-tier firms – Grant
Thornton and BDO – have
jointly endorsed integrated

reporting (IR) ‘as a key
innovation that will make
corporate reporting more
conducive to long-term
investment’. The support
came in a report on
infrastructure investment
commissioned by the
B20 – the business forum
advising the G20 group
of major world leaders.
The report concluded that
the infrastructure deficit,
estimated at US$500bn
annually, had to be tackled
urgently. Improved corporate
reporting using IR would help
refocus investment horizons
in favour of longer-term
returns, said the six firms.

TADAWUL OPENS UP

The announcement that
Saudi Arabia is opening up
its Tadawul stock market
to international investors
has sparked a rally in Saudi
share prices. The reform is
expected to be implemented
next year. Saudi’s stock

exchange is the largest
in the Middle East that is
closed to foreign investors
and the second largest
in the world, after China,
that excludes foreigners.
Foreign investors will be
permitted to trade directly
on Tadawul. The measure is
intended to help the Saudi
economy move away from its
dependence on oil.

DIGI-CURRENCY ALERT

Banks and other financial
institutions should not
buy, hold or sell Bitcoin or
other digital currencies, the
European Banking Authority
has warned. It advised EU
legislators to consider new
controls over digital currency
exchanges and other
brokerage arrangements for
virtual currencies to ensure
compliance with the antimoney laundering directive.
The EBA said that while it
recognises the benefits of
digital currencies, such as
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reducing transaction costs,
there were more than 70
risks associated with their
use, including the capacity
to facilitate crime.

ANTI-LAUNDERING MOVE
ACCA has welcomed moves
towards harmonisation
of anti-money-laundering
regulations across the
European Union. Agreement
towards co-ordinating antimoney laundering rules
and making them more
transparent was reached
through the COREPER body
that deals with technical
negotiations for the EU.
John Davies, head of
technical at ACCA, said:
‘Money laundering deprives
economies of capital and
governments of revenue,
distorts fair competition
in business transactions
and betrays the trust of
stakeholders. Accountants
are in a pivotal position to
make a difference.’

»
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AFRICA TOP WITH INVESTORS
A dramatic improvement in the perception of Africa in the
eyes of foreign investors is leading to a substantial rise in
foreign direct investment (FDI) in the continent, according
to a report from EY. The firm’s 2014 Africa attractiveness
survey, Executing growth, concludes that Africa is now the
top investment destination for UK businesses, with the UK
the largest foreign investor in Africa last year, overtaking
the US. South Africa is the largest FDI destination in
Africa for UK businesses. Investment focus is moving from
the extractive industries to the consumer sectors.

ESG ON RISE IN AFRICA

Some sub-Saharan Africa
bourses are showing
early stage interest in
environmental, social and
governance (ESG) reporting,
according to a new ACCA
report, Stock exchanges
in sub-Saharan Africa:
capturing intent towards ESG
requirements. The report
ranked the Johannesburg
Exchange the region’s most
advanced for sustainability
issues. However, there is
little sustainability reporting
from the largest listed
companies elsewhere, with
only 13 companies (15%)
reporting on sustainability.
ACCA called for listed
companies in the region to
increase the quantity and
quality of their sustainability
disclosures. The report is
available at www.accaglobal.
com/sustainability

BARCLAYS BY COUNTRY

Barclays Bank has become
the first major corporation to
publish a country-by-country

report, showing details
of profits per country,
tax paid and subsidies
received. The report includes
narrative comments to
assist understanding. ‘The
origin of this document
lies in a Europe-wide
regulatory requirement
for banks to publish 2013
turnover and employee
numbers for all countries
where they operate, with
further expected disclosure
requirements in subsequent
years,’ said the bank. ‘We
have decided to go further
and provide all relevant
information this year.’

KPMG BUYS ST CHARLES

KPMG has boosted its
presence in the corporate
finance, hedge fund advisory
and IT consulting markets
with a series of mergers
and acquisitions. KPMG
Corporate Finance has
acquired investment bank St
Charles Capital. KPMG in the
US has acquired some assets
and most partners and

RIGGING SANCTIONS

Jean-Claude Juncker,
incoming president of the
European Commission,
has promised a €300bn
investment programme to
boost the eurozone. This
promise and a pledge to
‘reindustrialise Europe’
was made in a speech to
the European Parliament
as it voted to approve his
presidency. The investment
programme focus will be
on energy, transport and
broadband projects and
building industry clusters.

Former senior executives
of outsourcing company
Satyam have been fined
US$308m by India’s
regulator for market rigging.
The executives will also
have to pay interest on the
sum, which is calculated
as their financial gain
from overvaluing the
company by more than
US$1bn. ‘The noticees have
committed a sophisticated
white-collar financial
fraud with premeditated
and well-thought-of plan
and deliberate design for
personal gains,’ concluded
Rajiv Kumar Agarwal, a
member of the Securities
and Exchange Board of
India. A criminal trial
against the executives is
in progress.

EY PARTHENON MERGER

IR NETWORK LAUNCH

staff of hedge fund advisory
practice Rothstein Kass.
KPMG has also acquired
IT consultancy Zanett
Commercial Solutions.

EUROZONE FUNDS

Strategy consultancy
Parthenon Group has
merged with EY. Parthenon
has 300 partners and staff
working in its Boston,
London, Mumbai, San
Francisco, Shanghai and

SUSTAINABLE ACCOUNTING JOURNAL LAUNCHED
Canada-based Accounting and Business columnist Ramona Dzinkowski has been
appointed editor-in-chief of a new journal covering international developments in
environmental, social and governance (ESG) accounting and reporting, regulatory
news, integrated reporting, and non-financial reporting best practices for accounting
executives worldwide.
‘Organisations are coming under increasing pressure to improve the way they
measure and disclose non-financial information to investors,’ said Dzinkowski.
You can register for free online access to Sustainable Accounting Review at
www.sustainableaccountingreview.com. Read this month’s column on page 20.

ACCOUNTING AND BUSINESS

Singapore offices. Final
terms have not yet been
agreed. Pip McCrostie,
EY global vice-chair for
transaction advisory
services, said it would
position the firms better
to offer strategic advice.
The merger follows PwC’s
acquisition of Booz and
Deloitte’s merger with
Monitor Group.

The International Integrated
Reporting Council (IIRC)
is establishing a business
network of organisations
committed to adopting IR.
It will allow them to explore
the opportunities and
challenges of adopting IR
by networking with peers,
sharing experiences and
best practice, accessing
crucial investor insights, and
gaining industry and expert
perspectives. The IIRC will
highlight leading examples
of integrated reports.
More information at http://
tinyurl.com/IRbiznet ■
Compiled by Paul Gosling,
journalist
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▼ DELIVERING THE TORCH
With UPS having helped deliver
the London 2012 Olympic
Games, Vale was selected by
his colleagues to carry the
Olympic torch

ACCOUNTING AND BUSINESS
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GLOBETROTTER

Demographics, trade blocs and social change are all driving international trade, and
helping to oil the wheels is UPS international operations CFO Mark Vale FCCA

M

2010

Made CFO for international
operations

2008

CV

ark Vale FCCA, CFO for international operations at
global delivery business UPS, travels even more
than the average UPS package. During 26 years
at the company he has lived in seven countries –
including Spain, Italy and the US. And in his current job he
spends about a third of his time on the road, jetting from
the company’s head office in Atlanta, Georgia, to keep tabs
on operations throughout Asia and Europe.
‘Part of the joy of working for a company that operates
in 220 countries is the opportunity to have a really global
career,’ he says. ‘And understanding different cultures is
essential to making UPS successful.’
The 107-year-old company was originally set up in Seattle
on America’s west coast as a messenger and delivery
service. After several incarnations, it is now at the heart of
global commerce. Each year UPS delivers goods worth the
equivalent of around 6% of America’s national income and
close to 2% of global GDP. The company’s international
delivery business, which Vale helps oversee, last year
accounted for $12.4bn of UPS’s annual $55bn revenue.
Vale believes this is a golden era for his industry: ‘UPS
is in a growth sector. People are increasingly buying goods
from all over the world and items are being shipped more
often. That creates lots of opportunities.’
This is true even in regions with sluggish economic
growth, he explains. ‘The European Union has been
extremely successful at promoting trade between countries.
In addition, more of the goods consumed in Germany, France
and the UK are being produced in the former eastern bloc.’
The company’s growth is also being driven by the
‘greying’ of the global population. As citizens age, the
demand has been growing for deliveries of drugs and
medical equipment – both to hospitals and to people’s
houses. On the other side of the demographic spectrum,
younger people are increasingly eager for the latest products
from all over the world. ‘When I was growing up in the UK it
wasn’t always easy to get even a French bottle of wine,’ Vale
explains. ‘Now young people expect to be able to purchase
products from anywhere on the globe over the internet.’
Overall, the World Trade Organisation expects global
commerce to increase 4.7% in 2014 and 5.3% next year –
up from just 2.1% in 2013.
The company also has other things going for it. ‘To be
successful in this business you need to be a large player with
excellent technology, operations and staff, which involves a

Appointed vice president of finance and
accounting for Europe, the Middle East
and Africa

2004

Became director of corporate investor
relations in the US

2003

Appointed European strategy director

2000

Appointed financial controller in Belgium

1996

Made financial controller in charge of
opening the UPS financial services centre
in Ireland

1988

Joined UPS in London after graduating in
management science from the University
of Swansea and finishing his ACCA
Qualification

lot of investment and is not easy to emulate,’ Vale says.
Analysts tend to agree. Morningstar’s Keith Schoonmaker
says: ‘The company has crafted a competitive advantage
that is unlikely to be matched by any but a few global
players. UPS produces returns on invested capital about
double its cost of capital and margins well above its
competitors.’ Revenue at UPS is on track to climb another
20% to $67bn a year by 2017, according to Thomson
Reuters. Net income, meanwhile, is forecast to climb by 47%
over the same period. Vale will play a key role in ensuring
such rosy predictions come to pass.
As CFO for international operations, Vale oversees a fifth
of UPS’s business by revenue. ‘A key part of the job

»
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*

‘Global companies expect
employees to be able to relocate
in order to prepare for the most
senior positions. This also gives
them insights that could not be
attained through a career spent solely
at the head office.’

1907

UPS founded in Seattle, Washington

Number of employees

77,000

Number of employees based outside the US

4.3bn

Number of packages and documents
delivered in 2013

TIPS

BASICS

395,000

*

16.9m

Number of packages and documents
delivered every day

96,361

Number of cars, vans, tractors and
motorcycles used in operations

237

*

‘Assignments that initially seem very
risky can also help you stretch. Many
people thought I was crazy to accept
certain assignments early in my career,
given that the risk of failure was so
high. You can often learn more from
failures than successes.’
‘If you really want to differentiate
yourself as a finance person, you can’t
afford to shun roles that involve more
human interaction. Taking a job in
investor relations helped me to develop
my communication abilities.’

Number of jet aircraft it has

2,518

Number of facilities – in more than 120
countries

9.4m

Number of customers served daily

47.5m

Daily online tracking requests

728

Airports served by the company

is helping to determine the strategic direction of this part
of the company, including where to focus our financial
resources and which metrics to use,’ he says. One major
opportunity UPS has spotted has been the rising volume
of trade between Asian nations. The company’s European
businesses have also been growing fast.
‘I spend a lot of time trying to support our business units
out in the field,’ Vale says. ‘We need to understand the latest
dynamics in global trade and anticipate where the fastest
growth will be.’
Finally, the CFO needs to make sure that the international
accounting and finance functions operate smoothly. ‘It
is really important that we have hired the right people
with appropriate skills and experience,’ Vale says. ‘I need
to make sure that I find the next generation of UPSers.’

ACCOUNTING AND BUSINESS

Fulfilling these various functions involves a lot of time in the
air. ‘Out of every three months, I typically spend about six to
eight weeks out of the United States.’
Vale’s career has been international almost from the
start. Born in the UK, he started his career with UPS in
London in 1988 after completing his training with ACCA. The
ACCA Qualification proved a good professional launchpad,
he says. ‘I liked the rigour of the course. It forces people
to study so many different aspects of finance – from tax
compliance to business strategy and ethics. That can be
very demanding, but it also gives you plenty of breadth.’

Spain and Italy
He soon began his travels, though. In the late 1980s UPS
was expanding fast into Europe and Vale moved to Spain
to help build up the finance and accounting systems there.
He then moved to Italy. ‘Here the challenge was to help turn
around a recently purchased business that was good, but
not yet living up to its promise.’
By 1996 Vale opted for a job in Ireland setting up a
shared services operation. ‘This enabled us to reduce costs
and gave us much greater visibility on our operations.’
In 2003 he was promoted again, this time to European
strategy director. His job was to develop pan-European
strategy and help to direct merger and acquisitions activity
around the world.
The following year he took on a new challenge, becoming
the director of investor relations, based in the US. ‘This was
quite a big departure from my previous roles,’ he admits.
‘I really had to learn how to portray the story of UPS in an
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▌▌▌’WE NEED TO UNDERSTAND THE LATEST
DYNAMICS IN GLOBAL TRADE AND ANTICIPATE
WHERE THE FASTEST GROWTH WILL BE’
efficient and compelling manner to investors on the buy side
and the sell side. It taught me a lot about how tough it can
be to be a salesperson, but it was also extremely useful in
developing my communication skills.’

Crunch time
Another baptism of fire came in 2008 when he was made
vice president of finance for Europe, the Middle East and
Africa – a position based in Belgium. ‘It was a job I’d always
wanted,’ he says, ‘but I was appointed just before the start
of the great recession, which forced us to think about our
business model very differently.’ He reached his current
position in 2010.
At 49 years old, he anticipates dealing with many
more challenges. ‘At UPS you can have many careers,’ he
says. The diversity of opportunities helps talent retention.
‘That is great for team building. You are often working
alongside people who you grew up with in the company.

It means that you never want to let
people down.’ UPS also helps its
managers build up an equity stake
in the company. Vale says it helps
with keeping them at the company
and committed.
Vale plans on getting more involved
with UPS’s charitable and environmental work. ‘The
company is focused on philanthropy and making sure that
our work is ecologically sustainable,’ he says. In March, the
company announced it was adding to its fleet 1,000 trucks
that run on propane, which burns cleaner than traditional
fuels. ‘We have also worked on other energy-saving
techniques, such as having our planes taxi on just one
engine or working on the routes our trucks take to increase
fuel efficiency.’
Meanwhile, the company uses its capabilities to help
with the aftermath of natural disasters such as hurricane
Katrina. In the five years after the 2005 hurricane, UPS
donated more than $2m to the recovery effort and staff
volunteered time to help rebuild New Orleans, the city
devastated by Katrina. ‘UPS attracts people who want to be
part of something bigger than just themselves,’ he says. ■
Christopher Alkan, journalist based in New York
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HELD TO ACCOUNT

Activist investors are on the increase, both in the US and in Europe. Once berated,
there is now convincing evidence that campaigning action can boost company returns
ACCOUNTING AND BUSINESS
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eing targeted by an activist investor is the stuff
of nightmares for chief executives. High-profile
investors such as Carl Icahn, Nelson Peltz and John
Chevedden have made their fortunes by swooping
down on poorly run companies and compelling them to
change their ways. This is not merely humiliating for
corporate bosses and directors; it often costs them their
jobs. Not surprisingly executives have long seen this class
of investors as cynical corporate raiders, willing to take any
steps to boost shares in the short-term while sacrificing
the future of the company.
But recently activists have undergone a reputational
transformation. Convincing academic evidence now
suggests that activists end up boosting returns at
companies even many years after they have sold their
stakes. ‘At their worst, activists can be terribly disruptive.
At their best, activists can shine the light of day on bad
management and poor strategy,’ says Chris Ruggeri,
mergers and acquisitions services leader at Deloitte
Financial Advisory Services.
‘This is no longer just an aggressive form of investing.
Instead it can be a thoughtful and respectful dialogue
to help shape the major decisions
management makes in allocating
capital and running the company for
the benefit of all shareholders.’ This
is especially the case as European
funds have grown in prominence,
including the likes of Knight Vinke
Asset Management and Cevian Capital.
Funds have also started to spring up that focus on emerging
markets, such as Cartica Capital.
It is not hard to see why activists are sometimes needed
to shake up entrenched boards and complacent executives.
‘In the US we have seen some shocking examples of abuse
by chief executives and boards,’ says Gary Hewitt, director
of research at GMI, a consultancy that focuses on corporate
governance. Hewitt points to oil and gas driller SandRidge as
an example, which attracted the attention of activist hedge
fund TPG-Axon. When the hedge fund launched its campaign
in late 2012, the company’s stock had dropped 80% since
its initial public offering in 2007. Yet chief executive Tom
Ward had drawn around US$150m in payments from the
company over that period.
The firm’s CFO had also seen his pay quadruple to
US$6.8m a year. The company was also notable for its
extraordinary executive perks. The company had four jets,
including two pricey intercontinental planes. This served no
real business need since the company’s wells lay within a
few hundred miles of each other. One result, as TPG-Axon
pointed out in a public letter, was that the company’s annual
general and administrative expenses were close to 8% of
its market capitalisation, against about 1% to 3% for peers.
TPG eventually managed to win half the seats on the board
in a proxy fight and eventually to force Ward to step down.
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‘Obviously this was an extreme case,’ says Hewitt. ‘But
there have been plenty of other examples of companies
that were not being properly serviced by executives and
the board.’ Activist investors also seek out companies that
– while generally well managed – may be considered to
have inefficient capital structures. Legendary activist Icahn,
for example, attempted to convince Apple to give back its
US$150bn cash mountain to shareholders.
Such actions can prove a valuable service to other
shareholders, says Robert Whitelaw, a professor of finance
at New York University’s Stern School of Business. ‘While
many company directors and executives do a great job, their
interests are not always completely aligned with broader
shareholders,’ he says. ‘On occasions chief executives may
be inclined to maximise the size of their business empires
since this increases their prestige. Or they may be tempted
to hold excessive amounts of cash, making themselves
feel safer yet reducing returns for investors. And at worst
they may be inclined to pressure the board into approving
excessive compensation.’
This helps explain why recent studies suggest that an
intervention by activists boosts shareholder value years

▌▌▌’WHILE MANY COMPANY EXECUTIVES DO A
GREAT JOB, THEIR INTERESTS ARE NOT ALWAYS
ALIGNED WITH BROADER SHAREHOLDERS’
into the future. An examination of 400 activist campaigns
in the US by management consultancy McKinsey in 2014
confirmed that such investors targeted poorly performing
companies and succeeded in turning them around – causing
shareholder returns to exceed those of peers for at least 36
months. The average target company had lagged its sector
rivals by 13% in the two years before the campaign started.
The shares then recovered and held on to their gains.

Positive effect
Such findings were also echoed by research by Columbia
University’s Wei Jiang and Harvard’s Lucian Bebchuk. They
calculated that gains from an activist investor lasted even
further into the future – at least five years. ‘Of course, it’s
not that activists are motivated by personal profit rather
than a selfless desire to help other shareholders,’ says
Jiang. ‘Even so, they do seem to have a positive effect.’
As a result, chief executives should not necessarily dread
the approach of an activist, says Teresa Barger, co-founder
and senior managing director of hedge fund Cartica, which
focuses on shareholder-friendly investing in emerging
markets. ‘Activists can have insights and ideas to contribute.’
What’s more, an activist campaign outside the US is likely
to be far less bruising and humiliating for the board and
chief executive. The crop of European funds that have

»
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◄ ALL CHANGE

Activist John Chevedden has convinced
many companies to change the way they
elect directors and award executive pay

developed tend to adopt a more conciliatory approach. This
is partly because more European companies have dominant
shareholders – founders or governments – making it much
harder to impose change from the outside. While the average
free float of stock in an American company is 95%, it is just
56% in Austria and 53% in Portugal. A cultural difference
may also help explain why European activists have so far
tended to be less confrontational.
One example of this was activist fund Knight Vinke
Asset Management’s effort to boost value at Eni, the Italian
oil giant. The fund believed that the company was under
appreciated by equity investors, partly because it held a
large stake in a regulated utility, Snam Rete Gas.
‘We felt that the fact that Eni was seen as an energy
conglomerate meant that it was accorded a lower valuation
and also contributed to an inefficient capital structure,’
explains David Trenchard, vice chairman at Knight Vinke
Asset Management. But since the company is 30% owned
by the Italian government, the more aggressive tactics often
deployed by American activists would not have worked.
Instead the company held a seminar in Italy and invited
Eni executives, shareholders and academics to discuss the
optimal strategy for the company. ‘The Italian press, instead
of seeing us as hostile foreigners, responded favourably to
our efforts.’ Elements of their plan were eventually backed
by the Italian government. ‘We try to find companies that are
undervalued, but also where there are points of influence
that enable us to help unlock this value,’ he says.

