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Sustainability train picks up speed

On the day I write this, 
McDonald’s has announced 
that it’s going to cut the 
use of antibiotics in the 
chickens it sources. It is 

a useful reminder of the responsibility companies have to 
their customers and to the environment. In this edition, we 
cover many of the issues around sustainability and business 
practices. On page 24 Robert Bruce describes the progress 
of the Prince of Wales’ Accounting for Sustainability Project 
(A4S), which has just passed its 10th anniversary. The fostering 
of networks in the CFO community, and building both 
understanding and enthusiasm for corporate reporting to tell 
the whole story, have been the driving force for the project. 

We also cover another anniversary; just over one year on from 
the launch of the International Integrated Reporting Council’s 
reporting framework, much has been achieved, but widespread 
adoption will come from leadership at board level. The IIRC’s 
Neil Stevenson notes how businesses increasingly need to be 
seen to be making a positive contribution to the societies in 
which they operate (page 36). 

The US is also beginning to stand up and take note. The 
arrival of the former US Financial Accounting Standards Board 
chairman and standards colossus Bob Herz at the US-based 
Sustainability Accounting Standards Board is a pivotal moment, 
argues our columnist Ramona Dzinkowski (page 20). Ultimately, 
she predicts, his arrival may help change the wider perception in 
fi nancial reporting circles around sustainability.

But what of other concerns around the environment? On 
page 16, we look at Australia’s controversial decision to repeal 
its carbon taxes. But according to ACCA-sponsored research 
by Deakin University, most companies do not see the repeal as 
the last word on Australia’s carbon policy, but a prelude to an 
unknown future, with some form of impost being reintroduced.

Our cover feature this month takes us to Poland, where 
we have profi led Alstom Konstal’s Grzegorz Mączyński FCCA. 
As CFO of one of the most advanced rolling stock and rail 
infrastructure companies in Poland, he has built a fi nance and 
accounting structure from scratch. He describes his journey 
which, like many journeys, has not always been easy.

Lesley Bolton, international editor, lesley.bolton@accaglobal.com
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▲ Caracas blues
With an annual inflation 
rate of 63% and 
little money to pay 
for imports of basic 
goods, Venezuela tops 
Bloomberg’s world 
misery index for 2015

▲ Sisters act
Women join in a Walk 
for Peace through 
Exeter in the UK as part 
of the celebrations for 
International Women’s 
Day, which fell on  
8 March this year

► The $35bn smile
The latest Forbes 
Billionaires List ranks 
Mark Zuckerberg of 
Facebook as the world’s 
16th wealthiest person 
– some $45bn behind 
Microsoft's Bill Gates

▲ Royal welcome
Prince William became 
the most high-profile 
UK royal to visit China 
since the Queen’s tour 
of the country nearly 
30  years ago. He met 
President Xi Jinping
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▼ You talkin’ 
to me?
Two-time Oscar winner 
Robert De Niro found 
himself in the US 
taxman’s sights when it 
slapped a $6.4m lien on 
his New York apartment

◄ Let the good 
times roll…
Last month’s Geneva 
Motor Show was the 
85th edition of the 
luxury car show, with 
Porsches, Lamborghinis 
and Ferraris aplenty

▼ On edge 
Samsung unveiled 
its Galaxy S6 and S6 
Edge phones in a bid 
to challenge arch-rival 
Apple. The phones are 
made from glass and 
metal instead of plastic
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News round-up
Greece targets super-rich tax evaders in return for bail-out extension, India to bring down 
corporation tax to 25%, Indonesia mulls sharia bank merger, states switch to indirect taxes

Greece tackles evasion
Greece has won extra time to 
negotiate the next tranche of 
bailout support by agreeing 
an amended reform package 
with its creditors, led by the 
European Central Bank, the 
European Commission and 
the International Monetary 
Fund. Tackling tax evasion by 
the super-rich and stronger 
criminal action against 
smugglers head the list of 
reforms. Previously agreed 
privatisations of state assets 
will proceed and some 
temporary tax concessions 
will be lifted. The state 
tax authority will also be 
given more freedom from 
political interference. 

HSBC in tax spotlight
Following allegations that 
HSBC private Swiss bank 
accounts enabled thousands of 
customers to avoid paying tax, 
HSBC’s Swiss private banking 
offi ces have been raided by 
the country’s public prosecutor 
and UK tax authorities may 
take legal action. HSBC is 
accused of opening accounts 
for foreign customers that 
could not be traced by 
national tax authorities. 
HSBC chief executive Stuart 
Gulliver is among those using 
the accounts, which he said 
was to prevent bank staff in 
Hong Kong, where he was 
previously based, learning the 
size of his bonuses; and adding 
he had paid tax on the income.

Big Four US CEO first
Deloitte has made the most 
senior appointment of a 
woman in any of the Big 
Four fi rms by electing Cathy 
Engelbert as CEO of its US 
operation. She was previously 

CEO and chairman of Deloitte 
& Touche, the US audit, 
accounting and risk advisory 
practice. Mike Fucci has been 
made chairman of the Deloitte 
board, replacing Punit Renjen, 
who has been appointed 
Deloitte global CEO.

World economy shifting
Global economic power will 
continue to shift to China and 
other emerging markets away 
from North America, western 
Europe and Japan, despite 
the recent growth slowdown in 
China, according to the PwC 

report The world in 2050. The 
global economy will grow by 
an average 3% a year in the 
period 2014 to 2050, predicts 
PwC, doubling its size by 2037 
and tripling it by 2050.

Reform for growth
Continued, comprehensive, 
reform offers governments 
the best chance to boost 
demand, restore economic 
growth, create jobs and ensure 
fi nancial gains are shared, 
according to the OECD’s 
latest Going for growth report. 
It warned that the pace of 

reform has slowed in most 
advanced economies after 
an initial acceleration during 
the depth of the fi nancial 
crisis; emerging economies 
have quickened the pace of 
reform. Advocated reforms 
include removing obstacles to 
labour market participation by 
women, young adults, the low-
skilled and older workers.

Oxfam tax summit call
Famine relief charity Oxfam 
is calling for a world tax 
summit as part of its demand 
for a fairer global system 

Big Four censured

The Chinese affi liates of 
PwC, Deloitte, KPMG and 
EY have agreed to pay 
US$500,000 each to settle 
a long-running dispute 
with US regulator the 
Securities and Exchange 
Commission (SEC) over 
handing over documents 
about Chinese companies 
under investigation. As 
part of the settlement, the 
SEC censured the fi rms and 
requires them to provide 
similar materials over the 
next four years. They agreed 
to the settlement without 
admitting or denying other 
fi ndings, according to an 
SEC statement. 

Andrew Ceresney, 
director of the SEC’s enforcement division, said: ‘Obtaining an audit fi rm’s workpapers 
is critical to enforcement staff’s ability adequately to protect investors from the dangers 
of accounting fraud. This settlement recognises the SEC’s substantial recent progress in 
obtaining those documents from registered fi rms in China. The settlement also holds four 
of the fi rms accountable for previously violating US rules, and makes clear that, should 
production of documents cease, the SEC can restart the administrative proceeding.’

Antonia Chion, associate director of the enforcement division, added: ‘The settlement 
provides a path forward for obtaining productions and enhanced future cooperation from the Big 
Four fi rms.’ Proceedings continue against a fi fth China-based accountancy fi rm, Dahua CPA. 
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23% Increased 
signifi cantly

51% Increased 
moderately

25% No change

1% Decreased

52% Yes

40% Yes – but 
increasingly diffi cult

8% No

of taxation. The charity 
said the current system of 
corporation tax is outdated, 
fails to recognise the 
multijurisdictional character 
of modern corporations and 
allows big business to exploit 
national tax rules. ‘Making tax 
fair is one of the issues most 
in need of global action if 
we’re to tackle the problem 
of inequality,’ said Winnie 
Byanyima, executive director 
of Oxfam International. 

India cuts CT
India has promised to cut its 
corporation tax rate by fi ve 
points over the next four years, 
bringing it down to 25% before 
2020. The commitment was 
made in India’s fi rst full Budget 
under the recently elected 
BJP government, which has 
promised to make the country 
more business-friendly. But 
fi nance minister Arun Jaitley 
warned that the cut in the 
rate would be part-fi nanced 
by reducing the large number 
of tax exemptions currently 
available. The government will 
also embark on a major public 
infrastructure programme, with 
extra spending on road and 
rail improvement.