Plenty of opportunities
Trenchard believes that this style of investing has the
potential to expand further. ‘We have seen a lot of
restructuring in the financial sector in Europe,’ he says. ‘But
many other companies are still catching up. That means there
are plenty of opportunities for us and other investors too.’
What’s more, there are signs that shareholder rights
are gaining momentum on the Continent. A set of draft
rules unveiled by the European Union internal markets
commissioner Michel Barnier will give investors the right to a
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vote on executive pay, as well as increase
the burden on companies to disclose
related party transactions. If approved,
these measures may make it easier for
a new generation of activists to identify
problems and apply pressure for change.
For example, while European chief
executives are typically less lavishly
paid than their US counterparts, there
has been a worrying escalation in
compensation with no corresponding
signs of improved performance. As Barnier says, in France
and Austria the average remuneration of executives climbed by
94% and 26% respectively between 2006 and 2012, at a time
when company share prices slid by 34% and 46% respectively.
Regular institutional shareholders have not always been
very good at clamping down on overpay, says Professor
Jiang, even when all the information is available. ‘Most
pension funds have such diverse holdings that they don’t
have the time or resources to make sure that executives
don’t claim too much of the pie,’ she says. ‘Activists with a
very concentrated portfolio pay attention to these issues.’
Her research suggests that chief executives typically suffer a
US$1m a year drop in pay following an activist campaign.
On the flip side, however, future activists may also suffer
from some extra impediments, especially in the growing
technology sector. Many household names, such as Google,
Facebook and LinkedIn, have adopted dual-share class
structures – which give super voting rights to founders. ‘At
the moment these companies are seen to be well run,’ says
Whitelaw. ‘However, if founders start to misbehave in the
future it will be hard for activists to do much about it.’
And, ironically, the fear of activism itself may reduce the
opportunities available to them. As chief executives become
more aware of the flaws that such investors hunt out they
can preemptively eliminate them.
Despite this caveat there are still plenty of companies
around the world that are failing to maximise shareholder
value. More businesses in emerging nations are seeking access
to global capital markets. Even highly skilled entrepreneurs in
such nations may not always be sensitive to the perceptions
and demands of global investors. That alone suggests that the
world may be entering a golden period for activist investors. ■
Christopher Fitzgerald, journalist based in New York
FOR MORE INFORMATION:

EU proposals – ‘A shareholder say on pay’:
www.accaglobal.com/ab99
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COMMENT | RAMONA DZINKOWSKI

Cost shock of conflict minerals
Conflict minerals reporting in the US – and potentially the EU and Canada – threatens to rival
Sarbanes-Oxley’s top-down risk assessments for laboriousness, says Ramona Dzinkowski
In 2010, the US Dodd-Frank Act
required companies using minerals
from Africa’s Great Lakes region to
publicise their due diligence practices
to ensure they were not buying them
from the illegal armed groups active
in the Democratic Republic of Congo.
Such minerals are often used in mobile
phones, video games, car parts,
medical devices, electrical and heating
products, metal wires, jet engines,
cameras, computers and other
electrical products.
The cost-benefit around this
disclosure has been the subject of
much debate in the US, resulting in
more than one court action on behalf
of industry groups.
Conflict minerals disclosure could
be one of the most laborious exercises
in US corporate reporting since SOX
404. Yet there is great concern over
whether or not it has actually helped to
prevent militia groups from hijacking
the minerals trade in DR Congo.
Some observers are quite sure it
has. A report from the Enough
project to end genocide and
crimes against humanity claims:
‘Market changes spurred by
the 2010 Dodd-Frank law
on conflict minerals have
helped significantly reduce
the involvement of armed
groups in eastern Democratic
Republic of Congo in the
mines of three out of the four
conflict minerals.’
The report (at http://
tinyurl.com/enoughcongo)
adds that Dodd-Frank and
electronics industry audits
have created a two-tier market
for tin, tantalum, and tungsten
from DR Congo and the region.
Minerals that do not go through
conflict-free programmes now sell
for 30% to 60% less, reducing
profits for the armed groups trying
to sell them.
The Enough report also notes
that for the first time in DR Congo’s
history, there is a validation process
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to evaluate mines as conflict-free or not,
and 112 out of 155 mines surveyed
have passed as clean.
However, questions remain around
how reporting on conflict minerals in
the US could have had such an impact.
While it’s still early days, information
is now beginning to trickle in on the
extent of the impacts of the rule. Early
June marked the first US filings of
conflict minerals reports. There were
around 1,300 of them – considerably
fewer than the anticipated 4,500. The

EY study concludes that most filers
are not yet able to determine whether
the minerals used in their products
originate from conflict minerals zones
(EY’s report is at http://tinyurl.com/
EY-CMRs).
Tulane University in the US is
conducting a post-filing study of
issuers that have filed a Specialized
Disclosure Report (form SD). The
report will be the second in a series
that attempts to determine the impacts
of complying with the Securities and
Exchange Commission’s 2012 rule
13p-1 and form SD. The study will look
at how companies have determined
the use of conflict minerals in their
supply chains, what best practices
have emerged around disclosure,
what the economic impact of the law
has been, and what the actual costs
associated with companies’ responses
to the law are.
The study is expected to be
released in the next month and
further information can be obtained
from study director Dr Chris Bayer
at cbayer@tulane.edu.
At the time of writing, a selfcertification proposal in the EU
would require importers of these
metals and their ores to exercise
due diligence by monitoring
and administering purchases
and sales in line with the due
diligence guidance of the
Organisation for Economic
Cooperation and Development
(OECD). Whether the EU
goes for mandatory disclosure
or passes the legislation in its
current form remains to be seen.
Proposed legislation around required
conflict minerals disclosure in Canada
is still under consideration. ■
See also page 38, and president’s
column, page 22.
Ramona Dzinkowski is a Canadian
economist and editor-in-chief of the
Sustainable Accounting Review. www.
sustainableaccountingreview.com
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Africa’s own goal
The poor performance of African countries in Brazil smarts considering the continent’s
wealth of talent. The sport is crying out for leadership and funding, says Alnoor Amlani
In Brazil at the 2014 World Cup the
much cheered African challenge
collapsed during the round of 16; a lot
earlier than expected. The continent
and, indeed much of the world who
are familiar with the style of African
players (courtesy of players like Didier
Drogba) were disappointed with Africa’s
performance. Yet only four years earlier
in South Africa, Ghana reached the
quarter finals and the chant was a
wildly euphoric, ‘It’s time for Africa!’
Five African countries qualified
to go to Brazil 2014: Cameroon,
Ghana, Ivory Coast, Nigeria and
Algeria; fielding a total of 115 players.
Ironically, this is less than 50% of
the 234 African league players who
are currently active in Europe. During
the 2014 quarter-finals, with the
five countries knocked out, African
supporters backed France – after all,
most of the team were Africans.
No African country has made it
to the semi-finals yet, let alone the
finals. The historical prediction of
Pele that, before the end of the
20th century, an African country
would win the cup has sadly
not happened.
Clearly there is no
shortage of talent;
African players have
proved their mettle
in national and
regional competitions
across Europe and
further afield for
decades now.
Unfortunately the
African continent has not
provided the leadership in football
required to develop and reward
its homegrown talent.
In fact the best talent, like
all of Africa’s best output, is
exported for a better price, or
wage. Players like Drogba, Yaya
Touré and Samuel Eto’o form a
small but very visible part of
the vast African diaspora.
According to the Migration
Policy Institute, in 2012 the African

diaspora size was 30.6 million. Of
these, 14.5 million African descendants
or migrants live within the continent,
away from their home countries.
Around 8.2 million live in Europe and
2 million in the Americas.
The most skilled, qualified and
talented Africans in the diaspora are
responsible for much of the US$40bn
of remittances annually sent back
to the continent. These Africans
work in senior positions in business,
technology and other industries (apart

from football) and, despite living
abroad, maintain an interest and
affiliation to their African roots.
Seeking to tap this vast human
resource pool, some countries have
focused on their remittances, offering
fast, easy money transfer services
with special diaspora bank accounts.
But this is really only a small part of
the numerous lucrative opportunities
that lie unutilised.
In our football industry, this
approach only taps the earned
finances of successful players. Skill
transfer opportunities, loan and
capital development, technology
transfer and much more can be better
exploited to draw out more value from
the football communities in Africa and
abroad, bringing them together and
creating greater value for all.
This would truly benefit the
continent – which suffers from poor
organisation. Football leagues have
collapsed within Africa, and could be
revived and sustainably managed
with cooperation between
Africans and the African diaspora
football community.
Africa’s human resources
are arguably more valuable
than its natural mineral and
other resources,
but the problem
continues to be
the leadership
of the huge
pool of emerging
talent, which
means generating
opportunities, showcasing
and developing the talent, and indeed
managing the overall value chain.
African countries must get to grips
with these tasks to develop its football
industry and reap the benefits of it. ■
Alnoor Amlani FCCA is an
independent financial management
consultant in East Africa who
writes regularly on social and
business issues. He is also active
in TV and film in Africa
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The risks from tainted goods
Accountants can prevent the extended and complex supply chains of modern businesses
being compromised by pirates and plunderers, says ACCA president Martin Turner
This is my last column for Accounting and Business as ACCA
president, and I want to say what an immense pleasure and
privilege it has been to serve you. I have unforgettable
memories of meeting so many members and I wish you
well for the future.
In reviewing ACCA reports, I was particularly
interested in one which highlighted how supply
chains have become so complex that companies
may be putting themselves at risk of prosecution
by unwittingly paying for goods and materials
pillaged by criminals and terrorists.
The report, Pillage: a new threat to global
supply chains, says the rise of long and complex
cross-border supply chains has made it easier
for pillaged raw materials to find a way in.
Simply handling pillaged goods can count as
money laundering, vastly expanding the scope
for prosecutions.
Giving people more choice in the goods
they buy has created a global web of trade and
manufacture which almost defies comprehension.
That brings with it not only a potential legal
threat for businesses, but also the risk of a crippling
loss of reputation. Who wants to buy from a company
whose products are the fruits of war or piracy when its
competitor’s business is squeaky-clean?
Clearly, finance professionals have an important role
to play in designing and implementing assurance systems to
prevent pillaged goods entering the company’s supply chain.
The levels of due diligence required at each stage of the
production cycle to ensure accountability will vary according to
the perceived risk, as will the resources available to the business.
But pleading lack of resource to confirm the status of goods will
not in itself constitute an adequate defence in a law court.
Given the potentially huge financial costs here, ACCA is
suggesting that responsible businesses can find proxies
for direct assurance. These may include suppliers’
membership of recognised trade bodies or a
submission to certain levels of audit that
demonstrate commitment to good
practice. Whether this will be judged
adequate will involve a considered
appraisal of the circumstances
– a process which I know is
ideally suited to the skills of our
members around the world. ■
Martin Turner FCCA is a
management consultant in
the UK health sector
The Pillage report
is available at www.
accaglobal.com/ab100

ACCOUNTING AND BUSINESS

CORPORATE | SECTOR

23

The view from

‘

YOU NEED TO HAVE A GRIP ON BUSINESS
TACTICS, STRATEGIC PLANNING AND RISK’
FARAZ FAREED ACCA, ASSISTANT FINANCE
MANAGER, SOORTY ENTERPRISES, PAKISTAN
I work in one of
Pakistan’s most important
sectors and sources
of employment: the
garments industry.
My Lahore-based role
comprises management
accounting, financial
control and liaison with
staff based at remote
locations, with an equally
sharp focus on systems
and internal benchmarking. The
markets where we trade are becoming
increasingly complex, and with
greater opportunities at home and
internationally we have to ensure our
operational activities and financial
management remain aligned with our
corporate strategic objectives. That’s
where I come in.
I also oversee financial reporting
across all our operations from a
single platform. There are different
management teams and practices to
coordinate, striking a balance between
company-wide consistency and the
goals of individual operating units.
I like those extraordinary tasks that
come along every now and then to
challenge and stretch you. It’s only
when you’re faced with new situations
that you can really evaluate your
strengths and weakness.
I worked on a major project to
implement a new ERP (enterprise
resource planning) system; it involved
coordinating the needs and priorities
of stakeholders throughout the
organisation, from purchasing, payroll
and HR to sales, marketing and
distribution, as well as production
and operations. With such a crucial,
large-scale project, everyone naturally
has his or her own agenda. There was
a certain degree of identifying and
addressing people’s natural aversion

to change to build in. Let’s
just say it was a learning
experience for all of us
engaged in steering it
through to completion.
Finance professionals
in industry need to
demonstrate they have a
grip on business tactics,
strategic planning
and risk. Our roles as
accountants have been diversifying
over the last decade,, reflecting the
changing expectations of senior
management and the public alike.
Within individual industries, it’s a
case of building on our knowledge of
best practice throughout operational
and financial areas, while creating
and executing the checks and
controls needed for both optimising
performance and sealing off areas of
vulnerability. Calmness, patience and
tact are also vital characteristics.
A degree of ruthlessness at work
might occasionally be required,
but more important is a grasp of
the realities on the ground: the
opportunities and threats, and an ability
to translate all of those with diplomacy
for those in non-finance functions.
Ultimately, I see myself playing a
leading role in wider management,
not just within finance. My exam days
are over but I enjoy continuing to learn
by attending seminars and workshops,
or by joining online discussions and
networking. It’s fundamental for selfimprovement and building your career,
even if it’s simply listening to other
people’s experiences.
A key area on which I’d like to focus
is the creation of a business structure
from inception to implementation
and beyond, playing a central role in
guiding it to new heights of success. ■

SNAPSHOT:
AUTOMOTIVE
The automotive industry is
a good example of a sector
driven by state-of-the-art
technology – the stuff of
dreams for nine-year-old carmad fans.
For example, Mathieu
Meyer, KPMG’s global head
of automotive, says: ‘Mobility
solutions are increasing in
importance, boosted by the
emergence of self-driving
cars.’ Self-driving cars? Surely
the stuff of science fiction!
But even futuristic trends have
a real impact on the financials
(and therefore accountants).
‘Although this phenomenon
is not likely to damage new
car sales,’ says Meyer, ‘it may
threaten demand for second
or third car ownership.’
Gary Silberg, Americas
head of automotive for
KPMG in the US, adds: ‘The
momentum around selfdriving vehicles is astonishing.
In some ways, the industry
is moving even faster than
predicted. But introduction of
disruptive innovation is fraught
with risks. No matter how
great the potential of selfdriving cars, its trajectory will
be determined by markets.’

92%

KPMG interviewed 200
automotive executives
across the globe for its 2014
Executive Automotive Survey.
92% said buyers’ top priority
is fuel efficiency, while 70%
want a longer-lasting vehicle.
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Prophet sharing
Johnson & Johnson’s David Mansfeld FCCA, managing director of Prague-based Global
Business Services, explains the ins and outs of good practice in the shared services centre
When American personal care product
giant Johnson & Johnson opened its
shared-services centre in Prague
during 2006, it employed 12 people
and provided only in-group procureto-pay services. Currently, this
Johnson & Johnson finance centre
is the largest of the five centres the
company operates worldwide in terms
of staff numbers as well as the scope
of services it provides to internal
business partners.
The Czech Republic office employs
almost 300 people full-time and,
apart from procure-to-pay, provides
services such as account-to-report,
invoice-to-cash, tax and master data
administration and reporting. ‘We
wish to add on other functions to
our portfolio; next to finance-related
services we’re looking at human
resources, procurement and IT,’ says
David Mansfeld FCCA, managing
director of Prague-based Johnson &
Johnson Global Business Services.
‘Of course I would love Prague to
be considered for expansion, but the
final decisions have not yet been taken,’
he adds. He believes that the future of
such shared services centres is about
shifting from one-function service
units into broader-based enterprise
services centres, ‘having functions
such as finance, procurement, HR and
IT under one umbrella’. That said, he
tells Accounting and Business that in
his opinion, ‘it is very unlikely for these
kind of services to be centralised in
one global location. It’s more likely
that there will be one centre in every
respective continent or region.’
For example, support for relocating
Johnson & Johnson employees is
undertaken by regional centres. ‘Very
often senior executives are moving
with their families and all of these
supporting services can be done by a
dedicated team sitting in one location,’
says Mansfeld. ‘Another example is
recruitment. We can gather in one
place CVs from candidates and when
there is a job opening in the Czech
Republic, France or UK, that respective

centre team will do a preliminary
search on our database; however, the
final ‘to hire’ decision should be still
kept with the direct manager located in
that country,’ says Mansfeld.
One side effect of centralisation is
staff reduction, but Mansfeld notes
that efforts were made to ensure
valued employees are redeployed
effectively. ‘Very often if there is a
growth in the number of employees
in the Prague shared service centre,
there must be a corresponding
decrease in resources working in
respective countries,’ he explains.
However, that does not mean people
are made redundant. ‘Very often they

sense,’ says Mansfeld, adding that
with invoice processing, there is no
need to be geographically close to
where business is handled. And while
the Czech centre handles invoice
processing for North America,
customer service is still located in
North America.
Central and eastern Europe is
a popular location for establishing
shared services centres, with Mansfeld
noting they have also been growing
in number in Budapest in Hungary,
Warsaw and Kraków in Poland, and
Bratislava in Slovakia. Furthermore,
companies are also looking at locating
such centres in smaller cities. For

▌▌▌THE FUTURE OF SHARED SERVICES CENTRES
IS ABOUT HAVING FUNCTIONS SUCH AS FINANCE,
PROCUREMENT AND IT UNDER ONE UMBRELLA
are redeployed because there are new
openings, maybe not in the finance
area but maybe in the areas which are
more associated with sales, marketing
or research and development.’ Indeed
it would be a ‘shame not to make the
most of proven Johnson & Johnson
resources’, says Mansfeld.

Global reach
As it stands, Johnson & Johnson has
one global finance services centre in
Manila, the Philippines, dealing mainly
with activities of a transactional nature
that can be dealt with in English and do
not require staff to work closely with
local contacts elsewhere in the world.
The company has another four regional
finance centres in Brazil, the US, China
and the one for Europe, Middle East
and Africa (EMEA) is in Prague.
These service centres provide
services to arms of Johnson & Johnson
in their regions. One exception is the
invoice processing services, which
the Prague centre provides for the
US and Canada. ‘We are skilled and
experienced and it makes financial

instance, in the Czech Republic, ‘Brno,
Ostrava, even Olomouc and Pilsen are
possible candidates’, says Mansfeld,
adding costs can be 10% or 15% lower
in non-capital cities.
Meanwhile, he and his team have
to work hard at retaining expertise.
‘The demand for good people, not only
people speaking the languages but
also people who have good IT skills
and are computer savvy, makes our
lives a bit tougher. Every day someone
can walk into another business
building and start working for one of
our competitors,’ he says. Thankfully,
the Prague centre has been growing
steadily and did not suffer during the
recession. ‘Our headcount remained
almost flat for the last three years, but
there is much more work on our plate,’
Mansfeld says.
In the meantime, Johnson &
Johnson is standardising and
automating more of its processes
to improve business efficiency. For
example, invoice processing is based
on an automated system of matching
purchase orders or invoices. ‘When
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JOHNSON & JOHNSON
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*
*
*

Global manufacturer of healthcare products, and supplier
of related services for the consumer, pharmaceutical and
medical devices and diagnostics markets.