Islamic bank merger
The Indonesian government 
is considering merging the 
Islamic units of three state-
owned banks to create a 
major new Islamic bank. 
The three banks involved – 
Bank Mandiri, Bank Rakyat 
Indonesia and Bank Negara 
Indonesia – said that proposals 
are not yet fi nalised. Nelson 
Tampubolon, executive head 
of banking supervision at the 
Indonesian fi nancial services 
authority, told Reuters: ‘That 
is just an initial thought that is 
developing between the state-
owned enterprises minister 
and the regulator. It has to be 
further assessed because it has 
to involve the parents of each 
sharia bank.’ The new bank 
would hold US$8bn of assets 
and operate internationally.

Islamic finance warning
Growth in the Islamic fi nance 
sector is constrained by the 
lack of banking facilities 
in many countries where 
there is potential demand, 
according to a report from the 
International Monetary Fund. 
Providers need to develop 
alternative models to extend 
their customer base, the IMF 
said, offering microfi nance, 
attracting more depositors 
and servicing SMEs. 

China banks on the up
Wells Fargo is the world’s 
most valuable bank, but 
Chinese banks are growing in 
importance and several have 
overtaken large US banks. 
China’s ICBC and the China 
Construction Bank became 
the second and third largest 
banks in the world by value 
last year, overtaking Citi, 
Bank of America and Chase 
Manhattan. Research by 
Praxity member fi rm Brand 
Finance said that fi ve of the 
six fastest-growing banks in 
the past year by brand value 
were Chinese. 

Focus on indirect tax
Governments are looking to 
indirect forms of taxation to 
compensate for lower returns 
on corporation and income 
tax, according to an EY study. 
Average VAT rates in the 
European Union have hit a 
record 21.6%. International 
competition is pushing states 
to cut their corporation and 
income tax rates, leaving them 
to fi nd revenues from various 
forms of indirect taxation, 
said EY. More countries are 
now levying VAT in place 
of retail sales taxes, while 
several countries are imposing 
taxes on foods regarded 
as unhealthy, as well as on 
tobacco and alcohol.

African bonds
Several African governments 
have issued bonds to take 
advantage of an investment 
climate increasingly optimistic 

about the continent’s 
prospects. Ivory Coast, 
Kenya, Zambia, Ethiopia 
and Rwanda have all issued 
bonds in recent months. 
The Ivory Coast bond pays 
6.625% and raised US$1bn. 
The IMF warned sub-Saharan 
governments last year about 
the dangers of the sovereign 
bond market. Ghana had to 
be rescued by the IMF after 
its currency collapsed in 
value against the dollar, even 
while it was issuing dollar-
denominated bonds.

Wins and losses
BDO US gained a net 40 
additional SEC-authorised audit 
clients last year, far outstripping 
its nearest competitors – KPMG 
and Marcum, which each 
gained an extra net 15 clients, 
according to Audit Analytics. 
EY lost a net 43 SEC clients, 
PwC 28 and UHY 18. BDO said 
that it had gained 39 clients 
by winning new contracts and 
another 15 by acquiring other 
auditors – including UHY’s 
Texas practice – and had lost 14 
existing clients. » 

What’s giving audit committees sleepless nights

According to KPMG’s 2015 Global audit committee survey, 
the top four risks facing audit committees last year were 
economic and political uncertainty and volatility (52%), 
regulation and public policy initiatives (47%), legal and 
regulatory compliance (33%) and the operational risk/
control environment (30%). 

To what extent has the 
amount of time required 
to carry out your audit 
committee responsibilities 
changed over the past 
two years?

Under pressure
Are you satisfi ed that your 
audit committee has the 
time and expertise to 
oversee the major risks 
on its agenda in addition 
to carrying out its core 
oversight responsibilities?

Still on top of it
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IFIAR blasts audit state
The International Forum of 
Independent Audit Regulators 
(IFIAR) has complained of 
continued low standards of 
audits of public companies. 
The most common audit 
failures, as reported by 
regulators internationally, were 
in fair value measurement, 
internal control and revenue. 
One in four audit inspections 
found internal control testing 
needs improvement, while 
20% of inspections required 
auditors to work on their fair 
value measurement and 14% 
their revenue recognition. 
With banks, insurers and other 
fi nancial institutions, the survey 
found weaknesses in the 
auditing of allowance for loan 
losses and loan impairments, 
internal control testing, and 
the valuation of investments 
and securities.

Confidence grows
Women are increasingly 
confi dent they can reach the 
top of their organisations, 
but almost half believe that 
employers continue to favour 
male employees, according 
to a PwC survey. The global 
study found young women in 
Brazil (76%), India (76%) and 
Portugal (68%) are the most 
confi dent, while those in Japan 
(11%), Kazakhstan (18%) and 
Germany (19%) are the least 
confi dent. PwC surveyed 8,756 
women born between 1980 
and 1995 from 75 countries.

Arab jobs app
Deloitte has joined with 
Middle East NGO Injaz Al-
Arab to launch a social media 
app to boost employment 
opportunities for Arab youths. 
The app is designed to 
educate students in the use of 
marketing across social media 
platforms and so increase 
their employability. In a pilot, 
the app was used by more 
than 500 students from fi ve 
Arab countries to create short 
marketing videos, which were 
uploaded to Facebook for 

public voting. The 10 students 
whose videos generated the 
most votes received mentoring 
in social media marketing by 
Deloitte volunteers.

Germany resurgent
The last quarter of 2014 saw 
German output accelerate, 
boosted by the trauma in 
Greece and elsewhere in 
southern Europe which 
weakened the euro and made 
German exports cheaper. The 
German economy grew at an 
annualised rate of 2.8% in the 
last three months of the year, 
turning round a diffi cult start 
to 2014 resulting from a big 
decline in exports to Russia. 
Overall, eurozone output rose 
by 1.4% in the fourth quarter, 
driven by the strength of the 
German economy.

Russia hit by inflation
Infl ation poses a substantial 
threat to the Russian economy, 
exacerbating the impact of 
the crash in oil and gas prices 
and Western sanctions. In 
the fi rst fi ve weeks of 2015, 
domestic prices rose by 4.8% 
– an annualised rate of nearly 
50%. This compares with price 
rises in the same period of 
2014 of 1.3%. The cost of food 

items has risen particularly 
quickly in the early part of this 
year, in part refl ecting bans 
on some imports. A decline of 
40% in the value of the rouble 
against the dollar is another 
contributing factor.

Venezuela in crisis
The plunge in global oil prices 
and a moribund economy 
have hit Venezuela hard. 
Infl ation has risen to 64% 
and the bolivar currency has 
collapsed against the dollar. 
The impact of the weak bolivar 
has been accentuated by 
currency controls, limiting the 
availability of the US dollar. 
Although the offi cial exchange 
rate remains at about six 
bolivar to the dollar, the free-
fl oating rate is nearly 200:1. 
US corporations operating 
in Venezuela have written off 
billions of dollars of assets 
held in the country.

Egyptian optimism
The International Monetary 
Fund (IMF) has praised Egypt’s 
economy and market reforms, 
saying it was beginning to see 
an economic ‘turnaround’. 
Chris Jarvis, IMF mission 
chief to Egypt, added: ‘Egypt 
needs to fi nd a way of creating 

good jobs for its people while 
reducing its budget defi cit and 
maintaining foreign exchange 
reserves.’ The IMF projected 
growth of 3.8% for this year, 
rising to 5% over the medium 
term, but warned that the 
Egyptian pound is overvalued.

Divestments accelerate
An increasing number of 
corporations will divest 
underperforming parts of their 
portfolios as they attempt 
to improve shareholder 
returns, concludes EY’s Global 
corporate divestment study. 
EY said the market climate 
for divestments is improving, 
with more buyers showing 
interest. Nearly half – 42% – 
of companies expect a rise 
in the number of unsolicited 
approaches in the next year. 
Three-quarters of companies 
that had sold part of their 
portfolio used the funds to 
fi nance growth. 

Saudi goes negative
S&P has given Saudi Arabia a 
negative outlook on the back 
of a weakening fi scal position 
caused by continuing low oil 
prices. ‘We could lower the 
ratings over the next two years 
if the government’s liquid 
assets fell well below 100% 
of GDP or its overall fi scal 
performance signifi cantly 
weakened,’ said S&P. The 
agency also gave a negative 
outlook to several Gulf states.