An American multinational corporation including some 275
subsidiary companies, with operations in more than 60
countries and products sold in more than 175 countries.
Employs more than 100,000 staff.
2013 calendar year sales are US$71.3bn, up 6.1% on 2012.
Major shared service operations in Prague, Czech Republic;
São Paulo, Brazil; New Brunswick and Skillman, New
Jersey, US; Manila, the Philippines; and Suzhou, China.
The company’s EMEA regional financial services centre
opened in Prague in March 2006. The centre now services
32 countries in Europe, the Middle East and Africa, plus the
US and Canada.

*

The average age of the centre’s employees is 31 – almost
70% are women.

we started our operations, nine
out of 10 invoices required some
manual intervention. Nowadays, the
automation level is almost 60%.
Additional management challenges
for the centre include the fact that
almost half of the Czech centre’s
employees are not Czech and some
of them will decide at some point to
return to their home countries. The
team in Prague is very cosmopolitan,
with people from more than 35
countries who speak more than 30
languages. And the reality is that
the centre needs an international
team. ‘We officially provide service
in 13 different languages,’ Mansfeld
says, mentioning that it has been
growing dedicated services using local
languages for other central and eastern
European countries – such as, recently,
Romanian, Bulgarian and Hungarian.
The goal is to increase the number of
the languages used towards 20.
‘The complexity of the business
in EMEA region is deeper compared
for example to North America. In
Europe, you have to deal with several
different currencies and different
tax legislation,’ says Mansfeld. To
attract skilled staff with knowledge of
different languages can be a challenge.
But as Mansfeld notes, Johnson &
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Johnson is a great brand that attracts
candidates: ‘I always say that people
join companies but leave managers.
It is relatively easy to hire the right
resources, but it is very challenging to
retain them, especially the top ones.
We have to make sure they feel they are
professionally developing within our
organisation because competition is
tough,’ he says.

Attrition rate
There are other international finance
centres operating in Prague and
since some of the staff are not
financial professionals, they might be
tempted to apply for sales, marketing
or hospitality positions with other
companies. Yet the company manages
to keep its attrition rate under control
– the fluctuation rate is between 10%
and 15%, and money is not the sole
motivation, suggests Mansfeld.
‘Many people believe it’s just the
money, but you can’t buy people. There
is always some other organisation or
opportunity where a person can get
more money,’ he says. A lot of young
people, often at the beginning of their
professional career, work for
the Prague centre because of
the valuable experience they can
gain working with senior financial

executives, and also because of the
business travel opportunities.
Since the company employs
many younger ‘Generation Y’
professionals, for whom a work/life
balance is important, the Prague
office introduced flexible working
arrangements at the beginning of
this year. ‘We introduced it within two
teams. Out of 300 employees, up to 50
employees benefited,’ says Mansfeld.
‘In finance business there are peaks
and valleys,’ he adds, which is why they
launched the pilot programme. At the
end of the month or quarter people are
very busy and typically work overtime
for several days, but less so in the
middle of the month.
‘People appreciate it and there
are no signs that anyone has
misinterpreted the programme to
mean that flexible working hours mean
paid leisure time. It is based on trust
and all of these arrangements are
based on the manager’s approval,’
Mansfeld adds. ‘The quality of the
service provided to our customers
hasn’t dropped, the costs are
unchanged, and we plan to introduce it
across other departments.’ ■
Martina Mareckova, journalist based
in Prague
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A matter of policy
Buying insurance is highly complex, involving many players with different responses to
risk. Stuart King FCCA explains how understanding the costs can add shareholder value
Insurance has grown in sophistication
ever since emanating in a modernday sense in the City of London in
the 17th century. Originally insurance
was simple, providing financial
compensation if a ship and its cargo
were lost, or protecting new buildings
following the catastrophe of the Great
Fire of London.
We have come a long way from the
informal gatherings at coffee shops
between merchants and ship owners,
which are not only considered the
foundation of the modern insurance
industry but also formed the original
coffee culture.
Many who pass by the Monument
in the City of London – a stone’s throw

▲ FROM CONFLAGRATION, INSPIRATION

Property insurance dates from the Great Fire of London in 1666, which gutted most of
the medieval wood-built City that lay within the old Roman city walls
from where the Great Fire broke out
in Pudding Lane – may be unaware of
its relationship to insurance. Since its
design by Sir Christopher Wren as a
monument to the tragedy of the 1666
Great Fire (and also intended to double
up as a telescope), the world has
moved at an incredible pace, shifting
from religion and suspicion to a more
scientific approach of understanding –
mathematics and statistics being, and
continuing to be, the solid foundation
of the insurance industry.
The global insurance market is

valued in the trillions of dollars. At a
macro level the industry is represented
by reinsurers – the companies that
insure the insurance companies. In a
simplistic sense reinsurers set aside
capital to cover catastrophic world
events such as September 11, the
1906 San Francisco earthquake and
Hurricane Katrina to name but a few.
Following these events insurers provide
the liquidity needed to repair damaged
assets and infrastructures quickly and
help economies to recover.
Spreading the risk among the

»
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many, reinsurers seek to recover
capital disbursed in claims by raising
insurance premiums. In more recent
times, with the innovation in capital
market products, the macro insurance
market has been relatively stable.

Corporate insurance
Insurance is one method a corporate
uses to manage risk by transferring
it to another party. Buying corporate
insurance is a complex task,
particularly for international firms.
There are many individuals in an
organisation that directly or indirectly
influence an insurance strategy.
Because everyone looks at risk
differently, it can be challenging to
gain consensus on what an insurance
programme should cover. There is
often a conflict between group and
local operations.

Analysing historical own risk data
provides incredible insight when
marketing to insurers. It removes
insurer uncertainty, often reducing
premium price.
Analysing financial tolerance
Premium pricing often improves when
a corporate accepts a portion of the
risk – ie a deductible or retention. It is
wise to consider the financial impact
on a business of including the effect to
key analyst ratios at certain levels of
retention. Many businesses undertake
both consolidated and operational
loss event scenario testing to assess
the impact. By doing so risk retention

across the business is funded. A core
strategy of many large international
companies is to use a captive (a wholly
owned regulated insurance company
established by the group to insure its
own risk). There are more than 6,000
captives globally, representing some
US$100bn in premium volumes.
In a simplistic sense, a captive
involves a business setting aside risk
capital in a ringfenced legal entity (often
in domiciles such as Bermuda, the
Caymans, Vermont in the US, Guernsey,
Luxembourg and Ireland). These
vehicles collect insurance premiums
from subsidiaries and reimburse them

▌▌▌CORPORATE INSURANCE REPRESENTS
POTENTIAL EARNINGS VOLATILITY OF 3% TO 7% –
AN AMOUNT MANY CFOs WILL WISH TO CONTROL

Setting insurance strategy
When developing a corporate insurance
strategy there are a number of factors
to consider, as follows.
Practical governance challenges
There is a growing trend in nonfinancial industries to appoint a chief
risk officer (CRO), an individual who
is a generalist in nature and often
accountable directly to the board. This
may lead to a clash of authority with
the audit committee, which challenges
the adequacy of internal controls.
Often the individual responsible for
insurance has inconsistent reporting
lines – some report to treasury and
others to finance. Insurance renewals
are often a challenge, collating risk
data for insurers from multiple
management reporting sources both
financial and non-financial.
Informal internal networks for
exchanging experiences between
insurance professionals often promote
the benefits of an insurance strategy.
Mapping risks to insurance needs
A corporate collects an immense
amount of risk data, ultimately
consolidated, sorted and ranked in
a risk register as a greater or lesser
threat to the business.
Many insurance professionals
benefit by leveraging existing strategic,
financial, operational and hazard risk
information. They map the effectiveness
of current insurance arrangements
or identify and challenge areas where
insurance is available but not used.
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levels are set that optimise the
insurance market transfer point.
Insurers often offer competitive
terms to win new business where the
amount of risk retained by a company
does not influence the premium price.
If the creditworthiness of the insurer
is acceptable, a business is better
transferring risk even though financially
it could absorb it.
Establishing risk appetite
Once the financial tolerance is
established, a business aligns the
retention to its risk appetite – best
described as its willingness to retain
risk. There is often a challenge in
achieving consensus between group
and local operations – the risk appetite
of the group is often larger than that of
local operations.
This applies in particular in a
decentralised company where key
management performance measures
are based on financial performance.
In the event of an insurable loss that
isn’t insured impacting profits, a
group may wish to consider changing
its performance metrics to encourage
participation in group insurance
programmes that offer better terms. If
not, local operations will very often buy
a local policy that invariably costs more
and may not be effective.
Risk retention strategies
Once a business has established
its risk tolerance and appetite, then
it considers the way in which risk

in the event of loss. One of the main
attractions in setting up a captive is that
it gives a group greater control of its risk
and insurance cost. A captive insurer can
also directly access global reinsurance
markets where availability and premium
price can be more beneficial.
Establishing the total cost
A corporate insurance programme
consists of many types of insurance:
employee medical, trade credit, property
and general liability. On a consolidated
basis the total cost of an insurance
programme adds up. A widely cited
statistic is that corporate insurance
represents between 0.05% and 1% of
a business’s revenues. Translated to
the bottom line, for a business with a
margin of 15%, this represents potential
earnings volatility of 3% to 7% – an
amount that many CEOs and CFOs will
wish to understand and control.
By establishing the direct and
indirect costs of insurance, a
business can begin to build a picture
of its insurance environment. By
understanding the various components
of insurance programme design, the
business can develop a strategy that
identifies cost savings, which in turn
leads to greater shareholder value. ■
Stuart King FCCA is an expert in
alternative risk financing strategies,
international insurance programme
design, accounting and regulatory
compliance
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The view from

‘

THERE ARE ONLY TWO TYPES OF BUSINESS:
THE FAST AND THE DEAD’
FAREED JAUNBOCUS FCCA, PARTNER, BDO,
PORT LOUIS, MAURITIUS
Companies recasting
their future and looking
to you to bring that future
to them – this kind of
consulting makes me
happy. In my opinion,
there are only two types
of business: the fast and
the dead. I enjoy being
that fresh pair of eyes,
helping CEOs and boards
implement cutting-edge
strategies for dynamic, competitive,
ambitious growth, or emerge from
seemingly inescapable crises into
positive, sustainable futures. I like
being that ‘imagineer’, broadening
horizons with visionary perspectives
and radical transformations.
I’m passionate about capacitybuilding. I’m the firm’s lead partner
on engagements to help organisations
– in Mauritius and throughout
continental Africa – restructure and
exploit opportunities generated by
globalisation, new technology and a
more mobile, networked, aspirational
workforce. In developing countries
and emerging markets, my role is
to demonstrate – through analysis,
retreats, workshops, presentations
and coaching – the methodologies,
skills and commitment needed to lead
and succeed. For senior government
and civil service officials, it’s about
playing to win: adopting the tactics
and practices to achieve economic and
social objectives through concepts such
as organisational change, performance
management and talent acquisition.
Professional people should regularly
reinvent themselves. Today’s business
world is all about brainpower and
ideas. That’s great. But knowledge
decays – and much of what we
knew when we qualified has become

obsolete. Likewise, the
mental tools we’ll apply
in five years must be
proactively acquired and
updated. Stay where
you are and you’ll be
overtaken. As individuals,
we have to be better at
investing our own time in
learning. In tomorrow’s
world, we should no
longer rely on employers
for professional development – selftraining is necessary in a global world.
I hire people who are unafraid of
risk. Qualification is a given – but
also required are passion and a sense
of ‘client ecstasy’. Of course, you
want people to be committed (clients
demand 150%; I expect 200%) but
you can’t undervalue the creativity
and drive that distinguishes innovators
from those who just stand still.
Looking back at my career, I wouldn’t
change a thing. Here’s me, born
and bred in Mauritius, and my job
and qualifications have given me the
opportunity to travel the world. I’ve
intervened on behalf of clients in some
50 countries, from the US to China and
across Africa and Asia. I’ve worked for
projects funded by the World Bank, the
UN and the EU, and spoken at major
international business forums. I’ve
also had the privilege of discovering
numerous diverse, fascinating cultures,
visiting clients in deserts and snowy
mountains, and enjoying street tours of
cities such as Paris, New York, Beijing
and Delhi, as well as all the African
pulping cities.
Helping clients has been my deep
mission, constantly reminding me of
how we live in a highly transformational
society, where the need to adjust is
itself a moving target. ■

SNAPSHOT:
AUDIT
With continuing pressures
surrounding objectivity and
independence, the audit
sector is not getting any less
exciting.
Simon Wright of
CareersInAudit.com says:
‘The number of job vacancies
continues to rise across the
practice, banking, financial
services and commerce
sectors within Europe, US
and Middle East and this is
set to continue well into next
year – great news for practice
accountants and auditors
looking to change jobs or
move internationally.
‘The recent global
economic growth is likely
to create a new level of
competition between firms
recruiting new staff. Practice
firms will need to start
shifting their focus from cost
reduction to staff retention
as the global job marketplace
starts to pick up pace again.
‘Technology continues to
make the world a smaller
place, forcing firms to improve
their employer brands and
look for talent in new and
effective ways.’

41%

As far as the 2,000
accountants around the world
interviewed by CareersInAudit.
com for its Audit & Risk
Recruitment Survey 2013 are
concerned, getting a promotion
or a salary rise would make
41% stay in their current role.
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Africa on path to more say
A recent European Union and Africa summit approved a development roadmap that is
likely to broaden and diversify the role of professional accountants on the continent
The role of effective financial
reporting as a foundation for effective
international development projects is
becoming ever more pronounced. And
the benefits of such systems can remain
long after a piece of infrastructure or
new factory has been built.
Such considerations run through
a new European Union-Africa
development roadmap that was
approved at the fourth EU-Africa
Summit, which took place in Brussels
earlier this year. The projects it will
promote will be more collaborative
than previously, with African input
very important, a contrast to the rich
country-driven aid projects of the past.
As a result, effective financial systems
in sub-Saharan Africa especially will be
critical to help the roadmap succeed.
It is focused around five joint
priorities: peace and security;
democracy, good governance and

He also observed that the focus
of the Brussels EU-AU strategy is
on areas that are of priority interest
for both continents, and the current
strategy, which states: ‘Our cooperation
should be guided by a results-oriented
approach.’ Mekasha said: ‘This means
there will be the mechanism to measure
the achievement at each milestone.’
A number of experts believe that
this growing collaboration will increase
opportunities for the big international
accounting firms in Africa as well as
local players.
Lullu Krugel, senior economist at
KPMG South Africa, said: ‘Infrastructure
projects of the nature of the ones
that are being rolled out across Africa
require planning skills and financial
skills to make them a success. In
addition, the monitoring, evaluation
and channelling of funding into the
right areas, and controls and measures

▌▌▌‘COLLABORATION IN IMPROVING QUALITY
OF EDUCATION IN ACCOUNTING STUDIES COULD
ASSIST IN BUILDING TECHNICAL CAPACITY’
human rights; human development;
sustainable and inclusive development
and growth and continental integration;
and global and emerging issues.
Mekonnen Mekasha, budget and
finance officer at the African Capacity
Building Foundation, and previously
senior finance officer at the African
Union (AU), said that while he believed
previous EU-Africa summits failed to
implement many of their ambitious
objectives and initiatives, he is more
optimistic about the latest strategic
initiative. This is because Europe’s
economy is recovering and needs
export markets to nurture that growth.
‘Africa, with its potential opportunities
and a strategic location for Europe’,
said Mekasha, is a carrot concentrating
the minds of EU policymakers, which
‘could result in a better outcome [than
with previous summits]’.
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to make sure that the funding goes
to the right places, means that large
firms such as KPMG have significant
opportunities to get involved in advisory,
tax and audit opportunities.’
Krugel noted that firms such
as KPMG already help monitor aid
funding for institutions such as the
United Nations and the US Agency
for International Development in
agricultural, infrastructure and
healthcare projects, among others.
Vera Songwe, a non-resident senior
fellow with the Africa Growth Initiative
and lead economist at the World Bank,
noted that local African accountancy
firms are working in a growing number
of international projects. ‘Professional
accountants on the continent are
increasingly involved in these deals,’
she said. ‘There are increasingly local
firms that work as subcontractors for

the larger firms, such as PwC.’ As an
example, she pointed to reviews of the
accounts of major energy companies
working in Africa – these are controlled
by major international accounting firms,
but involve local practices. ‘This is
helping to bridge the knowledge gaps
and improve standardisation,’ she said.
Krugel added: ‘Funding, finance
and financial reporting remain the key
challenges for African governments
and also on a project-specific basis.
Opportunities to empower local players
to build capacity in this regard will
ensure that both sides involved in
these projects get the most bang for
their buck.’
But to what extent are professional
accountants in Africa already involved
in economic development projects, and
how likely is this to increase as a result
of the EU-Africa summit roadmap?
Mekasha noted that in terms of
institution-to-institution support, rather
than private sector partnerships, the
involvement of accountants or the
Big Four firms in EU-AU joint projects
and programmes exists mostly at
implementation. ‘The involvements
are mostly limited to two main areas,’
he said. The first is institutional
assessments, ensuring a minimum
required financial management system
exists in recipient institutions to handle
grants or other assistance. ‘This
includes accounting, procurement, audit
and control-related issues,’ he said.
The second is compliance and
assurance – monitoring the actual
implementation of the projects
according to the terms and conditions
of the grants, or providing assurance
services by issuing statutory reports:
‘These kinds of engagement do not
allow accountants or accountancy
firms to make inputs into the design of
such projects that may have significant
impact in improving the project design
or expected outcome/output.’
Aubrey Chalira Phiri, CFO of the
African Capacity Building Foundation,
went further, arguing that work needs
to be done. One problem is that, unlike
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◄ FUTURE PATHWAYS

Local African accountancy firms
are working in a growing number
of international projects

in the for-profit sector, where success
is mostly measured in monetary terms,
international development success
is measured in terms of results and
impact. ‘Professional accountants are
not trained to measure results and
impact in the same way monitoring
and evaluation professionals do. In a
nutshell, professional accountants’
involvement is almost zero at the
design stage.’ He added: ‘To make it
worse, all this is mostly accounted on a
cash basis or at best modified accrual
accounting. Any reports done on accrual
basis have a very limited readership.’
However, Bongeka Nodada, financial
reporting standards project director at
the South African Institute of Chartered
Accountants, hoped for progress,
noting that the focus given to education
in the summit agreement could benefit
Africa’s accounting sector.
The roadmap includes a strategic
objective: ‘Promote human capital
development and knowledge, and
skills-based societies and economies
amongst others by strengthening the
links between education, training,
science and innovation, and better
manage mobility of people.’ Nodada
said this objective ‘would most likely

offer the most potential for Africa’. He
explained: ‘Collaboration in improving
the quality of education in accounting
studies could assist in building the
required technical capacity.
‘This is crucial as this could act as
a catalyst in improving the quality of
financial reports and would also ensure
that International Financial Reporting
Standards are applied consistently
throughout the continent.’
Krugel noted that a number of good
practices are emerging from these
growing attempts to collaborate, such
as: monitoring and evaluating funding
and assuring its delivery; a focus on
capacity building in African countries;
and standardisation of practices, for
example regarding tax treaties, which
Krugel said is ‘making it easier and
cheaper to do business across borders’.
Phiri added: ‘One major good
practice emerging from these
collaborations is slowly bringing a
greater sense of transparency and
accountability. If these collaborations
can push the West to be more
transparent in what it gets from
Africa using valuation methods that
are transparent to a professional
accountant, then a lot of good would

come out of them as Africa will get its
money’s worth for what it is providing.’
In future, ‘more capacity building
and support to majority African firms’
is needed, Songwe said. She also
wanted more African professionals in
‘truly diverse’ international firms,
adding: ‘Africans should be more
involved in the standard and rules and
regulation-setting process to ensure
the architecture they are dealing with is
taken into account when rules are set.’
Krugel added: ‘In-country capacity
building, helping people to help
themselves’ is also important. ‘Very
often, countries don’t have the
institutional capacity to deal with the
funding that they are receiving or to
manage the projects. If big firms get
involved, it should be with the focus to
assist, but also to build local capacity.’ ■
Jonathan Dyson, journalist
FOR MORE INFORMATION:

Watch three thematic videos, on
peace, prosperity and people, on
the EU-Africa Summit website:
www.european-council.europa.
eu/eu-africa-summit-2014
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IT’S COMPLICATED

With taxation policy and rates varying between the 28 EU member states, there is a
strong case for introducing measures to simplify the over-complicated landscape

T

he European Commission (EC) has used the
momentum created by Europe’s financial crisis to
push through legislation on taxation issues that
have been politically unpalatable during times of
prosperity and growth. But it has yet to bring European
Union (EU) countries’ tax systems closer together
through overall harmonisation.
In July, the bloc adopted measures preventing double
non-taxation of dividends distributed within corporate
groups through hybrid loan arrangements. According to
Brussels, this loophole had allowed corporate groups to
exploit mismatches between national tax rules to avoid
paying taxes on profits distributed within a group.
Also this year, after years of gridlock, the EU Council of
Ministers amended the EU savings directive. This requires
member states to exchange information automatically
so that interest payments in one EU country to residents
of another be taxed in the country of residence. The
legislation was extended to cover all types of savings

responsibility. The 28 EU member states differ on broad
policy, from tax-to-GDP to tax rates on labour and
consumption. Based on data from 2012, the Commission’s
latest Taxation trends in the European Union report shows
that the highest combined rates of taxes on labour (such
as income taxes) was in Sweden (58.6%), followed by
the Netherlands (57.5%), Austria (57.4%) and Germany
(56.6%). Countries such as the UK, Cyprus, Malta and
Bulgaria were among a handful where labour taxes were
under 40%, ranging from 32.9% in Bulgaria to 38.9%
in the UK. Overall, the largest taxes are for labour, which
represented 51% of total receipts in 2012.
‘Labour taxation is still too high, while growth-friendly
bases, such as environmental taxes, are under-used in many
countries,’ said EU taxation commissioner Algirdas Šemeta
when the report was released: ‘The tax shift away from
labour, which we have consistently called for to allow our
businesses to regain [export] competitiveness, still has to
materialise,’ he added.
Consumption taxes ranked second
as a source of tax revenue, with a share
of 28.5%. Bulgaria, Croatia, Malta
and Romania had consumption taxes
as the largest source of revenues,
while the highest shares of taxation
from consumption were in Bulgaria
(53.3%), Croatia (49.1%) and Romania
(45.1%), and the lowest in Belgium (23.7%), France and
Italy (both 24.7%).
Consumption taxes have been on the increase since
2009, when they stood at 10.7% of GDP, to reach 11.2% in
2012, due mainly to increases in VAT rates in many member
states leading to higher VAT revenues,coupled with resumed
domestic demand. The EU VAT average standard rate
reached 21.5% in 2014, compared with 19.5% in 2000.
Taxes on capital, the third largest source of tax revenue
at EU level, with a share of 20.8%, accounted for the
smallest share of EU tax revenues. Shares of more than
25% were registered in Luxembourg (27.5%); the UK
(27.4%); Malta (26.6%); and Cyprus (26.1%), and of less
than 10% in Estonia (7.1%) and Slovenia (9.8%).
‘Tax rates do not necessarily need to rise to have stable
revenues,’ added Šemeta. ‘In this respect, the steady
increase in VAT rates across the EU, which the report
reveals, could be curbed if VAT systems were more efficient.’

▌▌▌‘WE HAVE TAX REGIMES WHICH ARE OLD
AND ESTABLISHED BUT HAVE HAD LAYERS OF
CHANGES APPLIED TO THEM OVER TIME’
income and products that generate interests or equivalent
income. At the moment, the EC is negotiating with nonmembers Switzerland, Liechtenstein, Andorra, Monaco
and San Marino to upgrade their agreements with the
EU on ‘taxation of savings income’ in line with the newlyamended directive.
Meanwhile, the current Italian presidency of the EU
Council of Ministers wants to secure agreement on a draft
directive extending the automatic exchange of information
between tax administrations to meet standards set by the
Organisation for Economic Cooperation and Development
(OECD). The presidency will also pursue discussions on
improvements to the EU value-added tax (VAT) system,
seeking approval of a standard VAT return.

Following their own path
But despite all this work, EU countries follow their own
path on overall taxation policy, which remains a national
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‘Too many rules’
All these differences serve to show that
there is no single tax policy, but plenty
of tax policies in the EU, says Olivier
Boutellis-Taft, CEO of the Federation
of European Accountants (FEE). ‘And
the problem is exactly that: too many
rules; too much complexity; too many
administrative burdens – and too
little consistency; too little dialogue;
and little mutual understanding,’
he explains, noting that the issue is
mainly in the hands of the national
governments, which, according to
him, ‘produce the intricacies, the
incoherence, the loopholes and the
incentives when they legislate and
compete with one another.’
EU countries should keep their tax
regimes as simple as they can, as
standards continue to diverge, says
Chas Roy-Chowdhury, head of taxation
at ACCA. ‘This is a tall order as we
have, in many member states, tax
regimes which are old and established
but have had layers of changes applied
to them over time,’ he says.
With EU taxation remaining mainly
a national competence, the EC can
help promote best practice, according
to Roy-Chowdhury. He cites a VAT web
portal that Brussels is trying to create
to ensure that businesses are aware
of tax rules in each member state.
‘This provides a degree of information
transparency which otherwise would not be there,’ he says.
Following the economic crisis, the commission gained
new powers to make recommendations on tax reforms
needed in each EU country, publishing an annual growth
survey. ‘While ACCA in principle agrees with the priorities
proposed, such as broadening tax bases, a more efficient
VAT system, shifting the tax burden away from labour, or
improving tax compliance through fighting tax fraud and
tax evasion, we consider that the EC needs to realise that
any specific tax proposals it puts forward run the risk of
being used by politicians for their own purposes,’ RoyChowdhury warns. Brussels might do better to focus on tax
simplification and easing compliance rather than specific
proposals, he suggests.
ACCA favours an initiative such as the Common
Consolidated Corporate Tax Base (CCCTB), rules
proposed by the commission under which companies
operating in the EU could calculate their taxable profits.
The proposal would introduce a single consolidated tax
return which would establish the tax base of the company.

▲ TAXING TIMES

Lack of consistency between tax
regimes within the EU is problematic,
says the FEE’s Olivier Boutellis-Taft

Afterwards, all EU countries where the company is active
could tax a portion of that base, according to a specific
formula considering three equally weighted factors:
assets, labour and sales.
However, three years after this proposal was made, no
agreement has been secured between the commission
and EU governments. Says Roy-Chowdhury, ‘We know it is
not particularly easy to progress in the current climate of
austerity and ever greater tax competition, but this initiative
should not be forgotten in the future.’ ■
Carmen Paun, journalist based in Brussels
FOR MORE INFORMATION:

Taxation trends in the European Union is available at
http://tinyurl.com/ec-tax-trends
OECD standard for automatic tax information exchange
– ‘Game changer’: www.accaglobal.com/ab103
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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

UNRESOLVED ISSUES

The impact of
unconventional monetary
policy in developed
economies has been critical.
It has caused dramatic
spillovers into emerging
markets, fuelled dangerous
asset price growth, and
given more of a boost to the
financial sector than to the
real economy.

INFLATION

The report raises questions
about whether inflation is
really dead at the global
level, with operating
costs on the rise again in
emerging markets. Inflation
has never really fallen in
Africa and the Middle East
in this period, while in Asia
Pacific input prices have
rebounded since late 2012.
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EIGHT ‘NARRATIVES’ ACCOUNT FOR BULK OF REGIONAL VARIANCE

The survey identifies eight significant patterns that have driven the changing
fortunes of businesses around the world. Together they account for two-thirds of
all observed quarter-on-quarter variance in regional economic conditions.

VARIANCE DRIVERS, 2009–2014
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A BRIEF HISTORY OF THE GLOBAL GECS INDICES
Global GECS
index values

The latest ACCA/IMA
Global Economic Conditions
Survey (GECS) marks the
survey’s fifth anniversary by
exploring the major trends
that have driven the global
economy between the
financial crash in 2009 and
2014, and considering what
they might mean for the
future of the recovery.

GECS confidence
index values

FIVE YEARS ON

Percent reporting
rising operating costs

GLOBAL ECONOMY

GRAPHICS | INSIGHT

30.4%

Crisis response

6.1%

Currency wars and asset bubbles

6.0%

Global capacity constraints

5.9%

Asian supply consolidation

5.7%

Middle East peace dividend

5.6%

Caribbean financial crisis

4.3%

Middle East big project cycle

4.2%

African monetary disruption

31.8%

Other patterns

THE SURVEY

Together with the
Institute of Management
Accountants (IMA), ACCA
publishes the GECS
four times a year. It has
become a trusted, widely
followed barometer for
the state of the global
economy, generating
extensive media coverage
– GECS has made it into
the press 6,300 times
so far (about once for
every six responses from
members). As of Q1
2014, GECS provides
year-on-year comparisons
over five consecutive
years. To view the
latest survey, visit www.
accaglobal.com/ab102
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INSIGHT | ECONOMIC HISTORY

WHERE WE STAND

How did the concept of accountability develop in the context of world history and why
has accountancy become so divorced from society and culture, asks author Jacob Soll

A

ccountants have not had an easy time lately. In every
financial crisis – from Enron to the 2008 meltdown
– they have been portrayed as criminal, incompetent
or inconsequential. Indeed, in 2008 accountants
were nowhere to be seen, except hauling boxes of files out
of Bear Stearns and Lehman Brothers.
Despite being involved in almost every financial
transaction, few political and financial commentators
discuss accountants or accounting. Yet even as they have
disappeared from cultural awareness and imagination,
accountants have become ever more numerous and ever
more skilled in the large-scale number crunching necessary
to make and untangle financial operations, and ever more
essential to the process of accountability. Looking at our
own financial challenges in the context of the history of
accounting, it becomes clear that if we want a world with
financial accountability – something essential to democracy
and sustainable capitalism alike – we will need to bring
accountants into clearer view, and accountants themselves
must play a larger role in financial and civil society.
The fact the Big Four accounting firms employ hundreds
of thousands of accountants and yet they remain hidden
in the shadows is not a new phenomenon. It is part of a
dangerous historical pattern. Considering there have been
centuries of struggles over financial accountability, our own
recent inability to effectively audit and hold companies and
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▲ 2008 MELTDOWN

New York, 15 September 2008: an employee of Lehman
Brothers Holdings hands a box of his personal property to a
waiting cab driver in front of the company’s headquarters
governments accountable seems incomprehensible. And yet
our predicament follows a historical pattern: no sooner is an
accounting reform made than we find a way to resist it. Indeed,
the rise of technology has made the task of accountability
even more daunting, as regulators and even auditors come
up against labyrinthine big numbers and financial logarithms,
high-speed trading, and complex financial products.

National accountability
As governments struggle with the paradox of the power and
frailty of the Big Four accounting firms, their own account
books are in greater disarray. Risky mortgage bundles are
still difficult to value and pose a threat to banking and the
stock market. American municipalities have gone bankrupt,
and parts of Europe teeter on the brink of insolvency. The
International Accounting Standards Board has characterised
municipal and government accounting as being in a stage
of ‘primitive anarchy’. All countries, rich and poor, hide
the true costs of their pension benefits and healthcare,
as well as infrastructure, off their balance sheets. Creditrating agencies (Moody’s, Fitch and Standard & Poor’s) have
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downgraded leading industrial nations – the
United States, France, and, more dramatically,
Italy, Spain, and Greece – not without scandal
or error. In a vicious cycle of mistrust, many
critics in turn cast doubt on the integrity
and skill of rating agencies as well as on
the Big Four. And yet, we need the skills of
accountants and auditors as never before.
Why, one may ask, don’t democratic
governments do more to stabilise the world
of finance, from the most sophisticated
leveraging of Wall Street to the dime-a-dozen
mortgages of Main Street? One reason is
the public is as disengaged from these hard
questions as it is unknowledgeable in even
the most basic principles of accounting
or political economy. Another is that government and the
auditing companies cannot keep up with the ever-mutating
financial tools and tricks of banking.

Call for transparency
Citizens and investors, in turn, cannot have confidence in
multinational businesses or, indeed, their governments,
when their own auditing firms and public agencies seem
so powerless to obtain accurate numbers. To foster serious
and constructive policy debate, the International Monetary
Fund’s Timothy Irwin has suggested that governments
publish balance sheets with their net worth, revealing their
assets, liabilities and budgets up to 50 years into the future.
Others have simply called for corporations to publish
clearer balance sheets. These seem to be simple
prescriptions, but are they possible? None addresses the
historical difficulties of transparent accounting. Beyond
economic cycles, then, failure seems to be built into a
world financial system that is opaque not at all by
accident, but rather by multiple designs and by passive
and dangerous ignorance.
If there is any historical lesson to be learned, here, it is
that those societies that managed to harness accounting as
part of their general cultures flourished. Republican Italian
city-states like Genoa and Florence, Golden Age Holland, and
18th- and 19th-century Britain and America all integrated
accounting into their educational curriculum, religious and
moral thought, art, philosophy and political theory.
In Holland, for example, accountability was not simply
an idea one learned or the work ethic of one religious or
ethnic group. It was embedded into all facets of culture.
One would learn accounting at school and practise it in
business, civil and domestic life and, at the same time, read
religious texts about accountability and view masterworks
of art that placed warnings about accounting and financial
hubris in the backdrop of scenes or messages from the
Bible. Politicians discussed the importance of accounting
and accountability, and political pamphlets called for audits
using religious language. Among educated citizens, there
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▲ HISTORICAL PERSPECTIVE

In his book, Jacob Soll examines the changing
role that accountancy and book-keeping has
played in various eras and within different nations
was an expectation that those in power, from municipal
administrators to educators to princes, knew accounting
and had a sense of just how essential financial
accountability was to their republican system.
Today, economics has too often been reduced to complex
number crunching and theories about human behavioural
patterns or economic cycles. And yet, it was born as not
just a mathematical field of inquiry but a historical study
of culture. The French economist Jean-Baptiste Say called
economics the ‘simple exposition of the every day life of
wealth’, and Max Weber insisted on studying both ‘economy
and society’. Indeed, societies that avoided disastrous
financial reckonings did so by putting finances in a
meaningful cultural context.
Perhaps the salvation of our stumbling, hyper-financial
societies lies not only in the personal, disciplined accounting
of the famed porcelain-maker and pioneering industrialist,
Josiah Wedgwood, or in the historical and moral approaches
of economic thinkers like Adam Smith or, indeed, in the
analysis of modern-day number crunchers, but also in the
old lessons of Dutch paintings which illustrate so powerfully
the importance of bookkeeping and financial management
by grounding it in piety, ethics, civic politics and art.
By putting finance into its own sphere, we have lowered
our financial and political aspirations. Once, we asked those
who practised finance to consider accounting as an integral
part of society and culture, even elevating the mundane
numbers of account books to the analysis of religion and
great literature. It is this cultural ambition we need to
recapture if we are to face down our future reckonings. It is
time not only for politicians and the public to engage with
accountants, but for accounting to become a much more
ambitious field and for it to insist on a leading role. This
means not just balancing the books, but also debating what
that means in daily life and government. ■
Jacob Soll is the author of The Reckoning: Financial
Accountability and the Making and Breaking of Nations,
published by Allen Lane
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INSIGHT | CORPORATE RISK MANAGEMENT

THE RETURN OF
PILLAGE
▲ SHINING A LIGHT

The electronic goods sector is one that needs
to carefully manage its supply chain

The increasing complexity of supply chains means that a corporate association with
pillaged goods could bring a risk of money-laundering charges, warns Jason Piper

P

illage is a little like a hippopotamus. Almost
everyone thinks they know what one is and that they
could recognise it. Some people even know where
they live, and where the name comes from. But far
fewer people know enough about them to understand just
how dangerous they really are – they kill more people each
year than any other mammal on the planet, man excluded.
Recent developments in litigation and legislation have
raised the risk to corporates from pillage. Direct prosecutions
of limited liability corporations, not just their officers or
managers, may now be on the cards, and liability for moneylaundering offences can attach indirectly, simply as a result
of handling goods that were pillaged by a supplier or their
associates. Detailed knowledge of your supply chains is more
than just a matter of profit margins, it can be a defining
element in your corporate reputation. Identification of your
brand with war crimes could be disastrous for customer
relations, while a conviction for money laundering would be
fatal to public procurement in most jurisdictions.
Pillage is the crime of theft in the context of an armed
conflict. There are strict legal definitions around what
constitutes ‘armed conflict’ here, along with a distinction
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between appropriations for military necessity (permissible
within ‘the rules of war’) and simple commercial theft.
Historically the roots of pillage were small-scale, and limited
to such goods as could easily be carried. But with the advent
of industrialised warfare in the 20th century, the scale and
parameters of pillage changed, and many of the war crimes
trials after the second world war were of the individuals
who controlled the mines and factories which processed raw
materials taken by force from occupied territories.
More recently, prosecutions for pillage have been more
rare, despite more of the raw materials on which modern
supply chains rely being in areas where armed conflict is
common. But all that may be changing, and the crime itself
is adapting to the realities of modern international trade.
Perhaps most significantly for business, theft (and with it
pillage) has become a predicate crime for money-laundering
offences. In other words, the simple act of handling pillaged
goods in your supply chain can constitute money laundering.
Crucially, there are indications that courts will consider
direct prosecution for pillage of corporate bodies
themselves, rather than the individuals who control them.
While the International Criminal Court (ICC) restricts its
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jurisdiction to natural persons, almost every national
legal system on the planet has also incorporated a triable
domestic offence of pillage. Because of this, the definitions
of which legal persons can be charged with pillage will
also follow local rules. In many jurisdictions, this means
that companies, with their separate legal personality,
can in theory be charged with the offence. There is by no
means universal academic support for the proposition that
liability for pillage can be attributed to a corporate body.
Yet there are strong indications that the concept of pillage
is developing so as to encompass this wider application,
with clear implications for companies in both financial and
reputational terms.
The different national crimes of
pillage all incorporate the same key
elements of the ICC definition. As a
war crime, pillage is treated with the
utmost seriousness, and the offence
need not have been committed within
the borders of the nation entertaining
the charges. The gravity of war crimes is such that several
countries have a ‘universal jurisdiction’ to deal with pillage,
and will entertain charges against any person regardless
of where it took place. Remote though management
may consider the risk of such an action, the potential
consequences are so great that it must be managed.
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involvement in pillage, whether intentional or otherwise. The
reporting regimes proposed around the world all rely on
detailed knowledge not only of the business’s own activities,
but of its relationships with others and their activities.
The administrative burden of maintaining a consistent
paper trail of accountability at every production stage for
every individual shipment of materials is, however, unlikely
to be an attractive prospect. The levels of due diligence
required at each stage of the production cycle will vary
according to the perceived risk, and the resources available
to the business. After all, lack of resource to confirm the
status of goods does not constitute a legal defence.