Hungary cuts bank tax
Hungarian prime minister 
Viktor Orbán has promised to 
cut the rate of tax on banks, 
which is the highest in the 
EU. He said the levy on the 
sector of about 144bn forints 
(US$530m) in 2014 will be 
‘signifi cantly lower’ in 2016, 
with ‘hopefully’ further cuts 
in 2017 and 2018. ‘The aim is 
to bring Hungary’s bank tax 
closer to the EU average,’ 
he said. ■

Compiled by Paul Gosling, 
journalist

The power of smart thinking

Barcelona is the world’s ‘smartest’ city, according to a 
report compiled by Juniper Research. It is estimated 
that smart cities can achieve US$10.7bn savings annually 
by 2019 through a combination of reduced energy 
consumption and emissions reductions.

Barcelona New York London Nice Singapore

#1

#2

#3

#4

#5
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‘If you want to 
be a financial 
professional, 

you have to 
understand the 

business you are 
working for’
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Basics

A holistic view
Grzegorz Mączyński FCCA, FD of Alstom Konstal, Alstom Transport’s subsidiary in Poland, 
describes how he developed a clear, long-term plan to become a finance executive 

Climbing the career ladder in finance and 
accounting requires a willingness to take on new, 
difficult challenges, acquiring varied experience 

and clear, long-term goals. No one knows this better 
than Grzegorz Mączyński FCCA, finance director and 
member of the board of Alstom Konstal, Alstom Transport’s 
branch in Poland.

In the last 15 years he has developed his career by doing 
what he could to gain a diverse skillset and finding ways to 
differentiate himself. He says ACCA has played a big role in 
helping him achieve those goals.

Now he is the CFO of one of the most advanced rolling stock 
and rail infrastructure companies in Poland, where he has built 
a finance and accounting structure from scratch. His work has 
contributed to the success of the company, which has gone from 
around PLN300m (US$82m) to PLN400m (US$110m) in sales when 
he joined the France-based global corporation in 2012 to around 
PLN900m (US$247m) this year.

The road to this personal success, however, has not been 
easy; in fact, at times, Mączyński intentionally took the more 
difficult path, knowing it would benefit him in the long run. He 
credits his upbringing under the last years of Poland’s communist 
government – where the economy was a basket case and even 
the most basic goods were scarce – for his mental toughness and 
his desire to work as hard as possible to advance.

‘I was 10 years old in 1989,’ he says. ‘I remember the empty 
shelves in stores. People my age, they remember all of this and 
they work harder.’ He believes younger professionals with little or 
no memory of those difficult times are sometimes less willing to 
put their noses to the grindstone.

One instance was when Mączyński took on a difficult 
challenge during his first finance job at a small auditing firm. 
Mączyński was thrown in the deep end when Portuguese 
construction firm Mota-Engil asked his company to provide 
someone to take over the responsibilities of their chief 
accountant in Poland, who was on maternity leave. Mączyński was 
assigned to the task. ‘I was so green that I had to learn everything 
invoice by invoice,’ he says, adding that the experience gave him 
an excellent foundation on which to build his career.

Mączyński decided to begin taking ACCA courses at that 
time. While his friends were out having fun on the weekends, 
Mączyński took courses or studied. To pay for this, he had to sell 
some treasured diving equipment: ‘No pain, no gain,’ he quips.

He was soon hired by Ernst & Young, which was another hard 
slog. ‘It was really tough because working on the weekends was 
typical. But you learn as much in one year [at the big accountancy 

firms] than you could learn in three years [somewhere else],’ 
says Mączyński, pointing out that such a workload is something 
younger professionals are less willing to take on these days. 
‘If you don’t develop then you are stuck in one place,’ he says, 
adding that his early career choices acted like a ‘trampoline’ that 
propelled him higher. 

Within a few years, he had become deputy finance director 
of steelmaker and scrap-metal dealer CELSA, handling billions 
of zloty in sales. After the company completed a series of 
takeovers, Mączyński was required to fly from its headquarters in 
south-central Poland to Warsaw and Gdansk every week for two 
years. ‘Everyone at the firm had a good laugh because I earned 
a lot of frequent flyer miles on domestic flights,’ he says. ‘It was 
a change, but a good change. If you want to go further, then you 
have to take on tough projects. You can only improve when you 
take on new challenges, new risks.’ 

Mączyński developed a clear, long-term plan to become 
a finance executive. ACCA was part of this. While some » 

* Alstom Transport supplies rail 
products, including locomotives, 
passenger stock and turnkey  
rail systems.

* It has more than 200 corporate 
customers across the world.

* There are 90 Alstom production or office locations in 
60 countries.

* 5.6% profit margins (2013/14 fiscal year).

* €330m in operating income (2013/14).

* €6.4bn in orders (2013/14): Middle East and Africa 
27%; Europe (excluding France) 26%; France 15%; 
Latin America 15%; North America 8%; Asia Pacific: 
8%; Commonwealth of Independent States (excluding 
USSR) 1%.

* €5.9bn in sales (2013/14) (trains 49%; services 19%; 
signalling 18%; systems (including infrastructure) 14%).

* 28,300 employees.
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Tips

CV

colleagues attended Polish certification programmes, Mączyński 
realised that the international perspective and English-language 
qualifications of the ACCA programme would be an advantage. 
He now encourages subordinates to embrace the courses.

‘I know that ACCA has a very strict syllabus. If you want to 
pass the ACCA exams, then you have to cover the material,’ 
he says. ‘If they are in ACCA, then I know that they have had to 
learn.’ And learn they do. Last year, one of his team members 
passed the ACCA exams with the best score out of 25,000 
students worldwide.

Of the 16 people working under Mączyński today, two will 
finish the ACCA programme this year. One more is currently in 
the programme and he intends for another two or three to start 
next year. Mączyński’s goal is to have up to five ACCA members 
on his team within four years.

What he finds particularly advantageous is ACCA’s 
cooperation with Polish universities. In these programmes, the 
universities include ACCA material in their courses. When a 
student finishes this programme, he or she is already considered 
to have passed the first nine ACCA exams (with five remaining). 
‘If I am able to bring on someone who comes out of this 
programme, I know they’re probably good, because they know 
English and have passed those nine exams,’ says Mączyński. 
‘The condition is that if I take someone from the programme, I 
can hire them later, but I have to pay for the last five exams. It’s a 
good deal, because there is a much higher probability that I will 
find someone good.’

Spreading the net
Another advantage of the ACCA system is the wide network 
of professionals it provides. ‘If you need to contact a 
company, then you can find a member in ACCA. It is very 
good for contacts,’ says Mączyński. ‘ACCA members are in the 
biggest companies worldwide.’

He also believes the entrance of ACCA into the 
Polish market has meant that Polish associations have 
had to step up their game. As a result, the training and 
mentoring environment for finance professionals in the country 
has improved overall.

Not before time either, according to Mączyński, since the 
regulations and tax requirements in Poland seem to get more 
burdensome by the year. ‘One of the biggest problems is 
surviving in the Polish tax system,’ he says. For that reason, one 
of the most productive reforms the government could implement 
would be a simplification of its tax regime, he argues.

‘Business should focus on doing business, rather than fighting 
with financial regulations and taxes,’ he says, adding that as a 
legacy of the communist system, the Polish tax office tends to 
treat taxpayers as if they are guilty of breaking the rules, until 
they are proven innocent. ‘Other tax offices in Europe are the 
opposite,’ he notes.

Other challenges in the Polish financial professional 
market include finding talented employees (something ACCA 
programmes help greatly with) and obtaining financing from the 
country’s cautious banks and investors, he says.

Grzegorz Mączyński has two pieces 
of advice for aspiring finance 
professionals in Poland: set clear 
goals and take on difficult challenges. 
‘Anyone who wants to be a successful 
finance professional should not focus 
on the short term. You need to have a 
target in your mind as to what you will be doing in the next 
five to 10 years.

‘Also, take the projects that nobody wants to take,’ 
he adds. ‘If you are successful, it will be a big win that 
everybody in the company will see.

‘And don’t choose the easiest way; choose the longest 
one. It’s profitable in the long term.’

2012-present
Finance director and member of 
board of directors, Alstom Konstal 

2010
FD and proxy, Alstom Konstal 

July 2009
Deputy FD, CELSA Huta Ostrowiec 

January 2009
Financial controller for CELSA Huta Ostrowiec 

2006
Financial controller for subsidiaries of CELSA Polska 
Holding (a steel producer and trader in scrap metal)

September 2005
Controller, group reporting and analysis, Saint-Gobain 
Sekurit Hanglas Polska (vehicle window manufacturer)

June 2005
Deputy chief accountant, Saint-Gobain Sekurit Hanglas 
Polska

2004
Senior assistant, Ernst & Young Audit, Kraków and Katowice

June 2003
Assistant to the auditor, WL Finanse and chief accountant 
at Mota-Engil Engenharia Construcao’s Poland branch

January 2003
Graduates with an MBA from Wyższa Szkoła Zarządzania 
– the Polish Open University (course accredited to Oxford 
Brookes University)
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He also worries about recent 
accounting deregulation in 
Poland, which has opened up the 
market to uncertified accountants 
to provide services for some 
companies. ‘I don’t think that’s 
good,’ he says. ‘I understand that 
it’s more flexible for the market, 
but then it puts more risk on small 
and micro companies that have to 
use such solutions to file with the 
tax office.’