▌▌▌THERE ARE INDICATIONS THAT COURTS WILL
CONSIDER DIRECT PROSECUTION FOR PILLAGE
OF CORPORATE BODIES THEMSELVES

Supply chain due diligence
The length and complexity of modern supply chains almost
defy comprehension. The difficulties of fully understanding
your own business were highlighted in the EU recently when
horse meat was found to have made its way, unidentified,
into the food chain. Major supermarket chains were faced
with the embarrassment of publicly admitting that they
did not know what was going into their own-label foods.
With manufactured goods, the scope for incorporation of
untraced components and materials is even greater. Cotton
and palm oil both have ‘high-risk’ supply chains, while
the risks to electronic goods manufacturers posed by the
prevalence of raw materials from the Democratic Republic
of the Congo is well known in the industry, and has been
publicised by non-governmental organisations (NGOs).
Depending on where in the world you operate, and what
sector you trade in, your potential exposure to legislative
controls designed to impose some level of supply chain due
diligence on businesses will vary.
While the main areas of defence for a business will relate
to the knowledge of circumstances and intention to commit
pillage, a ‘win’ based on ignorance of its own supply
chains is unlikely to be satisfactory for most multinational
corporations. In addition to involvement in highly emotive
criminal conduct, they will have been shown not to have
fully understood their own supply chains, albeit not to a
criminally irresponsible level. The only fully satisfactory
outcome for a business will be to prove that it has no

Businesses may need to find proxies for direct assurance.
For example, suppliers’ membership of recognised
trade bodies or submission to certain levels of audit will
demonstrate a commitment to good practice. Whether this
can be judged adequate will involve a considered appraisal
of the circumstances, a process ideally suited to the skills
of the modern accountant.
Increasingly, though, businesses are opting for voluntary
transparency initiatives – both Intel and Apple have
committed to programmes of smelter verification as part
of their efforts to ensure conflict-free minerals are used.
Assurance of this nature has many benefits; it is subject
to objectively verifiable criteria, and it builds on existing
economic processes and management measures. But
whether your business is compelled to maintain records
or simply wants to manage its reputational risk properly,
supply chain due diligence will be an integral part of any
defence against charges of involvement in financial war
crimes, whether those charges are laid in a court of law or
the court of public opinion.
Notwithstanding the abhorrent nature of the underlying
crimes, a business must, in managing risk, focus on the
economic realities of staying in business. If the costs of
effective supply chain assurance become too great, then
competition from less scrupulous rivals may well render the
best efforts of a responsible business counterproductive as
its goods are priced out of the market. ■
Jason Piper is a technical manager, tax and business law,
in ACCA’s technical department
FOR MORE INFORMATION:

Jason Piper’s paper, Pillage: A new threat to global
supply chains, is at www.accaglobal.com/ab100
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Career boost
Is a glass-half-full or half-empty mindset better in achieving work targets? Talent doctor
Rob Yeung reports. Plus, how to beat the office blues when you return from holiday

TALENT DOCTOR:
REACHING YOUR GOAL
Suppose at the start of the year that your boss had set
you a stretching target of bringing £100,000 of revenue
into the business by the end of the financial year, which
happens to be December. It’s September now and
you’ve already banked £80,000, so you’re well ahead of
schedule. How would you feel?
Would you celebrate your accomplishment and the
fact that you’re already 80% of the way there? Or would
you focus on the 20% that you’ve yet to bring in to hit
your goal?
This isn’t just an intellectual exercise. Allow me to
explain, as research tells us that your focus may have
important consequences on your ability to get the rest of
the way to where you want to be.
A team of investigative psychologists led by Joyce
Ehrlinger at the University of Waterloo in Canada recently
tracked 109 overweight individuals over the course of
a 12-week weight loss programme. Participants were
randomly assigned to one of three groups.
One group was encouraged to adopt an
accomplishment focus – ie to track the weight that they
successfully managed to lose each week. A second group
was encouraged to adopt a goal focus by thinking about
how much weight they still needed to lose in order to
achieve their overall weight loss goals. A third control
group was encouraged to lose weight but given no
specific instructions on how to measure their progress.
So which set of instructions would you guess was
more effective in helping people to lose weight? The focus
on what they had already achieved or the focus on what
they had yet to do?
The researchers carefully measured everybody’s
actual weight losses and found that the participants who
had been instructed to focus on their accomplishment
on average lost 2.66% of their body weight over the 12
weeks. But the participants who had been told to adopt
the goal focus – to think about how far they still had to
go – lost 4.6% of their body weight. That’s nearly twice
as much weight loss.
The control group that had been given no special
instructions ended up losing around 2.21% of their
weight. That suggests that unless they have special
instruction most people tend to focus on what they have
achieved rather than what they still need to do.
Ehrlinger and her research collaborators concluded
in their write-up of the experiment that ‘focusing on
one’s accomplishments might inspire progress-induced
coasting and, consequently, decrease motivation’.
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In other words, having an accomplishment focus may
encourage us to bask in the contented feelings of what
we’ve achieved so far, which may inadvertently lead us to
slacken off.
So the implication is clear. If a goal is important
to you, then adopting a goal focus by concentrating
on what you have yet to do may be the better route to
success. Having that goal focus may fuel our ambition
and give us just that little extra boost towards achieving
what we want.
Dr Rob Yeung is a psychologist at leadership consulting
firm Talentspace and the 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: RETURN FROM VACATION
Is it possible to feel good about returning to work after a vacation? Perhaps. If,
say, it rained in Dubai while you were there, the kids were all stung by jellyfish,
or the ski resort had no snow, you may even be buoyed by the prospect of work.
But for most, it means an overflowing inbox, colleagues who
seem to go out of their way to present you with emergencies
to deal with, a computer that has forgotten who you are, an
end to parading everywhere in flip-flops and shorts, and a
big corporate frown at any attempt to open a bottle of wine at
noon. So how can you soften the blow of re-entry?
First, leave nothing to chance before you go on vacation. Do
a thorough hand-over to colleagues, predict what may come
up while you’re away to limit prospective damage, and turn on
your out-of-office with alternative contacts.
Then, when you get back, just concentrate on getting
through the first week. Arrange meetings out of the office if
possible, and book a short holiday the following weekend to
limit the impact. Most important of all: channel your
relaxed, revitalised aura into your work and workplace –
it just may bring some happiness to the office at large.

THE BIG BREAK: HTET HTET WIN AYE ACCA
‘I got a call from a recruitment
agency after they saw my
LinkedIn profile suited the
lead accountant role at Marina
Bay Services, Singapore,’ says
Htet Htet Win Aye. ‘It seemed a
great opportunity to grow in a
leading finance role for a newly
set up group of companies.’
MBS is targeting offshore oil
and gas companies, especially
in the Gulf of Mexico. It provides brokerage services for
offshore vessels and platforms, and vessel construction
and maintenance supervision services.
She says: ‘I really enjoy adding value to the
company as the main finance and accounting person,
implementing accounting policies, setting up accounting
software and liaising with all stakeholders.’

FOOTBALL FEVER LAYS
JOB HUNTERS LOW

During the World Cup final,
there was a 72% decrease
in Argentinians searching
online for jobs and a 55%
fall in Germany, according
to job board Indeed. And
while you might expect this
from the two finalists, they
weren’t the only countries to
see huge slumps in activity
on the job markets during
the tournament.

Each round saw the
competitor nations battling
it out to quieten the job
market – Brazil (-63%) vs
Colombia (-69%), Belgium
(–26%) vs USA (-7%),
Netherlands (-32%) vs
Argentina (-57%).
Interestingly, mobile
job-searching fell far less
than for desktop during the
tournament – so fans were
waving flags in one hand
and job-hunting in the other.

Tips for a successful job interview

Be yourself. Companies look for integrity and honesty.
* Everybody
has weaknesses – that’s OK. Always tell

*

*

interviewers what you’ve learnt from situations and
how you overcame weaknesses. This shows you’re
learning every day. Companies are looking for people
who want to continually improve, so show a willingness
to learn.
Never say anything negative or critical about past
employers. You can say the office was understaffed
and you were pressured, or unable to maintain a
healthy work-life balance, but saying that your boss
bullied you will unfortunately make you look worse
than your old company.
Interviews are a two-way process. Ask good questions
about the role, responsibilities, department structure,
opportunity for progression, company attitudes
towards training etc.

RECRUITERS TURN TO
THE ALGORITHM

According to an article in
the FT (‘Forget the CV, data
decide careers’), companies
are turning to the mountains
of personal data online
and on their servers to
determine the best possible
candidates.
By overlaying screening
responses from candidates
with employee behavioural
research and social media

statistics, companies get
a whole lot of big data to
crunch in the hope that
trends and patterns will
steer recruitment. And to
think, we’ve all spent years
agonising over our CVs… ■
This page is compiled and
edited by Neil Johnson
FOR MORE INFORMATION:

www.accacareers.com
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PARTNER POWER

An ACCA report has identified what finance functions struggling to deliver business insight in
a fast-changing environment need to do to be truly effective. Teuta Bakalli FCCA explains

D

espite all the talk
about the role of
finance as a partner to
the business, this is by
no means a new concept. It has
been talked about and, indeed, put
into practice for many years. Finance has long
provided CEOs and the rest of the business with
more than just ‘rearview mirror’ financial results. And
finance’s role in providing insight and analysis, in helping
the business formulate strategy and make decisions, is well
recognised by boards and senior management teams.
Yet the topic, quite rightly, refuses to go away. One
reason for this is that while technology is driving changes
in business models, reducing barriers to entry and pushing
the pace of new product development (and ‘not quite so
new’ product obsolescence), it is by no means certain that
finance is keeping up.
ACCA in partnership with IMA (Institute of Management
Accountants) has undertaken research as global as our
membership. Roundtables with finance leaders were held in
New York, Toronto, Vancouver, London, Singapore and Hong
Kong, while two surveys involved 750 CFOs around the world
and over 1,200 respondents from ACCA and IMA members.
The results tell us a lot about how the demands on
business create demands on finance. The best finance
functions are adopting an entrepreneurial approach. Others
are struggling with the challenge and risk losing credibility
within the organisation as to their ability to provide the
insight that the business requires. They will, therefore, carry
a huge burden of responsibility should their organisations
be unable to create growth.
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The research identifies three kinds of impediment for the
finance function:
Leadership and strategy. Does finance have the business
understanding and sponsorship to have its value creation
ideas taken seriously? This is arguably the hardest
problem to fix because it may be the one that finance is
least equipped to recognise as a problem.
Technology. Does finance have the technological
capability to deliver recommendations based on timely
and accurate information? This ought to be the easiest
problem to fix, although board approval for investment
can never be a foregone conclusion – the business case
for ‘better information’ always needs to be made.
Human capital. Does finance have people with the
right mix of knowledge and capabilities to support the
business continuously, and a mindset that will let them

*
*

*
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deliver effectively? Finance needs to recognise where
missing skills or inappropriate attitudes can be dealt with
by training and development or if resources need to be
brought into the business (and other resources rotated
out), and to know what skills will be required in future.
The research made clear that all these challenges are
surmountable; finance can deliver on the partnering skills
required for effective decision-making in an increasingly
competitive, fast-moving and entrepreneurial climate. To do
so, it needs to do three things: create the mandate, fix the
information and deploy the right talent.

Creating the mandate
This is a two-way street. Finance needs the culture to be able
to deliver commercial insight – indeed, to take a leadership
stance in doing so, by being proactive, not reactive. The
problem for many is that this can be at odds with the deeply
embedded stewardship and controllership functions of
finance. CFOs need to set the tone at the top to position the
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then it’s failing. Calling a piece of data a key performance
indicator (KPI) doesn’t make it so.
Finance is often led by technology, the roundtables
concluded, and so finance needs to ‘step back and
understand what the organisation needs in terms of its
reporting and its insight and analysis’. Then the task is to
find and adapt the right technology solution to achieve this.

Deploying the right talent
This requires getting two principal issues right. First, should
finance skills be embedded across the business, but risk
‘going native’ and losing their professional independence
by doing so? Or should they remain tightly within finance,
but sacrifice the visibility and deep level of understanding
of what’s happening in the business? A hybrid model
arguably addresses that dilemma. A roundtable participant
in Singapore said: ‘The most successful organisations where
finance is a true business partner is where they have the
ability to balance governance with value-add.’
The second issue is having staff
with the right skills. Finance staff need
the technical accounting skills but also
communication and relationship skills.
They also need the right attitude, the
right mindset. ‘The business actually
really wants finance to challenge it, but
unless you speak the same language
and phrase the questions carefully you can get pushback,’
one of our panellists said. It’s all about finding people who
are willing and able to do this effectively.
The clear goal for finance is to be a truly effective,
supportive and proactive partner for the business in an
increasingly fast-moving world where decision-making
can no longer be put off until a complete and perfect
suite of information has been compiled by finance. In
measuring finance’s performance against that goal it is hard
to think of a more appropriate or more simple metric than
the one suggested by one of our Singapore finance leaders:
‘One of the ways I see success is where leaders from the
business come to you when they have a big decision to
make, rather than me having to go to them. You’re top of
mind for them because they know you will add value to the
decision-making process.’ ■

▌▌▌‘THE BUSINESS ACTUALLY WANTS FINANCE
TO CHALLENGE IT, BUT UNLESS YOU SPEAK THE
SAME LANGUAGE YOU CAN GET PUSHBACK’
whole finance function to support the business. ‘It’s a way
of setting an example to the finance fraternity to become
as essential to whoever they are partnering as the CFO is to
the rest of the management team,’ as one of the London
roundtable participants put it.
The CFO also has to get buy-in from the board and the
business to win the trust and mandate that finance needs
to be an effective partner. As another London roundtable
attendee put it: ‘If you work for a traditional organisation or
sector, their view and perception of finance is likely to be as
the department that keeps the business out of jail. Finding a
space or a seat at the table that allows finance to contribute
insights as a partner can be incredibly difficult.’
To get the ‘pull’ from the rest of the business, finance
needs to empower itself to deliver. ‘Part of the success
here is the strength and quality of personal relationships
with the rest of the business, and the perception they have
of what finance can bring to the table,’ another roundtable
participant suggested.

Fixing the information
If it takes too long for systems to churn out information, or
manual workrounds are needed to verify untrustworthy data
or hammer conflicting spreadsheets together, then finance
is ill equipped to do its job in the 21st century business
world. Similarly, if the finance machine cranks out numbers
that make little sense, provide no insight, few analytics and
not much forward-looking guidance for decision-making,

Teuta Bakalli is CEO of Extol Solutions and a member of
the ACCA/IMA Accountants for Business Global Forum
FOR MORE INFORMATION:

More at www.accaglobal.com/smart
Financial insight – challenges and opportunities is one
of a series of reports looking at how finance functions
can improve their business partnering practices.
You can find it at www.accaglobal.com/ab101
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THE NEXT STEP

Today’s accountants are expected to be strategists as well as finance specialists, but not
all are comfortable in this role. Strategy consultant Tony Grundy offers some advice

S

tepping outside your comfort zone is always a
challenge – it goes with the territory. However,
some accountants will feel more challenged than
others by the increasing pressure for them to be
more ‘strategic’. ‘Sometimes, you can see accountants
stiffen when you start talking about strategic thinking,’
says Tony Grundy, who used to be one, before he morphed
into an independent strategy consultant. ‘The world of
strategy seems remote from the more cut and dried world
of figures,’ he says, and many accountants are unsure what
their role in strategy formulation might be.
Should they wait until the strategy is sufficiently well
formed that they can put some numbers on it, or should
they be getting stuck into the actual forming and shaping
of the raw ideas? Does strategy formulation require special
tools or concepts? How much time should be spent on it?
Does it add value and, if so, how can you measure this? If
these and other unanswered questions and uncertainties
aren’t enough to make you ‘stiffen’, there’s always the
mystery surrounding what ‘being strategic’ or ‘thinking
strategically’ actually involves.
In Grundy’s latest book, Demystifying Strategic Thinking,
the born-again strategy guru attempts to provide some
much-needed clarification on what it entails, when one
should do it, and on which topics. He says: ‘When you
Google “strategic thinking” it brings up lots of general
material on strategic management. But this tends to
be thick with concepts and theory and thin on cognitive
processes.’ Instead, Grundy takes you inside the heads
of some strategic thinkers, by
sharing the thoughts, words
and deeds of selected chief
executives (CEOs) – and then
analysing them.
of ‘strategic thinking’, which he defines
This could be an interesting
as: ‘The thinking process that looks at
place for finance chiefs who
any complex situation from a variety
want to ‘think strategically’ so
of angles, and seeks out options and
that they can better support
evaluates them and their implications
the CEO – or take a few steps
from differing perspectives in a novel way.’
in the direction of their shoes.
This is less enlightening in isolation
Grundy provides illumination
than it is when supported by all of the
through a series of case
CEO input and Grundy’s analysis of this
studies with high-profile CEOs
in Demystifying Strategic Thinking.
of commercial organisations
and non-profits.

DEFINING STRATEGY AND STRATEGIC THINKING
There are lots of definitions out there.
However, Grundy defines strategy as:
‘How you get from where you are now
to where you want to be – and with real
competitive advantage.’
This is something he expands on, with
real-life examples from the workplace
and everyday life, in his earlier book
Demystifying strategy, before going on
to explore the more mysterious concept
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At 300-plus pages it’s not a short book, but reading
it could give you some genuine insight into the thought
processes, feelings, motivations and preoccupations of these
particular CEOs – and Grundy – despite them all having a
different take on strategic thinking. One CEO describes it
as ‘an everyday event’ and something they do ‘24-hours a
day’ (even while sleeping, presumably); a second says ‘it
is not something that just happens – strategic thinking is
something that you must consciously do’; while a third sees
it as ‘a long-winded way of expressing common sense’.
They all seem to agree on its value, even if none of them
can put a figure on it, which shouldn’t diminish the appeal
of strategic thinking among finance chiefs. ‘The trouble with
being just an accountant is that it is very much like having
one eye, rather than two – the second being strategic,’
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waving farewell to those preconceptions – if only temporarily.
‘Imagine you are a strategy consultant,’ he quips, ‘and if
this is beyond you, try imagining that you are an alien, or a
competitor, or a customer, or a CFO who wants to be a CEO’.
Another way to become a more strategic thinker is
specialist education. ‘In an ideal world you would do an MBA
or mini-MBA in strategic finance of the kind that I do,’ says
Grundy. Training courses such as this can help to transform
your thinking and justifiably boost your self-confidence:
armed with an understanding of the principles of strategy
and leadership and the tools and techniques used by other
members of a management team, you can better influence
their thinking and proposals, and better articulate your own.
You could change the demands to be more strategic
– and look beyond the finance function to the rest of the
business and the environment around
it. Although automation is
diminishing the need for the traditional
skills and mindset of accountants,
CFOs are in pole position to take
the next step and transition from
compliance CFO, via strategic CFO, to
strategic CEO. ‘The more exposure you
can get to strategic thinking the better,’
says Grundy, even if you do this by reading, imagining
and visioning. ‘It’ll help you to understand how CEOs are
thinking,’ he says. ‘Just open your second eye and get
inside their heads.’ ■

▌▌▌’THE TROUBLE WITH BEING JUST AN
ACCOUNTANT IS THAT IT IS VERY MUCH LIKE
HAVING ONE EYE, RATHER THAN TWO’
says Grundy. ‘Not only does this mean you don’t get high
definition, you don’t get to see things in 3D either. To act
as the strategic foil to the CEO, you need this just to get
started,’ he explains, urging accountants to take a helicopter
view, rather than cling to the more linear approach.