Having a well-rounded background 
in business provides a strong 
foundation and understanding to 
help deal with the challenges of the 
Polish market, and Mączyński argues 
that he has benefited from working 
for a diverse array of companies; from a construction firm to 
a windscreen maker, and a Big Four consulting company to 
a steelmaker.

‘If you want to be a financial professional, you have to 
understand the business you are working for – where your 

company earns its money,’ he says. 
A diverse array of experience in the 
various fields of accounting serves 
professionals well, too. ‘The best 
finance guys are the ones who start 
in the accounting department. 
Accounting is always the base – you 
can gain a better understanding of 
the business.’ Professionals should 
supplement that experience with audit 
and site controlling, he says. ‘Then you 
have the full picture.’ 

Mączyński integrates the need for 
a holistic view into his management 
style. ‘When I work with my team, 
I always try to explain the situation 
and the environment,’ he says. 
‘If people understand what the 

company wants to do, then they can make the right decision 
about what they should do and why. You give them the chance 
to be responsible.’ ■

Andrew Kureth, journalist based in Warsaw

‘If you need 
to contact a 

company, then 
you can find a 

member in ACCA. 
It is very good  

for contacts’
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A paler shade of green
In 2014 Australia became the first country to repeal its carbon tax. Where does 
this leave a country once seen as a climate change leader?

▲ Missing the wave
Australia’s repeal of its 
carbon tax two years after 
it had come into force is 
seen as out of step with 
governmental climate 
change action globally and 
moves the country away 
from the direction of travel 
of the major economies
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investments need to be viewed from a mid to long-term stance. 
A bundle of complementary policies are needed including 
energy efficiency initiatives, low-carbon electricity generation 
and regulatory sanctions.’

Nevertheless, Mathew Nelson, EY’s managing partner, Asia 
Pacific climate change and sustainability services, says businesses 
have been holding back on emission reduction activity given the 
policy uncertainty. Lately, the focus has been on how businesses 
can benefit from the Emissions Reduction Fund, passed by 
parliament on 31 October 2014.

‘We’re starting to see a bit of momentum coming back 
into the debate,’ Nelson says, adding that what’s happening 
internationally in relation to climate change and carbon policy 
– the historic deal between the US and China, and new targets 
set for Europe – emphasises the need for Australian businesses 
to take a long-term view. ‘They realise that some form of carbon 
pricing is inevitable; it’s something they are definitely focused on.’

Wasted investment 
Australia does need meaningful carbon policy, Nelson adds, 
but the current uncertainty is hampering progress. A lot of the 
investments that are required by businesses to make significant 
emissions reductions are costly, he points out. ‘A changing policy 
environment makes it very difficult for them to make changes, 
look to the future, and make sure they are undertaking projects 
that will be rewarded.’

There is ‘no question’ the international market will continue to 
put pressure on Australia to ramp up its emissions targets, Nelson 
says, and the sooner the nation gets to that point, the better.

‘The critical next step is the development of the safeguard 
mechanism for the Emissions Reduction Fund. The first auction 
under the fund (expected in early 2015) will give us some 
pricing info about what the government might pay for emission 
reductions – an important step in the journey. Hopefully this will 
push the needle for businesses to take advantage of the fund 
through government funding for projects to help them transition 
to and future-proof their businesses for pricing on carbon that 

will inevitably come in the not too 
distant future.’

This view is supported by the 
Deakin University survey, which found 
that 67% of respondents consider 
themselves to be proactive in carbon 
emissions reduction, while 35% 
see their company as an industry 
leader in the field. Almost half (48%) 
believe they have little choice but to 
continue investing in carbon emissions 
management, with the majority seeing 
this as integral to their corporate 
social responsibility. 

Yet Paul Dobson, national lead 
partner for sustainability services at 
Deloitte, says it’s ‘too early to tell’ how 
effective the new carbon pricing » 

In July 2014, Australia became the first country in the 
world to repeal a carbon tax. Two years after the tax had 
been introduced, a change in government saw the scheme 

scrapped, to be subsequently replaced by the Emissions 
Reduction Fund, whereby businesses would compete to win 
tenders and be paid to undertake emission reduction projects.  

While maintaining that Australia was still on track to meet its 
carbon reduction targets (5% by 2020), Tony Abbott, who had 
become prime minister in September 2013, cheered the demise 
of the ‘useless, destructive tax’, which he also lambasted as 
an ‘international aberration’. The world media didn’t quite see 
it that way, though. Australia had gone from being a climate 
change leader ‘to no plan at all’, said The Guardian newspaper. 
Reuters described it as a ‘major setback for CO2 trading’. 
The BBC included a link to the Climate Institute think-tank’s 
statement that Australia was now ‘bereft of credible climate 
policy’, just as the international community was focusing on 
deeper reduction targets.

Where to from here for the country which trumpets its 
clean, green environment, but is in fact the world’s worst 
polluter per head of population, according to the most recent 
data from the Organisation for Economic Cooperation and 
Development (OECD)?

New research by Melbourne’s Deakin University attempts 
to find out. Its Carbon risk management: in an era of changing 
regulations survey asked Australia’s biggest polluting companies 
including energy, manufacturing, mining and construction 
businesses, what they are doing to reduce the risks of managing 
pollution and the associated costs. The survey is part of a larger 
research project between Deakin’s Centre for Sustainable and 
Responsible Organisations (CSaRO) and Macquarie University, 
co-funded by ACCA and the Australian Research Council.

Limbo
Overall, it found a business community ‘in limbo’. Most didn’t 
believe that their energy bills would fall as a result of the carbon 
tax repeal, and have ‘lingering concerns’ about the new carbon 
pricing regulations.

CSaRO director Nava Subramaniam 
says that half the survey respondents 
felt they had little or no choice but 
to continue to invest in management 
systems that would lead to better 
risk controls and measures to reduce 
pollution levels. ‘However, the 
majority did not agree that the new 
Emissions Reduction Fund would 
benefit their company,’ she says. An 
overwhelming 80% believed the carbon 
tax would be replaced in some form in 
the future anyway.

‘To stop the good work that many 
of them have started on setting 
carbon management systems would 
be unwise,’ Subramaniam says. ‘Such 

‘This issue is 
not going away: 
we still need to 
reduce carbon, 

and energy 
prices are going 

up even without 
carbon pricing’
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‘The world’s powerhouse economies 
of China, Korea and the US are 
certainly not waiting; they are all 
preparing to lower their countries’ 
own carbon emissions and if Australia 
wants to compete on a global scale it’d 
better be doing the same – carbon  
tax or no carbon tax,’ she says.

‘Australia has moved into an era 
where it considers environmental 
taxes as a bogey figure. Such taxes 
need to be part of a basket of tools, 
and certainly have a part to play in 
effective carbon reduction,’ says 
Chas Roy-Chowdhury, head of tax at 
ACCA. ‘Revenue from them can be 
hypothecated to help provide incentives 
or subsidies for emissions reduction.’

ACCA has long sought to highlight the importance of climate 
change and sustainability to business through its research. Sam 
Bell, policy and communications manager at ACCA Australia 
and New Zealand, says: ‘This research is a call to action for 
both governments and corporations to be accountable and 
transparent for their impacts on the environment and society.’ ■

Peta Tomlinson, journalist

mechanism will be. ‘It all depends on 
the uptake by the business community 
on abatement projects. You also need 
a crystal ball to predict the policy 
position post the 2020 target.’ 

Regardless, says Dobson, there will 
be some implicit price on carbon, and 
companies should be factoring that 
into their planning. ‘This issue is not 
going away: we still need to reduce 
carbon over time, and energy prices 
are going up even without carbon 
pricing, because of other factors.’

Dobson’s advice to his clients is to 
focus on efficiency: ‘This will reduce 
your carbon emissions going forward, 
and your potential liabilities down 
the track.’

The bottom line from the Deakin research is that most 
companies do not see the repeal of the carbon tax as the last 
word on Australia’s carbon policy, but a prelude to an unknown 
future where some form of carbon impost is reintroduced.