Strategic mindfulness
Grundy suggests various ways to develop the softer skills
such as ‘intuition, imagination and visioning’ that this
brave new view of the world requires. Options range from
hurtling to the top of the Burj Khalifa in Dubai – with the
determination of Tom Cruise and the music from the
Mission: Impossible film playing in your head – to practising
yoga (you’ll need to read the book), to more mundane
activities, such as visiting a shopping mall. ‘One should look
at all everyday life experiences as opportunities to practice
strategic mindfulness,’ says Grundy, alluding to Zen.
If you don’t fancy extreme yoga or extreme shopping
you’ll be relieved to find there are less drastic ways to
broaden your horizons. ‘Accountants could read books on
management which deal with successes and failures,’ says
Grundy. ‘They can study “scenario story telling” and learn a
bit about how the human brain works and different thinking
styles. Studying a little about Dr Meredith Belbin’s team role
theory would be useful,’ he adds. If that seems too much
like hard work, there are more ‘playful’ activities to pursue.
By way of example, Grundy suggests practising the
art of mindset dumping. Perceptions, expectations and
assumptions all help to shape the ways in which an
individual, team or company views their strategy and what
they are trying to achieve; mindset dumping is a way of

Lesley Meall, journalist

Dr Tony Grundy is a
professional accountant,
MBA and has a PhD in
strategy. He worked with
EY, KPMG, ICI, BP and
PA Strategy Consultants
before becoming an
independent strategy
consultant, business
school academic and
writer. He also lectures
in strategy and corporate
finance at Henley
Business School.
Over the past 20 years, he has had 19 books
published, including Demystifying Strategy (published
by Kogan Page in 2012) and his recent follow-up
Demystifying Strategic Thinking – lessons from leading
CEOs. Grundy works with clients of all industries
and globally. He also runs ‘mini MBA’ courses with
Euromoney and is a regular contributor to Accounting
and Business. tony.grundy1@virginmedia.com
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Acquisitions without tears CPD

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

In the third article in his series on international business,
Tony Grundy explains how to make effective acquisitions
This article looks at
the different types of
acquisition, their objectives,
their value, the acquisition
process and acquisition
skills. We then finish with a
classic case study – BMW’s
acquisition of Rover Group.

Types
Acquisitions can be broken
down into three main types:
‘Step-out’ acquisitions
involve diversification
and take you into a new
business domain.

*

information gap about
what you are buying but
also an understanding
gap – what does that data
say about the strategic and
financial health of what you
are buying? There is also
typically a competency gap
in that you may not know
how to run a business that is
different in subtle as well as
more obvious ways.
In-fill acquisitions are
generally lower risk as
you are dealing with the
relatively familiar.

Objectives
Acquisitions can be made
for quite different reasons:
to achieve cost savings,
to acquire competences,
to grow market share, to
just grow generally, to
grow internationally, to
gain a position in future
high-growth markets, to
defend the business or
protect industry structure,
to add shareholder value, to
generate exciting new career
opportunities, or to send a
message to shareholders

of ABN Amro Bank just
before the credit crunch to
expand its presence in the
sub-prime market.
Better objectives might
be acquiring competences,
cost cutting, and generating
shareholder value.
Absorption acquisitions
tend to be made to reduce
costs, to increase market
share etc.
In-fill acquisitions are
typically to defend position,
to grow generally and to
increase market share –
provided that the acquisition
actually serves whatever
market that is.
Step-out acquisitions
are usually more about
positioning for future highgrowth markets, acquiring
competences and growing
internationally.

Value

▲ MAY THE FOURS BE WITH YOU…

Rover’s four-wheel-drive Land Rover division was one of the big
lures for BMW in its ill-judged takeover of the ailing UK car maker

*

‘In-fill’ acquisitions add
another business unit to
existing domains.
‘Absorption’ acquisitions
involve integrating new
operations within the
existing business.
Step-out acquisitions are
generally the riskiest as
there is often not just an

*
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Absorption acquisitions
are virtually always low
risk as they entail fully
integrating operations.
Exceptions are when a new
customer base is being
put through the acquirer’s
own operations, with the
attendant risk of alienating
customers.

that the company is a
dynamic one.
Potentially poor
objectives here are: to
just grow generally, to
protect the business, to
generate exciting career
opportunities, and to send
a message to shareholders
that the company is
dynamic. Each of these is
associated with shareholder
value destruction. A classic
case was the RBS takeover

Acquisitions are not only
of different types and have
different objectives but also
add value in different ways
– what’s known as value
segmentation’. Put simply,
‘value’ comes in different
pots and ought not to be
collapsed to a single number
(eg a net present value). In
the most general terms we
can distinguish between
value added at different
stages of the process as:
V1: the value inherent in
the existing strategy
V2: the value added (or
destroyed) by the deal
V3: the value added
(or destroyed) through
integration (and further
strategy development).
The idea here is that each
one of V1, V2, and V3 is
positive – although, all too
often, one, two or even three

*
*
*
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of these value segments are
actually negative.
In addition to these
aspects, value can be added
in different ways, such as
cost savings and gaining
market share (‘sweat value’),
or positioning in markets
expected to be high growth
in the future (‘opportunity/
speculative value’).
Being very, very clear not
only about the objectives but
also the targeted value of
an acquisition means going

learning. A better model
might be:
Goals: define corporate
goals, position and do gap
analysis (linked to V1)
Role and criteria: define
the possible role of
acquisitions and set
criteria (linked to V1)
in relation to others eg
organic development and
alliances
Options: identify and
evaluate options (linked
to V1)

*
*

*

an unusual but cunning
idea and the insight that
a particular company may
really fit in well (or not) to
your business portfolio. This
may need the support of
culture diagnosis skills as
well as astute judgment of
leadership capability.
Negotiation requires
another skill set and also
more technical skills
associated with due
diligence such as legal, tax
and financial.

▌▌▌INTEGRATION IS A TALL ORDER THAT CRIES OUT
FOR RESOURCES, A DETAILED PLAN, AND PEOPLE WITH
ALMOST PSYCHIC SENSORS FOR WHERE THE RISKS LIE
a lot deeper than just doing
a set of numbers for future
sales, margins and costs.
Value segmentation
can be made very specific
indeed. For instance, RollsRoyce many years ago
acquired Allison Engine in
the US. The value segments
identified here were ‘core
value’ (the value of existing
products), ‘spares value’
(the value of the spares
stream) and ‘capability
value’ (the value that could
be generated through its
skills as applied either in the
Allison business, or to the
Rolls-Royce business).
So the business case was
based on three, and not one,
present values.

Process
Commonly the acquisition
process is thought of as:
searching for targets
evaluating the targets
doing the deal.
And, perhaps, if you are
lucky, you get an integration
stage too.
This model is, however,
very limited as it fails to
nest the acquisition within
the strategic context – and
also in the latter stages
of implementation and

*
*
*

the deal (V2 stage)
* Doing
Integration and learning
* (the V3 stage).
This model does a number
of things over and above a
mere search process.
It anchors the process
to corporate strategies
and the wider opportunity
stream (acquisitions are
not a strategy in their own
right but a means towards a
corporate strategy).
It sets clear acquisition
criteria – which can be set
up as a series of strategic
dos, don’ts and might-dos.
And learning is crucial –
for any further acquisitions
and to steer the integration.

Skills
A wide range of skills are
needed to manage the
acquisition process. First,
there are the strategic,
organisational and financial
analytical skills for
pinpointing your current
strategic position and
needs. There are also the
investigative skills on top
of these for identifying and
evaluating targets.
In addition there are the
imaginative, creative and
visionary skills sometimes
needed to come up with

Integration entails
change management and
communications skills as
well as excellent project
management, speed and
tenacity. To combine this
with the learning process
demands considerable
objectivity.
Last but not least is
the need for outstanding
leadership capability.
It’s a tall order that cries
out for adequate training,
the right team, sufficient
resources, a detailed and
thorough plan, and the right
people – who need to have
almost psychic sensors
for where the risks and
uncertainties lie.

BMW and Rover
In 1994 BMW decided to
buy Rover to expand its
model range (smaller cars
and four-wheel drives in
particular) and to build its
mass for competing globally.
Unfortunately, its strategy
(V1) was flawed. With the
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exception of its four-wheel
drive, Rover had an ailing
product range in very
competitive markets. Much
more investment was needed
to turn it around than the
£3bn actually spent.
BMW never really
understood what it was
getting. It overlooked Rover’s
reliance on Unipart for parts
and did not appreciate
the enormous engineering
input required to replace
Rover’s Honda technology.
Even Rover’s four-wheeldrive model wasn’t in as
good a strategic shape as
BMW assumed, while the
Mini needed redesigning
from scratch. And finally,
BMW’s hands-off approach
following the first two years
of acquisition was a poor
integration strategy.
Huge currency losses
helped take Rover’s total
losses in 1999 to £0.9bn,
threatening BMW’s
independence. In 2000
BMW sold the four-wheeldrive business to Ford for
£1.7bn and got rid of the
rest to a consortium led
by John Towers, Rover exCEO, recouping the £0.7bn
original purchase price it
had paid for Rover. By then
BMW had invested £3bn –
and had to develop its own
four-wheel drive. £3bn is a
lot to pay for the Mini.
Did BMW follow the
acquisition process well?
No. Did it have the requisite
skills? Probably another
no. Did Towers? No – Rover
burnt up its £1bn dowry and
finally went bust in 2005. ■
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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Time to get rolling
They take far too long, cost too much and lack dynamism, so why not ditch your
annual plan and embrace quarterly rolling forecasting, suggests David Parmenter
HOW THE ROLLING FORECAST WORKS FOR AN ORGANISATION WITH A JUNE YEAR-END
Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

X

18 months

X

18 months

X

We all know that our annual
plan will be wrong as soon
as the ink is dried, so let’s
get it wrong quicker, albeit
more closer to the truth.
The first writers to put
annual planning to the sword
were Jeremy Hope and
Robin Fraser in their classic
book Beyond budgeting. The
reasons why the annual
planning process should be
replaced are because it:
takes too long
costs too much
leads to dysfunctional
behaviour (padding out
of budgets as you know
there will be cutbacks)
undermines monthly
reporting
is not designed for a
dynamic organisation.

*
*
*
*
*

Quarterly rolling forecasts
In this process management
determines the likely
revenue and expenditure
for the next 18 months.
The focus is on what
is happening in the
forthcoming quarter, but
with an eye to the bigger
picture six quarters out. The
quarterly forecast is used to:
fund budget holders, on
a quarterly rolling basis,
once their forecast has
been approved
set the monthly budgets
for month-end reporting

*
*
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First look at annual plan

X

Annual plan finalised

18 months
18 months

X

(set only one quarter
ahead)
update annual forecast
give a view of the next
financial year.
The recommended elapsed
time spent on the four
quarterly forecasts during
any given year is no more
than five weeks. It is quick
because each quarter’s
forecast is never a cold start
and a planning tool is used.
The diagram above shows
how the quarterly rolling
process works for a June
year-end. The dark-shaded
zone is the forecast for the
next quarter and the most
important part to get right.
The unshaded zone is the
second quarter, which is
also forecast monthly. The
mid-shaded zone is only
forecast in quarterly breaks.
As a guide, budget
holders should spend
60% of their time on
the first quarter because
first quarter numbers will
become targets, 20% on the
second quarter and 20% on
the remaining four quarters.

*
*

Second week of December
This is when budget holders
forecast to the end of the
year, with monthly numbers,
and the remaining period
in quarterly breaks. The
funding and reporting

X

Quarterly update of rolling forecast (during 2nd week)
Forecast monthly in detail (60% of available time)
Forecast monthly (20% of available time)
Forecast in quarterly spells (20% of available time)

NEXT STEPS
1 Become a disciple of Jeremy Hope, the thought
leader for corporate accountants.
2 Prepare your elevator speech about the woes of
annual planning (see earlier article).
3 Send me an email (parmenter@waymark.co.nz)
and I will send you a draft sales pitch to eradicate
annual planning.

targets are set for the
January to March numbers.
At the same time, they
forecast next year’s numbers
for the first time. Budget
holders are aware of the
expected numbers and the
first cut is reasonably close.
This is a precursor to the
annual plan. This forecast is
stored in the planning tool.
Second week of March
This is when budget holders
re-forecast to year-end
and the first quarter of
next year with monthly
numbers, and the remaining
period in quarterly breaks.

Budget holders obtain
approval to spend April
to June numbers. The
budget holders at the same
time revisit the December
forecast (the last forecast)
of next year’s numbers
and fine-tune them for the
annual plan. Budget holders
know they will not be getting
an annual lump sum funding
for their annual plan. The
numbers they supply are for
guidance only. ■
David Parmenter is a
writer and presenter on
measuring, monitoring and
managing performance
FOR MORE INFORMATION:

www.davidparmenter.com
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There has been significant
divergence in practice
over recognition of
revenue, mainly because
International Financial
Reporting Standards (IFRS)
have contained limited
guidance in certain areas.
The original standard, IAS
18, Revenue, was issued
in 1982 with a significant
revision in 1993. IAS 18
was not fit for purpose in
today’s corporate world
as the guidance available
was difficult to apply to
many transactions, with the
result that some companies
applied US GAAP when it
suited their needs.
Users often found it
difficult to understand the
judgments and estimates
made by an entity in
recognising revenue, partly
because of the ‘boilerplate’
nature of the disclosures.
As a result of the varying
recognition practices, the
nature and extent of the
impact of the new standard
will vary between entities
and industries. For many
transactions, such as those
in retail, the new standard
will have little effect but
there could be significant
change to current practice in
accounting for long-term and
multiple-element contracts.
On 28 May 2014, the
International Accounting
Standards Board (IASB),
as a result of the joint
project with the US Financial
Accounting Standards Board
(FASB), issued IFRS 15,
Revenue from Contracts with
Customers. Application of
the standard is mandatory
for annual reporting periods
starting from 1 January
2017 onward and earlier
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Step change
In the first of two articles on IFRS 15, Graham Holt looks at issues
surrounding the definition and nature of a contract under IFRS 15
application is permitted.
IFRS 15 replaces the
following standards and
interpretations:
IAS 11, Construction
Contracts
IAS 18, Revenue
IFRIC 13, Customer
Loyalty Programmes
IFRIC 15, Agreements for
the Construction of Real
Estate
IFRIC 18, Transfer of
Assets from Customers
SIC-31, Revenue – Barter
Transactions Involving
Advertising Services.
This article looks at some
of the issues surrounding
the definition and nature of
a contract under IFRS 15.
It also looks at the criteria
that must be met before an
entity can apply the revenue
recognition model to
that contract.
The definition of what
constitutes a contract for
the purpose of

*
*
*
*
*
*

applying the standard is
critical. The definition of
contract is based on the
definition of a contract in
the US and is similar to
that in IAS 32, Financial
Instruments: Presentation.
A contract exists when an
agreement between two
or more parties creates
enforceable rights and
obligations between those
parties. The agreement
does not need to be in
writing to be a contract,
but the decision as to
whether a contractual right
or obligation is enforceable
is considered within the
context of the relevant legal
framework of a jurisdiction.
Thus, whether a contract
is enforceable will vary
across jurisdictions. The
performance obligation
could include
promises

that result in a valid
expectation that the entity
will transfer goods or
services to the customer
even though those promises
are not legally enforceable.
The criteria that must
be met before an entity
can apply the revenue
recognition model to that
contract have been derived
from previous revenue
recognition and other
standards. If some or all
of these criteria are not
met, then it is unlikely that
the contract establishes
enforceable rights and
obligations. The criteria are
assessed at the beginning
of the contract and are not
reassessed unless there has
been a significant
change in »
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circumstances, which make
the remaining contractual
rights and obligations
unenforceable.
The first criteria set out
in IFRS 15 is that the parties
should have approved the
contract and are committed
to perform their respective
obligations. In the case of
oral or implied contracts,
this may be difficult, but
all relevant facts and
circumstances should be
considered in assessing the
parties’ commitment. The
parties need not always be
committed to fulfilling all
of the obligations under a
contract.
IFRS 15 gives the
example where a customer
is required to purchase a
minimum quantity of goods,
but past experience shows
that the customer does not
always do this and the other
party does not enforce their
contract rights. There needs
to be evidence, however, that
the parties are substantially
committed to the contract.
If IFRS 15 had required
all of the obligations to
be fulfilled, there would
have been circumstances,
as set out above, where
revenue would not have been
recognised, even though the
parties were substantially
committed to the contract.
It is essential that
each party’s rights and
the payment terms can
be identified regarding
the goods or services to
be transferred. This latter
requirement is the key to
determining the transaction
price. The construction
industry was concerned as
to whether it was possible
to identify the payment
terms for orders where the
scope of work had been
determined but the price
of the work may not be
decided for a period of
time. These transactions
are referred to as unpriced
change orders or claims.
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IFRS 15 includes the need
to determine whether the
unpriced change order
or contract claim should
be accounted for on a
prospective basis or a
cumulative catch-up basis.
If the scope of the work
has been approved and
the entity expects that the
price will be approved, then
revenue may be recognised.
The contract must have
commercial substance
before revenue can be
recognised as without this
requirement, entities might
artificially inflate their
revenue and it would be
questionable whether the
transaction has economic
consequences.
Further, it should be
probable that the entity will
collect the consideration
due under the contract. An
assessment of a customer’s
credit risk is an important
element in deciding whether
a contract has validity, but
customer credit risk does

not affect the measurement
or presentation of revenue.
The consideration may be
different to the contract
price because of discounts
and bonus offerings.
The entity should
assess the ability of the
customer to pay and the
customer’s intention to pay
the consideration. In cases
where the contract does
not meet the criteria for
recognition as a contract in
IFRS 15, the consideration
received should only be
recognised as revenue
when the contract is either
complete or cancelled, or
until the contract meets
all of the criteria for
recognition.
IFRS 15 does not apply
to wholly unperformed
contracts where all parties
have the enforceable right
to end the contract without
penalty. These contracts
do not affect an entity’s
financial position until either
party performs under the

contract. The standard
defines the term ‘customer’
as a ‘party that has
contracted with an entity
to obtain goods or services
that are an output of the
entity’s ordinary activities in
exchange for consideration’.
This is to distinguish
contracts that should be
accounted for under IFRS 15
from under other IFRSs.
Some respondents
asked for a clarification of
the meaning of ordinary
activities, but none was
given. Instead reference was
made to the description
of revenue in the IASB’s
Conceptual Framework
and the FASB Concepts
Statement No 6. An
entity needs to consider
all relevant facts and
circumstances, such as the
purpose of the activities
undertaken by the other
party, to determine whether
that party is a customer.
At first sight this
definition may seem
relatively straightforward
to apply; however, there
are circumstances where
an appropriate assessment
is needed. For example,
in cases where there is
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collaborative research
and development between
biotechnology and
pharmaceutical entities, or
grants received for research
activity where the grantor
specifies how the output
from the research activity
will be used. Additionally,
it is possible that a joint
arrangement accounted for
under IFRS 11 could fall
within the scope of IFRS
15 if the partner meets the
definition of a customer.
In the case of the transfer
of non-financial assets that
are not an output of an
entity’s ordinary activities,
it is now required that an
entity applies IFRS 15 in
order to determine when to
derecognise the asset and to
determine the gain or loss
on derecognition. This is
because these transactions
are more like transfers
of assets to customers,
rather than other asset
disposals. IAS 18 did not
provide specific guidance
for variable consideration
in these circumstances, but
IFRS 15 does.
IFRS 15 excludes
transactions involving
non-monetary exchanges

between entities in the same
industry to facilitate sales
to customers or to potential
customers. It is common
in the oil industry to swap
inventory with another oil
supplier to reduce transport
costs and facilitate the sale
of oil to the end customer.
The party exchanging
inventory with the entity
meets the definition of a
customer, because of the
contractual obligation which
results in the party obtaining
output of the entity’s
ordinary activities. In this
situation, the recognition
of revenue would not be
appropriate as there would
be an overstatement of
revenue and costs.
Leases, insurance
contracts, and financial
instruments and other
contractual rights or
obligations within the
scope of IFRS 9, Financial
Instruments, IFRS 10,
Consolidated Financial
Statements, IFRS 11,
Joint Arrangements, IAS
27, Separate Financial
Statements, and IAS 28,
Investments in Associates
and Joint Ventures, are also
scoped out in the standard.
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Some contracts with
customers will fall partially
under IFRS 15 and partially
under other standards.
An example of this would
be a lease arrangement with
a service contract. If other
IFRSs specify how to account
for the contract, then the
entity should first apply
those IFRSs. The specific
subject standard would take
precedence in accounting
for a part of a contract and
any residual consideration
should be accounted for
under IFRS 15. Essentially,
the transaction price will be
reduced by the amounts that
have been measured by the
other standard.
The second article will
deal with the five-step model
of IFRS 15. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department at
Manchester Metropolitan
University Business School
FOR MORE INFORMATION:

www.ifrs.org
www.fasb.org
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Joint effort
Paul Cooper looks at the background to the joint IASB/FASB project on revenue
recognition, culminating – after several years of development – in IFRS 15
The project by the
International Accounting
Standards Board (IASB)
to update the financial
reporting of revenue began
in 2008, and came to
fruition in May 2014, with
the issue of International
Financial Reporting
Standard (IFRS) 15, entitled
Revenue from Contracts
with Customers. This
will replace International
Accounting Standard (IAS)
11, Construction Contracts,
and IAS 18, Revenue,
along with four related
Interpretations (see previous
article). Certain contracts,
principally those involving
leases, insurance contracts
or financial instruments, will
remain subject to standards
other than IFRS 15.
The IASB undertook
its work jointly with the
Financial Accounting
Standards Board (FASB) in