‘Businesses are waiting to find out what they need to do, how 
much they need to spend, when and on what, in order to be 
eligible for the incentives to flow from the Emissions Reduction 
Fund,’ Subramaniam says. But they risk lagging behind.

‘The powerhouse 
economies are 

all preparing 
to lower their 
emissions; if 

Australia wants 
to compete it’d 

better do so too’

▲ Brown-coal 
behemoth
Loy Yang Power Station in 
the coal-rich Latrobe Valley 
is the newest and most 
efficient brown coal-fired 
power station in Victoria, 
Australia’s most densely 
populated state
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The Herz of the matter
The arrival of former FASB chairman and standards colossus Bob Herz at the US-based 
Sustainability Accounting Standards Board is a pivotal moment, says Ramona Dzinkowski

For those of you who have not been 
following the evolution of accounting 
standards-setting worldwide, this article 
may be news. For those who have an 
interest in the movers and shakers in 
this area, the following might come as 
no surprise. 

A household name in the standards-
setting community, Bob Herz has made 
history on several fronts, not least as 
chairman of the US Financial Accounting 
Standards Board (FASB) between 2002 
and 2010, when it was harmonising US 
GAAP with the international accounting 
standards written by the International 
Accounting Standards Board (IASB). 
Back then, Herz described the process as 
‘riding two horses at the same time’. 

Five years after his retirement from 
the FASB, Herz is again in the thick of 

it as a newly appointed member of the 
US-based Sustainability Accounting 
Standards Board (SASB). 

So why would Herz, a stalwart of 
traditional US standards-setting, get on 
board with what many a conservative 
might think of as a fringe group of tree-
huggers who have been butting heads 
with the US regulator the Securities and 
Exchange Commission (SEC) to gain 
credibility? Last spring the SEC’s Daniel 
Gallagher said dismissively: ‘It is important 
to remember that groups like the SASB 
have no role in the establishment of 
mandated disclosure requirements.’

The reason for Herz’s return is, I 
believe, that he is fundamentally a 
maverick, with a keen insight into the 
future of corporate reporting – and he 
also likes a challenge. In my view, the 

SASB is attempting the near impossible in 
developing one set of rigorous standards 
for sustainability disclosure that will be 
widely accepted and used consistently by 
US public companies in their SEC filings.

Along with fellow board members such 
as Michael Bloomberg and three former 
chairmen of the SEC, a large constituency 
of investors, NGOs and a growing 
number of companies, I suspect Herz 
also recognises that a single rigorous set 
of standards for corporate sustainability 
reporting is overdue. One of the criticisms 
of corporate sustainability reporting 
and non-financial reporting in general 
is that there are too many cooks in the 
kitchen, too many frameworks making 
comparability between companies and 
across industries difficult and, at the end 
of the day, confusing to the investor. 

So what’s in it for the SASB other 
than the obvious benefit of being able 
to pick Herz’s brain? While it claims to 
have only US reporting interests in mind, 
with Herz as a driving force the roll-out 
of its guidance could receive popular 
acceptance internationally, thereby 
confirming the SASB as the standard-
setter in the corporate sustainability 
reporting space. 

Ultimately, the arrival of Herz at the 
SASB may also help change the wider 
perception in the financial accounting 
community around sustainability 
reporting. Despite the emergence 
of corporate sustainability reporting 
frameworks like the Global Reporting 
Initiative (GRI) and the SASB’s, corporate 
sustainability reporting is still considered 
by many finance execs as a PR exercise, 
with a wide range of practices better left 
to the investor relations department or 
the sustainability director. 

My personal hope is that the muscle 
Herz brings to the SASB will help shift 
corporate sustainability reporting closer to 
the office of the CFO, with the potential 
for SEC recognition at the extreme. ■

For more information:

www.sustainableaccountingreview.com

Ramona Dzinkowski is a 
Canadian economist and 

editor-in-chief of  
the Sustainable 

Accounting Review
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Oil’s woes not a wipe-out
The collapse in oil prices has put paid to new drilling projects and left some national 
budgets in tatters, but it’s still good news for the continent as a whole, says Alnoor Amlani

As the price per barrel of crude oil 
continues to fall below the US$50 
level, the continent faces the danger 
that its newest drilling projects will 
be suspended or even permanently 
shelved and those countries with a 
strong drilling sector that are most 
dependent on oil (such as Angola and 
Nigeria) stand to lose the most.

Last June the price of oil was over 
US$110 per barrel and rising confidently 
when the rate of rise suddenly slowed and 
then reversed, and a consistent falling 
trend began, with no warning. Oil prices 
are notoriously difficult to predict and 
analysts have been left in the lurch with 
oil, as there is no clear indication or guide 
as to when prices could rebound.

The likely causes of oil price deflation 
are a substantial increase in supply, mainly 
driven by new shale oil production in the 
US, a significant drop in demand from 
China, Europe and the US, and the refusal 
of the Organisation of the Petroleum 
Exporting Countries (OPEC, whose 12 
members include four African states) to 
rein in production. Ali al-Naimi, the Saudi 
Arabian oil minister, said in December 
that production will not be reduced even 
if the price plummets to US$20 a barrel.

One of the consequences of this oil 
market shake-up has been that India has 
now overtaken the US as the biggest 
customer for Nigerian crude seeking a 
ready market. 

It costs something like US$10 per 
barrel to bring oil onshore in the Gulf, 
compared with US$60 per barrel to 
extract shale oil in the US. Production 
costs in Africa are relatively high, with the 
Gulf of Guinea’s deep water production 
costs closer to the US$60 level, while the 
production cost in Nigeria is even higher. 

While Africa’s oil producing nations 
prepare for a difficult year, the continent’s 
net oil importers are experiencing the 
relief of anticipating lower inflation, better 
consumption and savings for their citizens 
as a result of lower transport costs. There 
are twice as many importing countries in 
Africa as there are exporting countries, 
so overall the news of lower oil prices has 

been well received. The anticipated lower 
costs and overall price stability is good 
news for most countries in Africa.

But for the oil producers, the writing 
is on the wall. Angola’s president José 
Eduardo dos Santos, summed it up 
well recently when he said: ‘2015 will 
be economically difficult because of 
significantly low oil prices. Some public 
expenditures will be reduced and some 
projects postponed. Tougher state 
budget controls and financial discipline 
will have to be enforced to keep stability.’

The effect of low oil prices on 
employment, poverty and economic 
growth in these oil producing (or potential 
oil producing) countries is likely to be 
immediate and dramatic. 

Already Nigeria is facing a currency 
crisis, with the naira falling to a historical 

low of N180 to one US dollar. In Ghana 
state-financed projects predicated on 
higher revenue per barrel forecasts have 
ground to a halt. In Sudan, amid the 
political crisis, tensions over lower oil 
prices may lead to greater unrest and 
security issues. And in East Africa, planned 
new production in Kenya and Uganda has 
been shelved because the lower oil price 
has made it economically unviable.

Yet, on balance, the overall effect of 
falling oil prices is positive for the African 
continent because both businesses and 
government have the opportunity to 
use all the savings generated by lower 
transport costs to increase economic 
output and reach more people. 

Most Africans will benefit from lower 
oil prices in precisely the same way as 
people in Asia and the western world. ■

Alnoor Amlani FCCA 
is a director of The 

Numberworks, a financial 
management consultancy 
practice based in Nairobi
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Upping the Pace in the US
ACCA president Anthony Harbinson explains how a recent agreement with Pace University 
in the US is a major step forward for ACCA in reaching the world’s leading markets

ACCA recently made an announcement 
about a landmark partnership with 
a university, which I believe has real 
significance for future generations of 
students and the choices they will be 
able to make about where to pursue 
their studies.

The agreement is significant because 
it is with Pace University, which is based 
in New York. This means that, for the 
first time ever, students based in the 
US have an opportunity to complete 
coursework that will qualify them for 
specific exemptions from the 14 exams 
that students must pass on their way to 
gaining the ACCA Qualification. Both 
graduate and undergraduate students in 
the Department of Accounting at Pace 
University’s Lubin School of Business will 
therefore be able to start their journey 
towards ACCA membership later this year.

The initiative is in response to research 
that has been conducted with ACCA 
students, which showed that nearly 
three-quarters of current ACCA students 
who are studying away from their home 
country would have been interested in 
studying for the ACCA Qualification in the 
US had that option been available when 
they were selecting their programme.

The relationship has been built on firm 
foundations. Pace University and ACCA 
USA have already worked together on 
shared research projects as well as two 
successful cybersecurity conferences in 
the past two years, which have helped to 

raise ACCA’s profile in the country among 
influential stakeholders.

Following the deal with Pace, ACCA 
has announced that it expects to reach 
agreement on similar initiatives with other 
higher education institutions in the US in 
the near future. 

We are working with more than 600 
higher education institutions around the 
world through exemption accreditation 
and memoranda of understanding, all 
of which are intended to enable more 
students to gain access to a career as 
a finance professional, and which help 
to meet the strong demand for finance 

professionals from employers all around 
the world. 

I know that this landmark 
announcement has taken a great deal 
of effort to reach, but, as with all the 
partnerships we develop, it will make 
a real and positive difference to the 
opportunities of our students and will 
enhance the reputation of the ACCA 
Qualification and the designation across 
the world’s leading markets. ■

Anthony Harbinson FCCA is director of 
safer communities in Northern Ireland’s 
Department of Justice

Many ACCA 
students would 

have been 
interested in 

studying for ACCA 
in the US if that 
option had been 

available
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Snapshot: technology

Coachella, California’s glossy, glam, 
sun-drenched music festival, which 
kicks off later this month, is a good 
proxy for the tech boom. But as 
anyone who has been swept up 
in the frenzy knows, revelling in 
the atmosphere without careful 
planning is a recipe for a sore head.

Apple is certainly enjoying the 
party, having shipped a record 74.5 
million iPhones in the last quarter. 
Samsung, though, is under pressure 
from Xiaomi, Huawei and Lenovo, 
as Chinese manufacturers look to 
cash in on demand. China isn’t 
just joining the party, it’s leading it, 
taking 36% of those iPhones.

Increasingly, success is enabled 
by real-time visibility of price, 
investments and margin across 
the value chain. In addition, smart 
analytics are allowing adjustments 
to be made pre-launch as well as 
during the lifecycle. 

With new data comes risks, 
and a balance needs to be struck 
between giving sales functions the 
freedom to samba (securing the 
deals needed to hit plan) and not 
dancing at all (leaving warehouses 
full of inventory, because of overly 
rigorous, scientifi c or infl exible 
pricing or product development 
ambitions). In short, fi nance 
functions are setting the drum beat 
of a winning commercial strategy. 

However, the question remains 
– how much longer can the tech 
party continue before the hangover 
kicks in? 

Rob Walker, partner, EY

The view from
Shumaila Farooqui FCCA, fi nance and accounts manager, 
Suhail Bahwan Automobiles, Muscat, Oman

I enjoy the detail required to do my 
work, and the recognition. I oversee 
fi nancial reporting for the general 
manager of the company, which imports, 
distributes and services automobiles 
from 20 outlets across the country. The 
division I work for handles our BMW, Mini, 
Nissan and Renault dealerships, as well as 
specialist equipment-moving vehicles. 

A typical day might include analysing 
variations in reports across cost centres, 
costing projects, and contrasting 
performance with budget projections. I’m 
also involved in our enterprise resource 
planning (ERP) systems, and work closely 
with marketing colleagues to analyse 
feedback on campaigns. Essentially, I 
look for data and intelligence that puts 
me in a position to justify decisions and 
recommendations in front of shareholders. 

Growth in the premium-brand 
automobile market refl ects the 
strength of Oman’s economy. The Gulf 
region has had an exceptionally strong 
affi nity with luxury goods, and the Omani 
appetite for importing cars and SUVs 
reinforces the country’s importance to 
European, North American and Asian 
manufacturers. Oil and gas have been 
fundamental for our economy but 
there is now greater focus on tourism, 
manufacturing and aquaculture. Finance 
professionals add value by demonstrating 
leadership in performance measurement 
and investment planning, and I’m proud 
to play my part.

My Big Four audit and consulting 
background provided me with a solid 
foundation for business. Conducting 
due diligence exercises, learning how to 
understand individual customer needs, 
and putting yourself in their shoes to 
understand the basics of their business – 
it’s all shaped and reinforced my analysis 
and decision-making ability. 

The day you stop learning is the day 
you stop growing. When I started out, 
I asked lots of questions, so that I could 
understand the decisions and actions of 
my seniors, and follow their path. Since 
qualifying, I’ve recognised that, when 
planning a career, learning continues to be 
the most important part of the game, even 
more than any short-term salary gain. 

Work hard but be open-minded and 
prepared to explore; it’s more foolish to 
guess and make a big mistake than it is to 
consult someone with more experience 
and get it right, so don’t be scared of 
asking questions. Likewise, if you’re ready 
to change jobs, look for a sector or fi eld of 
operation where you can learn more. 

When I look back at my own 
progression, there are aspects of my 
work – such as International Financial 
Reporting Standards (IFRS), international 
auditing standards and ERP – where there 
are always new developments to keep 
up with. If you have the urge to learn, 
everything else will follow. ■

I look for data 
and intelligence 

that puts me in a 
position to justify 

decisions and 
recommendations 

in front of 
shareholders
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From acorn to mighty oak 
Sustainability reporting has evolved from a need to report on companies’ environmental 
impacts to a transformation in corporate reporting, says Robert Bruce

Sustainability and accounting always 
used to be firmly on different sides 
of a definite divide. Sustainability 
folk busied themselves in one silo; 
accountants hammered out the 
figures in another. There was no real 
connection. And neither side ever 
deigned much to talk to each other. 
Then, as the stories of our childhood 
might have it, along came a prince and 
transformed the world.

This was the founding of what is 
now the Prince of Wales Accounting for 
Sustainability Project (A4S), back in 2004. 

And to confirm the transformation, the 
annual forum of the project in December 
2014 heard, for example, the finance 
director of the UK’s National Grid, Andrew 
Bonfield, telling the audience that 15 
years ago he, as a CFO, had been part 
of ‘a world chasing the bottom line’, but 
that world had now gone. ‘We cannot 
remain immune,’ he said. The skills and 
motivations of the accounting community 
were changing and had to change more. 

History was 
made in creating 

a model that 
brought together 

financial, narrative 
and sustainability 

reporting under 
one roof

Corporate reporting now had to tell the 
full story and not just that of the figures. 

This new world, said Bonfield, ‘impacts 
our customers, the public attitude 
towards us, and consumer attitudes’. Even 
investors now wanted to be in there for 
the long term.

It was a far cry from the early days of 
the project. The prince has long argued 

that accountants needed to do something 
about what he described at the forum as 
‘the constraints of an increasingly crowded 
planet’. He gave an interview on the 
subject for BBC’s Panorama back in 1989. 

ACCA set up an annual environmental 
reporting award in 1991. Roger Adams, 
then ACCA technical director, recalls sitting 
under the Natural History Museum’s blue 
whale at the award ceremony. But the real 
change came when the prince took aside 
his then principal private secretary, Sir 
Michael Peat – of the family that represent 
the ‘P’ in Big Four accounting firm KPMG 
– and berated him about the ineffective 
nature of his profession (see box, page 26). 

The prince subsequently spoke at 
the annual dinner of the ICAEW; shortly 
afterwards the then ICAEW president, 
Paul Druckman, started to chair the small 
group charged with putting the prince’s 
vision into words and action.

In a small attic room (which had 
once been Prince William’s bedroom) 
in Clarence House, the committee got 
to work. ‘Sir Michael,’ recalls Druckman, 
‘brought it down to very simple language. 
To him, company reporting had gone 
wrong and that enabled us to go down 
the route of value creation rather than 
just sustainability.’

That was the key to early deliberations 
and, in 2007, the first report was 
published. This was where history was 
made in creating a reporting model that 
brought together financial, narrative and 
sustainability reporting under one roof 
so that the combined effects of these 
information streams could influence 
strategy and decision-making directly. 

By 2011 what became the International 
Integrated Reporting Council (IIRC), with 
Druckman in command, spun out of the 
project and rapidly went international. 
‘Without A4S and the intervention of 
the prince, we would not be having this 
conversation now,’ he said. ‘It made 
things happen.’ 

The prince told Druckman that it felt 
like being a father whose children were 
leaving but would always come back for 
money. In the words of the project’s » 

CFO network: commitment to act

Launched at the 2013 A4S Forum, the Chief Financial Officer Leadership Network 
is the first grouping of its kind to focus on the role that CFOs play in integrating 
environmental and social issues into financial decision-making. It was brought 
together to demonstrate leadership on how companies should respond to 
challenges including climate change, a rising and ageing global population, 
rapid urbanisation, and increased consumption – all of which are putting 
unprecedented pressure on natural resources and the fabric of society. 

The network aims to focus on developing and sharing successful strategies so 
that these become the ‘norm’ across all businesses. This will include improved 
modelling of future risk and uncertainty, as well as engagement with investors 
and other stakeholders to increase their understanding of the commercial 
benefits of sustainable business models. 