There is also a need to reflect
the risk of not receiving
payment (‘credit risk’).
ACCA has been
involved throughout the
part of the consultation
process led by the IASB,
developing views through
its Global Forum for
Corporate Reporting
(and its predecessor, the
ACCA Financial Reporting
Committee). The project
took place over several
years, allowing three
opportunities for the
IASB to seek views
from interested
parties such as ACCA.
Following the
publication of a
discussion paper in
2008, the IASB issued its
first exposure draft (ED) of
a revised standard in June
2010. In November 2011,
the IASB issued a second
and final ED, before going on

clarifications, in response to
the comments on the second
ED, which the IASB received.
Overall, IFRS 15 should
represent further progress to
greater convergence between
jurisdictions by tackling the

Implementation Review once
each new or revised IFRS
has been operating for two
years. This provides a further
opportunity for interested
parties such as ACCA to add
comments based on our
members’ experiences, so
that the IASB can find out
how a standard has been
working in practice, and
receive any suggestions for
improvements.
IFRS 15 is converged
with the equivalent new US
standard issued by the FASB.
Going forward, this situation
may well be the exception.
The IASB and the FASB have
abandoned the principle
of seeking to produce
converged standards in all
cases, and while they still do
not disagree on many key

▌▌▌‘IFRS 15 SHOULD REPRESENT FURTHER PROGRESS TO
GREATER CONVERGENCE BETWEEN JURISDICTIONS BY
TACKLING THE AREAS THAT RISKED CREATING DIVERSITY’
the US. The project’s chief
aim is to establish common
up-to-date practice across
industries. Many contracts
are straightforward, but for
others, questions have arisen
over the amount and timing
of the revenue recognised.
The uncertainties are
due to factors such as the
contract length, the number
of separable components
(distinct goods or services) in
the contract, and the extent
to which the contract product
becomes tailored to the
customer’s needs over time.
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to issue IFRS 15.
The project’s path has
been evolutionary, without
any fundamental changes
in direction, or any major
retraction of the proposals.
ACCA has mainly supported
the proposals at the various
stages, including the
objective of a general set
of principles for revenue
recognition, and the central
role given to the concept of
control of revenue. We are
pleased the final standard
reflects a further number
of practical changes and

uncertain areas that risked
creating diversity in practice.
To give preparers time for
adoption, IFRS 15 will be
effective for accounting
periods starting on or after
1 January 2017. As is usual,
earlier application of the
standard is permitted.
The IASB and the FASB
have formed a Transition
Resource Group to consider
issues raised around the
standard’s implementation,
helping the transition process.
Looking ahead, the IASB
also now undertakes a Post-

accounting matters, their
preparedness to ‘agree to
differ’ is evident in other
recent developments. ■
Paul Cooper is corporate
reporting manager at ACCA
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Telling the story clearly
Paul Cooper explains how the IASB’s disclosure project is seeking to ‘declutter’
annual financial statements so that their messages come across clearly
There is broad agreement
that the content of annual
corporate financial
statements needs to be
reduced, and that preparers
should make their main
messages clearer. There
is less consensus over the
underlying cause of this
problem. Are preparers
lacking in courage, or
the ability to ‘tell the
story’ in their own way?
If the former, is this due
to the approach taken by
regulators and external
auditors? The content and
structure of accounting
standards themselves have
also been criticised.
The International
Accounting Standards Board
(IASB) has been listening
to the concerns about
accounting standards. This
article covers the various
projects in the board’s
disclosure initiative. These
involve formal consultations,
which ACCA will provide
responses to, based on
discussions with our
Global Forum for Corporate
Reporting. Background
factors and related work
are also covered, to assist
an understanding of
how excessive disclosure
(‘clutter’) is perceived.

History
The IASB initially gathered
ideas at a discussion forum
in London in January 2013,
and generated a feedback
statement in May 2013
(available at http://tinyurl.
com/1declutter).
The first formal
consultation was issued
by the IASB in March
2014 (at http://tinyurl.
com/2declutter). It is now
considering comments,
following the closing date of
23 July 2014.
This first step proposes
several changes to IAS 1,
Presentation of Financial
Statements, to confirm that
preparers should exercise
judgment in areas such
as the application
of materiality, the
disaggregation of
required figures
in the primary
financial
statements,
and the
structure of
the notes to
the financial
statements.
The IASB’s
intention is to
encourage thought.
For example, many
preparers hitherto

regarded as compulsory all
the ‘minimum disclosure
requirements’ in individual
International Financial
Reporting Standards (IFRS),
even where they were
evidently immaterial. This
has obvious consequences
in terms of clutter, which
risks obscuring the main
messages that the financial
statements should be
conveying to users.
At the same time, the
IASB strikes appropriate
notes of caution, to ensure
that the encouragement of
judgment does not facilitate
inappropriate manipulation
of the financial statements.
Disaggregation and the
structure of the notes
should not detract
from the principles and
requirements of IFRS.
This discourages
reporting
entities from,
for example,
displaying
‘non-GAAP’
measures
prominently, where
they give a more
favourable impression
than those established
under generally
accepted accounting
practice (GAAP).

Likely next steps
The IASB plans three
further projects within
the disclosure initiative,
although there may be some
changes following comments
submitted by respondents.
These projects will be
developed during 2014, and
some proposals may be
issued for comment by the
end of this year.
First, the IASB aims to
improve the information
provided under IAS 7,
Statement of Cash Flows.
More broadly, the board will
consider further guidance on
materiality, with particular
reference to significant
accounting policies. The
board will also consider
the general principles
for disclosure, thereby
amending or replacing
IAS 1, IAS 7 and IAS 8,
Accounting Policies, Changes
in Accounting Estimates and
Errors. Arising from this
latter work, the IASB will
review individual standards
for conflicts or duplication.

Materiality
A more considered
application of materiality
by preparers will be
generally welcomed,
but ACCA has raised a

»
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regarding overdisclosure as
within their remit, except to
the extent that inaccurate
or misleading information
is thereby presented. The
necessity of tackling the
problem of non-GAAP
measures indicates that
even the threshold for action
over misleading information
may need to be lowered.
Preparers mindful of
their auditor, and auditors
wary of their regulators,
can easily take refuge in
comprehensive, formulaic
disclosure. This can be

▌▌▌PREPARERS AND USERS OF FINANCIAL STATEMENTS
MAY INCORRECTLY GAIN THE IMPRESSION THERE IS A
HIERARCHY IN THE STANDARDS, WITH IAS 1 AT THE TOP
concern about a potential
undesirable consequence
of the proposed practical
clarification in IAS 1 that
disclosure requirements are
subject to the overriding
criterion of materiality.
Faced with the detailed list
of minimum disclosures in
other standards, preparers
and users of the financial
statements may incorrectly
gain the impression that
there is a hierarchy in the
standards, with IAS 1 sitting
above others.
The IASB’s intended
review of the disclosure
requirements presents an
opportunity to address this
potential difficulty by, for
example, making the lists
of disclosure requirements
in individual standards
less prescriptive, and
including an accompanying
confirmation in each IFRS
that the requirements
need not be applied to
immaterial items.
Consequently, it will be
beneficial for the IASB to
move on, as soon as it can,
to review the disclosure
requirements in individual
standards. Some comments

ACCOUNTING AND BUSINESS

have already been received
on IFRS 3, Business
Combinations, in response
to the post-implementation
review of this standard
earlier this year.
Furthermore, unless
the users of the financial
statements know what
the level of materiality is,
they will be uncertain as to
whether the non-disclosure
of a required item
represents non-compliance,
or the fact that it is judged
to be immaterial.
The obvious solution
here would be to disclose
the materiality level applied
by preparers. This is not
required by IFRS; however,
audit reports can now
disclose both materiality
and tolerable error (for
example, see the FRC’s
annual report – you can find
it at http://tinyurl.com/
FRC13-14).

Regulators, auditors
and other users
A widely held view is that
regulators and external
auditors have traditionally
challenged perceived
underdisclosure, while not

readily ticked off on a
disclosure checklist, and
reduces the risk of queries
and even lengthy (and
therefore costly) exchanges
of views, when there is
scrutiny of the financial
statements or the external
audit work.
There is a wide range
of users of the financial
statements, and certain
groups of users would
define themselves as
stakeholders in the reporting
entity. In addition to the
owners and lenders, there
are analysts, employees,
indirect investors (such as
the members of an investing
pension scheme), and even
wider society.
It is necessary to identify
the groups which preparers
of the financial statements
should consider. The IASB’s
Conceptual Framework
does this by identifying the
primary users of financial
statements as the reporting
entity’s existing or potential
investors or creditors. It
appears that analysts are
not directly encompassed,
although many of the
parties to which they provide

information could be.
It is helpful to have this
identification, as it would be
impractical, and go against
the aim of decluttering, to
meet all the information
needs of all potential users
of financial statements.
However, if, for example,
analysts routinely make
adjustments to published
financial information, and
there is no one accepted
method of making these
in order to provide relevant
information to potential
investors, this should not be
ignored by a standard-setter.
An important function of
any set of standards is to
reduce diversity in practice
where possible.
In addition to the
preparers of financial
statements, regulators,
external auditors and
other users have the
opportunity to participate
in the disclosure initiative.
There are already signs that
regulators will adopt
an approach which supports
the steps agreed to
reduce clutter.

Related work
The disclosure initiative
complements the IASB’s
ongoing review of its
Conceptual Framework,
which provides the basis for
preparing and presenting
the financial statements.
The work of other bodies
also assists the IASB: for
example, in 2012, the
EU’s European Financial
Reporting Advisory Group,
in conjunction with national
standard-setters, issued
a paper discussing a
disclosure framework for
the notes to the financial
statements. ■
Paul Cooper is corporate
reporting manager at ACCA
FOR MORE INFORMATION:

www.ifrs.org
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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
IFRS 9

IFRS 9, Financial Instruments,
will come into effect on 1
January 2018, with early
application permitted.
The long-awaited final
version of IFRS 9 brings
together classification
and measurement,
impairment, and hedge
accounting elements of the
International Accounting
Standards Board’s project
to replace IAS 39, Financial
Instruments: Recognition and
Measurement.
The IASB says: ‘The
package of improvements
introduced by IFRS 9
includes a logical model
for classification and
measurement, a single,
forward-looking “expected
loss” impairment model
and a substantially
reformed approach to hedge
accounting.’
This is how the various
elements of the standard
have been described:
Classification and
measurement. IFRS
9 introduces a logical
approach for the
classification of financial
assets, which is driven by
cashflow characteristics
and the business model
in which an asset is held.
This single, principle-based
approach replaces existing
rule-based requirements
that are generally
considered to be complex
and difficult to apply. The
new approach also results
in a single impairment
model being applied to
all financial instruments,
thereby removing a source
of complexity that was

associated with previous
accounting requirements.
Impairment. A new,
expected-loss impairment
model will require more
timely recognition of
expected credit losses.
The new standard requires
entities to account for
expected credit losses from
when financial instruments
are first recognised and
to recognise full lifetime
expected losses on a more
timely basis.
Hedge accounting. A
significant overhaul of
hedge accounting aligns the
accounting treatment with
risk management activities,
enabling entities to better
reflect these activities in
their financial statements.
Own credit. The change in
accounting means that gains
caused by the deterioration
of an entity’s own credit risk
on such liabilities are no
longer recognised in profit
or loss.
You can find more on
IFRS 9 at http://tinyurl.
com/ifrs9sum and http://
tinyurl.com/ifrs9finish
There is also an article
that looks at impairment,
changes in own credit,
hedge accounting and
disclosures. It is called
IFRS 9: A Complete Package
for Investors and offers an
upfront assessment that the
‘biggest difference under the
new standard will be in the
accounting for impairment’.
The article says that
entities are required ‘to
estimate and account for
expected credit losses for
all relevant financial assets,
starting from when they first
lend money or invest in a
financial instrument’ and

also that they must use ‘all
relevant information that is
available to them’.
You can read the article
at http://tinyurl.com/
ifrs9complete

CARBON ACCOUNTING
FOR SMEs

Factsheet 190 highlights
options available to SMEs
on setting up and operating
carbon accounting systems
and considers reporting and
taxation opportunities.
It can also be used
as an introduction to
carbon accounting for
larger businesses, or
as an introduction to
environmental management
and reporting more
generally.
Reporting can extend to
sustainability reports and
integrated reports that try
to present a wider picture of
the contribution a business
makes to achieving society’s
long-term aims.
The factsheet can be
found at www.accaglobal.
com/advisory

AUDIT
IFAC ETHICS

The 2014 Handbook of
the Code of Ethics for
Professional Accountants
incorporates several revised
pronouncements that were
published previously and are
now effective. They include:
addressing a breach of a
requirement of the code
conflicts of interest
the definition of ‘those
charged with governance’.
It also contains the revised
definition of ‘engagement
team’ effective for audits
of financial statements for

*
*
*

periods ending on or after
15 December 2014. For
more go to http://tinyurl.
com/IESBA2014
Glenn Collins, head of
technical advisory, ACCA UK

EUROPEAN UNION
REGULATION FOR
FAILING BANKS FUND

The EU Council of Ministers
has approved a regulation
that will establish an EU
fund to help mitigate the
impact of failing banks.
Under the regulation,
a Single Resolution Fund
(SRF) board will be able to
intervene to save or control
a bank deemed failing or
at risk of failure by the
European Central Bank.
The European
Commission will have 12
hours to object to ministers
if it deems such actions
unnecessary.
Full details at http://
tinyurl.com/SRF-EU

EU BANK STRESS TESTS
‘WERE FLAWED’

The financial watchdog
of the EU – the Court of
Auditors – has said that
the 2011 bank stress tests
conducted by the European
Banking Authority (EBA)
were flawed.
The regulator’s tests
failed eight out of 90 banks:
five in Spain, two in Greece
and one in Austria.
However, a Court of
Auditors report said that the
EBA ‘had neither the staff
nor the necessary mandate
to ensure the reliability of
the… exercise’.
More at http://tinyurl.
com/ECA-EBA

»
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PROFIT TRANSFER TAX
LOOPHOLE CLOSED

An EU tax law loophole has
been closed that allowed
companies to avoid paying
tax on profits moved from
a subsidiary in one EU
country to a parent company
in another.
The idea behind
the original EU parentsubsidiary directive was
to prevent double taxation
of these profits in both
countries. But some EU
member states allow
such profit transfers to be
declared against tax as a
business expense – so these
profits were tax-free.
Under reforms to the
directive, ‘the member state
of the parent company
would only refrain from
taxing profits from the
subsidiary [where] such
profits are not deductible
by the latter’, said a
council note.
More at http://tinyurl.
com/EU-transfer-tax

PUBLIC PROCUREMENT
FINANCE RULES

The European Commission
has proposed reforms to EU
public procurement rules
for contracts involving EU
institutions.
A specialised central
panel could blacklist
companies and individuals
from EU contracts, or
impose financial penalties
for wrongdoing.
Any exclusions or
financial penalties would be
made public.
More information is
available at http://tinyurl.
com/EU-pub-procure

FRANCE TAKEN TO
COURT

France is being taken to the
European Court of Justice
(ECJ) by the European
Commission for giving unfair
tax benefits to France-based
bodies pursuing general
interest objectives.
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TAX INFO EXCHANGE SYSTEM LAUNCHED
The Organisation for Economic Cooperation and Development (OECD) has released
a full version of a new global standard for the exchange of financial account
information between tax jurisdictions.
Its Standard for Automatic Exchange of Financial Information in Tax Matters calls
on governments to obtain detailed account data from financial institutions and
exchange it automatically with other jurisdictions annually. Sourced information
would include balances, interest, dividends and sales proceeds from financial assets,
covering accounts held by individuals and organisations, including trusts,
companies and foundations.
For more information, go to http://tinyurl.com/auto-ex

Donations or bequests to
such organisations funding
science, culture or art in
France are exempt from
registration duties.
However, if they are
based in another EU
member state, donations
are taxed at 60% (above a
threshold of €1,594).
The Commission says
that this breaks EU rules on

the free movement of capital
between member states.
More at http://tinyurl.
com/ECJ-France

GUIDANCE ON
TRANSFER PRICING

The European Commission
has released a policy paper
giving guidance on EU law
on the treatment of transfer
pricing transactions.

In particular, it examines:
risk management in
transfer pricing
the application of
secondary adjustments
the use of compensating
adjustments.
More information at
http://tinyurl.com/
EU-transfer-pricing ■

*
*
*

Keith Nuttall, journalist
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Malta and the EU directives
A joint ACCA/MIA conference considered the implications for Maltese firms and
businesses of EU legislation on accounting, reporting, audit and money laundering
ACCA and the Malta
Institute of Accountants
(MIA) have held a joint
conference to consider the
implications for businesses
and the profession in Malta
of the new legislation
emerging from the EU.
Attended by around
100 members from the
profession, business and the
public sector, the conference
was opened by MIA
president Maria Micallef.
John Davies, ACCA’s
head of technical, then
highlighted the main
changes that will follow from
the agreement now reached
on the new legislation on
accounting, non-financial

reporting, audit and money
laundering.
A panel session on
accounting and audit
matters and another on
money laundering followed,
with Davies and senior
Maltese practitioners
discussing the key issues
which now wait to be
addressed by the various
national governments.
Panel members included
MIA technical director Mark
Abela, Malta Accountants
Board chair George Rapa
FCCA, PwC’s Simon
Flynn, Ministry of Finance
quality assurance head
Marcel Coppin FCCA (who
represents Malta on ACCA’s

International Assembly),
Deloitte’s Ariane Azzopardi
and Mazars’ Alan Craig.
Among the key issues
addressed by the panels
were the future of the
small company audit in
Malta, the advantages and
disadvantages of Malta
adopting the new microentity accounting regime,
and the new emphasis on
risk management contained
in the fourth money
laundering directive.
ACCA and the MIA enjoy
a close relationship and
cooperate on a range of
matters, and look forward to
developing the relationship
in the future. ■

▲ FEEL THE WIDTH

ACCA’s John Davies
addressed the conference on a
raft of EU legislation
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The future of finance talent
A recent conference organised by ACCA USA and The Economist Events discussed
how to catch and keep the next generation of bright young things
Wall Street and the City
have long had their pick
of the brightest and
best, but since the 2008
financial crisis, attracting
and retaining the top
talent has become more
of a challenge. Not only
did the meltdown tarnish
the ethical reputation
of finance, it invited
regulations that curbed
compensation.
ACCA USA and The
Economist Events held a
virtual conference on 12
June to discuss how financial
firms are fighting back in
the global war for talent and
how they can compete with
Silicon Valley and elsewhere.
The panel agreed that

legendary investment bank.
‘Does this mean some of
the coolness has gone out of
finance?’ Bishop asked.
‘The number of college
students interested in
banking has been in the
decline in the US and
Europe, though there is
still a lot of enthusiasm
in Asia,’ admitted Sarah
Allen, the global director of
human resources strategy
and talent solutions at BNY
Mellon, a Wall Street bank
established in 1784 by
Alexander Hamilton, one of
America’s founding fathers.
The competition from Silicon
Valley has been especially
intense. ‘Historically we
were looking for different

ever before, with lots of
fascinating roles and great
places to work,’ she says.
Despite the damage to
the reputation of financial
services during the 2008
meltdown, Allen argues
that banks remain a force
for good in society. ‘In our
industry you are touching the
ultimate client, which is all
of us,’ she says. ‘There is no
greater calling than that.’
Understanding the
priorities of young
employees has become
crucial to attracting and
retaining talent, the panel
agreed. A new generation
of employees often prize
continuous learning and
experience over promotions.