Members are committed to act as leaders in this area and to engage the wider 
CFO community; to work to achieve tangible outcomes towards more sustainable 
business models; to share experiences of ‘successful’ and ‘unsuccessful’ projects 
in embedding sustainability within decision-making and accounting; to develop 
guidance to improve transparency in decision-making, including ways to embed 
sustainability into capital expenditure appraisal and to better model risk and 
uncertainty; to contribute to the development of improved methodologies for 
the measurement and valuation of natural and social capital in order that they 
can be taken into account in decision-making processes; and to improve investor 
engagement on the commercial benefits of sustainable business models.
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director, global implementation, with the 
IIRC, ‘is galvanising business leaders with 
the idea that this is an important part of 
their role. They need to understand that 
sustainability is part of their role because 
it makes business success.’

That idea was at the heart of the 
2014 forum, which celebrated a decade 
of progress but focused on building 
momentum within the CFO community. 
‘Leadership, energising networks and 
ensuring that the next generation of 
accountants are trained with all of this at the 
heart of their role’ is the key for Stevenson. 
And that was reflected at the forum. 

Richard Mayfield, CFO for retail giant 
Walmart EMEA, warned businesses 
that ‘in 10 years your supply chains may 
have dried up’. And that sort of attitude 
deals with the basics of power and other 
fundamental resources, like water, as well 
as, for example, ensuring that suppliers 
remain resilient and reliable. 

As one CFO responding to the 
discussions pointed out: ‘We ask all our 
suppliers to impose the living wage.’ John 
Rogers, CFO of Sainsbury’s, said: ‘If we 
don’t embrace sustainability, we won’t 
have a business in 15 years’ time.’

Expansion
Decisions were taken. The CFO 
leadership network, which has been 
nurtured and built by A4S, will be 
expanded worldwide. ‘A4S needs to be 
a catalyst and a contributor to CFOs and 
their world,’ says Druckman. And the 
momentum is growing. As one seasoned 
observer suggested, success would be 
measured by having the majority of FTSE 
100 companies’ CFOs on board and 
contributing. ‘We are a good way down 
to that mark,’ says Fries, ‘and it gives us a 
strong basis on which to work.’ 

The world of the CFO and the finance 
leader is where the culture is changing. 

It makes the link to the board and it 
ensures reporting is relevant to investors. 
The acorns planted in the discussions 
back in that regal bedroom are growing 
into mighty oaks. ■

Robert Bruce has been involved as a 
journalist and board and committee 
member of what is now the Prince’s 
Accounting For Sustainability Project for 
most of the past 10 years

Prince of Wales exhorts

‘Work to achieve the cultural shift required in your own organisations to convince 
your board and senior leadership of the importance of a truly sustainable model. 
Reach out to your suppliers and customers, and work with them to transform their 
approaches alongside your own. Seek to convince your peers. I understand that 
if every one of you here manages to convince just five others to start accounting 
for sustainability, and then each one of them engages another five each year, in 
five years’ time we could reach all of the three million accountants in the world. 
For obvious reasons five years is too long. So each of you needs to rush out and 
convince 10. And then accountants really will be helping to save the world!’
Prince of Wales’ advice for CFOs delivered to his Accounting for Sustainability 
Forum in December 2014.

How the Prince of Wales’ project came about

Sir Michael Peat, then principal private secretary to the Prince of Wales, was 
not in his bath when he had his ‘eureka’ moment. He was, he says, reclining in 
his office when the phone rang. It was the prince, asking for an urgent meeting. 
He gave me a look, he recalls, of ‘middling to heightened aggression’. ‘All you 
accountants are useless,’ the prince apparently told him, and went on to point 
out that ‘climate change was the biggest market failure ever’. That was in 2004. 
Ten years on, it has all changed. As the prince recalled in his speech to the 2014 
Accounting for Sustainability Forum, which celebrated a decade of progress 
and transformation: ‘As a profession with such strong ethics, and with the link 
between sustainability and financial success clear even at that time, it was evident 
that the way accounts were prepared and decisions taken was a barrier to 
achieving the right results – right for the bottom line, right for society and right 
for the environment which provides our life support. As I said at the time, we 
need 21st-century tools to address 21st-century challenges. With that challenge, 
my Accounting for Sustainability Project was born.’

sustainability world,’ says Fries. ‘[With 2014’s] 
list, the culture has changed. The finance 
community now takes a direct interest. It is 
people from the finance teams, or heads 
of investor relations – not sustainability 
experts – who are there.’ 

The fostering of networks in the 
CFO community, and building both 
understanding and enthusiasm there 
has become the driving force for the 
A4S project. ‘One of A4S’ most powerful 
roles,’ says Neil Stevenson, managing 

executive chairman, Jessica Fries: ‘In an 
incredibly short time, integrated reporting 
has gone from a few ideas in that first 
report from the project that were tested 
by a few companies, and been turned into 
global momentum, transforming reporting 
now and in the future.’

Since then, the work and culture of the 
A4S project have also been transformed. 

‘If you look at the attendee list for 
the project’s annual forum back in 2007, 
you see it had a lot of people from the 

For more information:

www.accountingforsustainability.org  
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The view from
Juraj Vajda FCCA, senior manager, capital markets, 
PwC, Rio de Janeiro, Brazil

An unwelcome regulatory and tax 
environment makes many family fi rms 
here ask themselves if going public is 
the right next step. PwC is leading an 
initiative that, if made law, would give tax 
incentives to SMEs that become listed 
companies – it’s one way we’re working 
with the government to help growing 
companies while acting as trusted 
advisers to clients already going through 
what can be a painful listing process. 

Finding and keeping good people is 
a huge issue for professional services 
fi rms here. In Brazil, people are tempted 
not just by private-sector industrials 
but also by state-controlled companies 
perceived as offering an easier life. And 
increasingly, seniors and managers want 
to go abroad, although strong family 

bonds mean the typical Brazilian fi nance 
professional almost always comes back, 
instead of staying overseas permanently. 

When hiring myself, I ask candidates 
for examples of errors and how they fi xed 
them. Everyone has bad days; it’s more 
credible and authentic to say so than to 
try to convince people that everything you 
do is perfect. I’d rather people in my team 
say if they’re unsure about something, so 
we can work together to fi x it; that way, I 
help them learn and move on.

Outside my day job, I’m the 
‘chief dreaming offi cer’ for three 
microbusinesses. Four years ago, friends 
and I invested in converting a big old 
property into a youth hostel near t he beach 
at Copacabana. That led to starting up 
a rent-a-scooter fi rm, which today serves 
many of the accommodation providers 
we compete with. Then we spotted a gap 
in the market for a motorbike taxi service 
between the airport and the city centre for 
business people jetting in for meetings, so 
we began Rio Limobike. 

Taking care of my companies 
doesn’t feel like work to me; it’s mostly 
pure pleasure. Being an entrepreneur 
on any scale is addictive – and my 
microbusinesses help me understand 
my clients (although my challenges 
involve fewer zeros), just as my fi nance 
training and qualifi cation helped me 
initially analyse those markets and fi nd 
alternatives to the status quo. 

I’ve learned to tropicalise after 
relocating from Slovakia, via fi ve years 
in Barcelona. My motorbike commute 
can hardly get better – I enjoy views of 
Sugarloaf in the morning, and Christ 
the Redeemer on the way home. The 
offi ce stops working for carnival week, 
but everything still gets done – just at 
a different pace. When people ask me 
for advice about working abroad, my 
answer is always the same: start planning 
now – not tomorrow and not the day 
after. Spend too much time thinking 
about it and you’ll just fi nd more reasons 
not to leave. ■

My 
microbusinesses 

help me 
understand my 

clients although    
my challenges 
involve fewer 

zeros  

Snapshot: external audit

There are more than 350,000 
external auditors around the world 
working for the Big Four alone, and 
many more in smaller accountancy 
fi rms. They are facing challenges 
from several directions. 

For example, the drop in 
commodity prices is affecting many 
global companies and therefore 
aud it teams.

With the recent rise in economic 
confi dence globally, there has also 
been a shift in regulatory priorities, 
with a revived focus on governance, 
culture and risk appetite. 

Risk has been a key area 
of development over the past 
few years for auditors, and 
organisations have invested heavily 
in risk appetite frameworks and 
training to ensure compliance with 
the latest corporate regulations. 

Financial crime is another high 
priority for audit fi rms. Recent 
changes to the EU anti-money 
laundering directive and further 
regulations in the EU and US mean 
that auditors are expected to be 
able to assess a client’s capacity for 
fi nancial crime and highlight new 
areas of concern. 