▌▌▌MILLENNIALS ARE TRYING TO FIND COMPANIES
IN WHICH THEY CAN CONSTANTLY GROW AND THAT
ALSO OFFER THE ABILITY TO WORK INTERNATIONALLY
finance had suffered a
serious setback. A new
generation of technology
titans now often has the
upper hand in attracting
top talent over storied
financial firms, observed
host Matthew Bishop, The
Economist’s US business
editor and New York bureau
chief. At a recent Economist
conference the newspaper
asked delegates whether
they would advise young
graduates to work for
Google or Goldman Sachs.
Even though the debate was
held in New York, home to
the world’s top investment
banks, 90% of the audience
initially opted for the
internet search firm over the
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people from the technology
firms. Now many banks are
really technology firms with
financial services as their
product. As a result, we are
often vying for the same
pool of talent.’

Competing with tech
The tech firms, she
conceded, make a
compelling case. ‘Silicon
Valley can offer a neat
juxtaposition of really
interesting things to work
on, smart people to work
with and the opportunity
to make good money.’ But
that is an offering that a
career in finance can match.
‘The intellectual challenges
in finance are greater than

BNY has started a rotational
development programme,
offering a series of
assignments in different
parts of the business along
with access to top leaders.
‘The optimism of these
trainees is infectious,’ Allen
said. BNY Mellon, which has
$28 trillion under custody
or administration, is also
building up its operations in
Silicon Valley.
‘Millennials are trying to
find organisations in which
they can constantly grow
and that also offer the ability
to work internationally,’
said Eileen Mullaney, the
global mobility consulting
leader at accounting firm
PwC. Companies neglect

such desires at their peril,
she warned. ‘We find that
the new generation is ever
more willing to move on if
an employer is not fulfilling
these needs. The loyalty
factor has been fading.’
On the flip side, what
employers hope for from
new hires has also been
shifting. There is an
increased focus on analytical
thinking, the panel agreed.
One upshot has been
a change in the hiring
process. ‘It is hard to detect
analytical ability simply from
a resumé,’ said Allen. ‘As a
result, the selection process
has become more interactive
– with multi-person
interviews and on-the-spot
writing samples.’
Banks are also hungrier
for specialist computing
skills, observed Matthew
Sigelman, chief executive of
Burning Glass Technologies,
which develops technologies
for matching people with
jobs. ‘Financial services
firms have been leaders in
big data,’ he said. ‘There
were 40,000 jobs created
last year in data mining in
the industry.’ What’s more,
there has also been booming
demand from banks for
business intelligence
architects, data warehousing
specialists and cyber
security experts to help keep
all of this data safe.
The personality type of
the ideal banking candidate
is also shifting, the panel
argued. While there is still
a need for swashbuckling
innovators, banks are keen
to ensure that employees
have the proper ethical
standards combined with
an appreciation of risk.
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▲ TALENT SCOUTS

From left to right: Matthew Bishop, Eileen Mullaney, Matthew Sigelman and Sarah
Allen all agreed that finance has suffered a serious setback in attracting talent

‘There has been a big
expansion in compliance,
aimed at reducing the risks
that banks will be sued,’
observed Bishop.
This point was backed
up by Sigelman: ‘The bank
jobs that are staying open
the longest are in regulatory
roles. It is clear that this is
where financial institutions
are struggling to find the
talent they need.’ Sigelman
also believes the task of
recruiting is complicated
by the fact that more roles
within banks demand risk
management and analysis
skills. ‘It is no longer
the case that you have a
separate risk management
function and everyone else
goes on as before,’ he said.
‘Sadly, it is difficult to find a
software developer who also
has risk management skills.’
Having attracted
or trained such talent,

corporate social
responsibility can play
a role in ensuring they
remain motivated. ‘Financial
services have a huge
philanthropic history,’ said
Allen. ‘We give employees a
terrific opportunity to give
back to communities.’

Philanthropic pull
Philanthropic programmes
can also be a strong
recruiting tool, said
Mullaney. ‘When I was
applying for my first job, the
last question you asked was
how the company helped
society. Now it is among the
first,’ she argued.
The current generation
is increasingly interested
in constant learning, said
Mullaney. ‘It’s not just about
getting to the next step on
the career ladder,’ she said.
‘The chance to spend even
a few weeks or months in a

new location can be hugely
valuable to an individual.’
More opportunities arise as
financial services venture
deeper into banking beyond
just the main financial
centres. Traditionally,
Mullaney pointed out, only
about 1% of a company’s
staff could expect
international assignments.
In the future, mobility could
be as high as 25%.
Of course, mobility is not
always seen as a perk. As
retail banks open branches
in smaller cities in China,
for example, many top-tier
employees – even Chinese
nationals – may be reluctant
to move permanently to
set up such operations. A
willingness to make such
appointments temporary
and allow workers to
commute back home for
weekends may help retain
valuable staff.

To bring on new talent
and cement loyalty, BNY
Mellon has also focused
on mentoring. ‘Mentoring
is even starting to morph
into a form of sponsorship,
with more senior employees
advising younger staff on
different aspects of their
career,’ said Allen.
The competition to attract
the most skilled employees
is intensifying, the ACCA
panel agreed. Even the most
prestigious financial firms
can no longer effortlessly
monopolise the world’s top
talent. This makes it even
more crucial that banks pay
attention to burnishing their
brands as well as listening to
the new generation of highfliers and what they expect
from the workplace. ■
Christopher Fitzgerald,
journalist based in
New York
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Better business through diversity
Two recent roundtables in Canada brought together finance leaders to discuss the
importance of diversity and how to deliver it in the finance department
The nature and value of
diversity, and the challenge
of achieving it within
organisations, is a hot topic.
Two recent roundtables in
Canada, bringing together
finance leaders in Toronto
and Calgary, considered
it under the theme of
‘Building a better business
through finance diversity’.
Given that the concept of
diversity is well established,
there was some discussion
about whether it remains
about gender, ethnicity
and sexual orientation, or
has developed to include
elements such as differences
in culture and experience.
Participants welcomed
broad definitions of
diversity, but felt that core
aspects such as gender
could not be overlooked or
taken for granted.
Rohit Bhardwaj, CFO of
Chemtrade Logistics Income
Fund, suggested that
diversity relating to issues
such as gender and ethnicity
is ‘very important from a
social justice and equity
perspective, and therefore
very important to pursue,
but this does not necessarily
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translate into diversity
of thought’.
He himself has learned
through experience to
broaden his thinking. For
example, he referred to past
experience of working in
multidisciplinary teams. ‘We
would have discussions and
I would dismiss someone’s
thoughts in my mind and
then see how it got to
an endpoint – and that
really taught me how it’s
important not to bring just
classical training and think a
certain way; don’t be quick
to judge people’s opinions.’
Organisations were seen
as struggling to accept
different approaches or
ways of working. ‘There is
a corporate mould,’ said
Ilinca Vetra, VP financial
systems for Intact Financial
Corporation. ‘You have to fit
in a certain way and people
for one reason or another
don’t fit in perfectly. Different
backgrounds give different
attitudes and sometimes
people are judged. You can
be very successful, you can
have high performance,
but you are not behaving in
the way expected. We still

have a lot of work to do in
accepting that.’
Diversity in finance teams
was considered valuable,
not least because of the
increasing complexity of
finance and the challenging,
varied roles finance teams
must fulfil. ‘Business and
finance is getting more
global and complex,’ said
Kamal Rajani, CFO of
the Nature Conservancy
of Canada. ‘Things are
different in different parts
of the world, and so how
you function as a business
[needs to be different]. You
need the diversity.’
Nevertheless, diversity
seems difficult to achieve,
particularly at senior
levels. Michael Bach, CEO
of the Canadian Institute
of Diversity and Inclusion,
noted: ‘Women in Canada
now hold about 60% of
undergrad degrees and have
held more than 50% since
1979. How many more years
do we have to wait before
we have more than 11% of
CEOs who are women?’
Bach also referred to a
Catalyst research report
into Fortune 500 companies

which found that those with
three or more women on
their board ‘dramatically’
outperformed competitors
with no board-level women
by 46% return on equity. ‘If
I was the chair of a board,
I would have immediately
gone out and found three
women,’ he said. ‘How much
evidence do we need?’

Delivering diversity
If diversity is valued,
what may be hindering
its achievement?
Roundtable participants
considered whether some
organisations expect
particular qualifications for
certain roles, and certain
experience, such as having
worked in a similar sector
or organisation. Recruiters
may look for people who tick
certain boxes – making their
lives easy, but perhaps a
short-sighted approach.
‘What you want is the
difference of perspective,
whether [through someone
moving] from services into
industry, charity to private,’
said Catherine Fels-Smith,
VP finance and operations at
Toronto Board of Trade.
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The regulatory component
of the finance function can
make it harder for finance
leaders to embrace diversity.
People may feel reassured
if they recruit a certain
type of person with specific
qualifications or experience;
they may believe someone
from a particular ‘small
box’, as Fels-Smith put
it, will ‘deliver regulatory
responsibility’. She added:
‘In an environment where you
are trained to be precise and
right, getting people to think
differently and going against
that is a cultural challenge.’
Roundtable participants
considered whether diversity
is associated with greater
risk. Though differing views
were expressed, Fels-Smith
did not think so. ‘The
issue around finance and
regulation is that it has a
risk-averse organisation or
orientation,’ she said. ‘Going
into organisations and trying
to change is an uphill battle.’
Bach challenged overreliance on qualifications
as opposed to behaviour:
‘People with an accounting
qualification are not
necessarily critical thinkers,
so the question becomes,
if you are just hiring people
with a designation, are they
critical thinkers or did they
just pass the exam?’
Finance leaders need to
show the way in terms of
recruiting individuals with
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THE THREE ‘A’s IN DIVERSITY
Steve Bower, chair of the audit and risk committee
of Long View Systems, referred to diversity in
terms of the three ‘A’s: attitude, awareness and
accommodation. ‘As a financial leader, how do
we really feel about the value of diversity in our
organisation? Do we really believe we get better
outcomes and results or are we not quite there yet?’
He referred to Parkinson Society Canada, where
he has served as treasurer: ‘The whole organisation
is focused on diversity, including people living with
Parkinson’s. Accordingly, from the top right down
through all levels of staff, it is believed and practised.’
Accommodation is important as well. Bower
has been impressed by how staff who do not have
Parkinson’s try to accommodate the needs of staff
and volunteers who do have the disorder.

different backgrounds or
approaches. ‘It has to come
from the top,’ said Alysia
Carter, CFO of mechanical
and electrical services
provider Ainsworth. ‘If we
are just looking for someone
to do the same thing over
and over again, we are
not the ones changing our
thinking and so we are not
the ones leading the charge.’
Support from the very
top was also considered
helpful. ‘If the CEO isn’t
embracing or open to
diversity, that can be a real
obstacle,’ said Don Finstad,
CFO of supermarket
supplier Vantage Foods. ‘If
they’re close-minded, that’s
going to set the culture for
the organisation. They don’t

necessarily have to go and
promote it, but they can’t
be close-minded to it.’
Ron Murphy, CFO of oil
and gas company Kanata
Energy, felt that active
CEO endorsement could
make a real difference. He
referred to his experience
at a previous company
where the CEO launched a
campaign on safety. ‘It took
off like wildfire,’ he said.
The CEO’s support brought
credibility and immediate
corporate buy-in. ‘The
safety mindset emanated
right through the culture of
the organisation. I’m sure
you could apply that to
diversity.’ ■
Sarah Perrin, journalist

▲ POINTS OF VIEW

Top to bottom: Kamal Rajani:
‘You need the diversity.’ Rohit
Bhardwaj: ‘Don’t be quick
to judge others’ opinions.’
Catherine Fels-Smith: ‘Getting
people to think differently is a
cultural challenge.’ Michael
Bach: ‘How much evidence do
we need?’ Ron Murphy: ‘Active
CEO endorsement the key.’
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Council highlights
The Regulatory Board’s annual report, member satisfaction and Nominating Committee
recommendations were on the agenda at the Council meeting held on 21 June 2014
Council held a scheduled
meeting on 21 June 2014.
The guest presenter at
the meeting was Katrina
Wingfield, chairman of the
ACCA Regulatory Board,
who presented the board’s
annual report for 2013.
The Regulatory Board was
established in 2008 and
brings together all of ACCA’s
arrangements for regulation
and discipline in a single
entity. The board stands at
arm’s length from Council
and the majority of its
members are lay individuals.
The report of the
board for 2013 focused
on the introduction of
legal advisers to provide
input to disciplinary and
regulatory committees,
the increased number of
hearing days in 2013, the
successful introduction of
a case management system
and ACCA’s relations with
lead regulators.
This was the last
report to be presented by
Wingfield, who will complete
the maximum term of six
years as chairman of the
board in September 2014.
Council took the opportunity
to thank Wingfield for her

valuable contribution as the
first chairman of the ACCA
Regulatory Board.
A number of other issues
were considered in Council’s
formal sessions:
With regard to strategic
issues, Council discussed
the outcomes of
the recent member
satisfaction survey and
key learning points,
together with a summary
of actions taken to
address concerns raised
in the surveys. Council
also broke into workshop
groups to discuss the
ACCA brand’s competitive
strengths and potential
challenges. This was in
the context of one of the
key strategic outcomes of
the 2020 Strategy – Lead.
Council agreed
recommendations from
Nominating Committee
regarding membership
of boards and standing
committees in the coming
Council year. It also, on a
report from Governance
Design Committee,
approved amendments
to Council’s standing
orders for adoption at the
annual Council meeting

*

*

*

*

in September, as well
as guidelines for the
use of social media by
Council members.
Council approved the
consolidated financial
statements and corporate
governance statement for
2014, together with the
text of ACCA’s 2013-2014
integrated report. It also
approved the Notice of
Meeting for the 2014
AGM. The reporting
suite of material will
be available on ACCA’s
website from the end
of July, together with
information relating to

AGM: THURSDAY 18 SEPTEMBER
ACCA’s AGM will be held at 1pm (BST) on Thursday 18 September 2014 at 29
Lincoln’s Inn Fields, London WC2A 3EE. The AGM will be followed by the annual
Council meeting, at which ACCA’s officers for 2014–15 will be chosen.

*

*

the AGM and Council
elections. (Members are
encouraged to engage
with ACCA by submitting
their votes by the closing
date of 11 September.)
Council considered a
paper providing feedback
on the Council meeting
in Dubai and related
events, and noted that
the visit was successful
in positioning ACCA as a
strong supporter of the
local profession and in
facilitating engagement
with key stakeholders.
Council also noted that
successful regional visits
had taken place to Oman,
Bangladesh, Pakistan
and Sri Lanka.
Council agreed to reaffirm
its policy of holding an
international Council
meeting every two years.
It also agreed in principle
that the international
Council meeting in
2016 should be held in
Singapore, with associated
visits by smaller groups
of Council members to a
number of other markets
in the region.
Council received a
number of briefing papers
updating members on
various matters including
the Flexible Exam Delivery
Support programme, the
development of ACCA’s
global forums and the
implementation of ACCA’s
corporate IT plan. ■

WEBCAST: ACCA PRESIDENT AND CHIEF EXECUTIVE
Tune in to watch the ACCA Engage webcast from 11 September at www.accaglobal.com/engage. ACCA’s chief
executive, Helen Brand, and president, Martin Turner, will be answering a number of questions submitted by
members on topics such as market recognition, membership fees and the ACCA Qualification.
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A good MBA fuels
career success
‘The global MBA offers high quality tuition, great
flexibility and global recognition. The real workplace
case studies alongside the theory improved my
knowledge and widened my exposure to business
management. This MBA is perfect for motivated
and self-disciplined finance professionals to further
develop their understanding of business.’

Angie Dai
assistant PRC finance manager, ExxonMobil Investment

Ranked 7th globally in the QS
Distance Online MBA Rankings 2014

www.accaglobal.com
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Global online conference
Topics including risk, culture, investors, reporting and the finance
function will be explored at ACCA’s Accounting for the Future event

62 Canada Diversity
roundtables
60 Talent conference
Debate in New York
57 News Malta event
22 ACCA president
How we can protect
complex supply
chains from plunder

FIVE

Number of years of
the ACCA/IMA Global
Economic Conditions
Survey – the largest of
its kind in the world.
To commemorate this,
ACCA has published
a health check for the
global economy, based
on the full five years’
worth of survey data.
www.accaglobal.com/
ab102

ABOUT
ACCA
ACCA is the global
body for professional
accountants.
We aim to offer
business-relevant,
first-choice
qualifications
to people of
application, ability
and ambition around
the world who seek a
rewarding career in
accountancy, finance
and management.
We support our
170,000 members
and 436,000
students throughout
their careers,
providing services
through a network
of 91 offices and
active centres.
www.accaglobal.com
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ACCA members will be
able to enjoy four days of
global content delivered
live and on-demand at the
Accounting for the Future
conference, which runs from
15 to 18 September.
The free worldwide event,
delivered via live webcasts
and on-demand videos,
will explore the role that
finance professionals will
play in building a strong and
successful global economy.
ACCA will harness
the latest technology to
bring together finance
professionals from around
the world to share and learn
from their peers.
Its experts will share
the latest insights on how
businesses need to adapt
to meet the future needs of
stakeholders, regulators, the
economy and the public.
Each of the four days will
have a different theme:

▲ LIVE WEBCASTING

The free four-day event is a great opportunity to share knowledge
15 September Driving
business performance:
creating value through
effective risk management
and governance
16 September The role
of reporting: investors
and how to increase the
relevance in reporting
17 September Talent and

transformation: creating
the finance function of
the future
18 September Future
proofing: preparing your
business for the changing
future landscape
Register at www.accaglobal.
com/accountingforthefuture

ACCA MEMBERSHIP HITS 170,000
An increase of almost 5% in member numbers has resulted in ACCA’s membership
reaching 170,000. At the same time, ACCA recorded 436,000 students, of which
384,000 – an increase of more than 12,000 on the previous year – were studying for
the ACCA Qualification for 2013-14.
The rate of growth among members, at 4.7%, is the highest of any of the
international accounting bodies, comprising 10,377 new members and a 98.4%
retention rate among existing members.
Fundamental to achieving growth is ACCA’s professional standing. ACCA asked
employers for their overall perceptions – with 95% saying that ACCA was a respected
brand and 89% saying that ACCA was a world-class organisation. ACCA was seen as
being the global leader among international accounting bodies by more than 50%
of those surveyed, with only 17% mentioning the next highest-ranked body. Learning
providers were also asked about their views – with 90% saying ACCA is a world-class
organisation and 85% agreeing that ACCA is a great career choice for young people.
ACCA chief executive Helen Brand described the results as heartening,
commenting: ‘The opinions of employers and learning providers are critical to us,
since they provide career and learning opportunities to all our members and students.’
She added that ACCA had achieved all the targets set for speed, efficiency and
quality of email and telephone service – all of which are benchmarked against globally
accepted service delivery measures.
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