Audit teams are also challenged 
with ensuring the appropriate 
technical expertise around new 
requirements – Basel III, European 
Market Infrastructure Regulation 
(EMIR), Solvency II and fi nancial 
reporting standards such as 
revenue recognition. 

Simon Wright, marketing director, 
Careersinaudit.com
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Hitting the small time
Small and medium practices are at the sharpest end of the business, and face many of 
the same challenges as their clients, according to the latest research

The future opportunities for small 
and medium-sized practices (SMPs) 
are fantastic, says Mark Gold FCCA, 
partner at UK firm Silver Levene. 
‘This is simply because of their clients,’ 
he explains. ‘SMEs by their very 
nature require outside help, and it is 
a role the professional accountant can 
play completely.’ 

Gold is one of 17 partners at Silver 
Levene, an £11m turnover practice 
based in London. He also chairs the SMP 
Forum of FEE (the European Federation 
of Accountants), and is both a former 
ACCA president and a former chairman of 
ACCA’s SME committee.

Gold observes that time and again, 
accountants are seen as the most trusted 
advisers to businesses, both large and 
small. But he also makes the point that 
SMPs are businesses themselves. They 
face many of the opportunities and 
threats that their clients face, such as 
changes in technology and the regulatory 
environment, and need to adapt their 
businesses accordingly.

So what have SMPs been telling us 
about the opportunities and challenges 
they face today, and will face in the future?

IFAC, the International Federation 
of Accountants, has just published its 
latest survey of small and medium-sized 
accountancy practices around the world. 
It will make interesting reading for the 
thousands of practitioners who relish 
being at the sharpest end of business.

According to the survey, attracting new 
clients and keeping up with regulations 
come top of the list of SMPs’ challenges, 
with pressure to lower fees, rising costs 
and differentiation also seen as key. 
The survey also suggests that economic 
uncertainty and rising costs are at the top 
of their clients’ list of challenges. 

However, despite these issues, nearly 
three-quarters (72%) of SMPs say they 
are either maintaining or growing the 
previous year’s practice fee revenue. Tax 
and consulting are tipped to be the two 
biggest sources of revenue growth for the 
year ahead. However, a number of themes 
have emerged recently that have had a 

direct impact on SMPs, and will continue 
to. Rising audit thresholds around the 
world are affecting the business models of 
SMPs, as are technological innovation and 
the internationalisation of business.

Audit requirements
‘Audit thresholds is the one people focus 
on,’ says Gold. ‘When Silver Levene sat 
down to talk about rising thresholds in 
the UK years ago, some people were 
concerned, while others saw it as an 
opportunity because they could see the 
shackles coming off. We wouldn’t be tied 
down by all the audit restrictions, so we 
could help clients with the advice they 
really needed.’ Gold has recently returned 
from Denmark, where he spoke with 
accountants in practice facing an increase 

in audit thresholds. ‘Some are worried, but 
many are rising to the opportunity,’ he says.

Of course, audit requirements vary 
from one jurisdiction to another, which can 
have an impact on how firms approach 
the development of no-audit advisory 
services. As Sue Almond, ACCA’s director 
of external affairs, explains: ‘You can 
contrast Canada, where the environment 
is very much that there isn’t a requirement 
for an audit, with Norway, where until 
recently there was the requirement for all 
companies to be audited. The starting 
point is very different, and therefore 
market expectations are different.’

However, she adds that there is still a 
need for a service that can give assurance 
to stakeholders such as finance providers, 
irrespective of whether there is a formal 

Four steps for future success

According to Kamlesh Vikamsey, an India-based practitioner in a small firm, 
speaking at the recent World Congress of Accountants, there are four steps SMPs 
need to take to ensure they succeed in the future:

* To address the changing demographics of business owners, SMPs need 
to ensure they have the right age mix, including suitably tech-savvy young 
professionals.

* To address a changing SMP workforce, SMPs need to formalise their HR 
policies and hone their staff retention strategies.

* To tackle changing competition, SMPs need to offer high-quality, value-added 
services tailored to the specific needs of the client.

* And finally, to meet the changing needs of SMEs, SMPs need to expand their 
service offerings to include advisory as well as assurance services, develop 
their knowledge and skills to offer these services, and participate in a network, 
association or alliance.

Mark Gold FCCA: Five tips for SMPs

1 Don’t worry – every threat provides an opportunity.
2 Remember you are a business and you supply a service. Look at what your 

customers need and start helping them.
3 Tell them what you can do – a lot of accountants forget to mention the other 

services they can offer.
4 Always think outside the box. Think about what other services (legal, HR)  

you can offer.
5 Remember you are in a privileged position to influence businesses – it’s what 

makes our work much more enjoyable.
Chair, SMP Forum, Federation of European Accountants (FEE) 
See Mark Gold on video at www.accaglobal.com/ab/177
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requirement for an audit. ‘The challenge is 
to put yourselves in the shoes of the client 
or finance provider, and demonstrate the 
value of the audit or its alternative,’ she says.

However, issues such as rising audit 
thresholds focus on the traditional skills 
of qualified accountants. There are 
wider forces at play as well that need 
to be considered. Top of the list is the 
internationalisation of business. Even the 
smallest of SMEs will have the opportunity 
to do business across borders, and as a 
result will be looking for advice in areas 
such as taxation and regulation. 

‘Even if you are an SMP servicing 
SMEs, it is unusual not to have some form 
of international element,’ says Almond. 
‘It might not necessarily be global, but 
typically there are cross-border issues.’

According to a study by the Edinburgh 
Group, a coalition of 14 accountancy 
bodies including ACCA, seven out of 10 
SMPs have clients that undertake at least 
one type of international activity. Around 
half have clients undertaking import 
and export activity, but relatively few 
SMPs have clients participating in a high 
number of international activities. The 
study concludes that there is considerable 
potential for SMEs to expand the scope 
of their international activities and that 
those that do not currently buy or sell 
goods or services internationally could 
be encouraged to consider how looking 
beyond home markets could boost 
business performance.

But it is as likely that SMPs are reacting 
to their clients’ demands. This is a point 

highlighted in research carried out by 
ACCA special adviser Professor Robin 
Jarvis, Dr Cristina-Maria Stolan and 
ACCA’s head of small business Rosana 
Mirkovic. In the report, 2020 vision: 
Learning from the past, building the 
future, Jarvis argues that the motivation 
for SMPs to provide business advisory 
services outside their core business activity 
– namely, internationalisation guidance 
to SMEs – was embedded in their desire 
to respond as much as possible to their 
clients’ requirements and business goals. 

As the report says: ‘Some SMP 
practitioners highlighted that their practice 
not only provides guidance beyond 
traditional accounting services, but that 
they primarily act as business advisers; in 
turn, providing international advisory » 

◄ Unique 
environment
The Northern Lights 
at Tromso, Norway, 
where there was 
until recently a 
requirement that all 
companies undergo 
regular audit
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services represents a different feature for 
their practice. This sets them apart from 
their competitors and ultimately provides 
them with competitive advantage.’

However, the report adds that in giving 
advice, SMPs are well aware of their 
knowledge limitations regarding foreign 
markets and the services they have the 
capacity to provide. They advise their 
clients to the limits of their knowledge, 
and then ask their international network to 
complement that knowledge. They then 
transfer the knowledge directly to their 
SME clients and, ultimately, directly refer 
their clients to their international network 
contacts (other SMPs, law firms, bankers, 
business consultants, and other SME 
clients) to ensure that their clients receive 
the appropriate support for enhancing 
their international activities.

‘This places accountants in a preferred 
position compared to a number of other 
professions and advisory services in 
supporting SMEs’ internationalisation 
ventures,’ the report says.

And then there is technological 
innovation, which is allowing SMEs, and 
therefore SMPs, to operate across borders, 
and in a more efficient and productive way. 
Gold believes this is having a huge impact.

Giancarlo Attolini, chairman of IFAC’s 
SMP committee, agrees: ‘It is clear that 
developments in digital technologies 
are going to affect the world even more 
radically over the next 25 years than the last 
25. Technology has already made business 
global.’ Attolini is a founding partner of 
Attolini Spaggiari & Associati Studio Legale 
e Tributario, an accounting, tax and law 
firm in Reggio Emilia, Italy. He believes that 
SMPs are facing a choice between providing 
transactional and advisory services. 

‘It is critical that SMPs leverage 
automation and repeatable processes 
to enable them to add real value to their 
clients through proactive consulting,’ he 
says. ‘There will also be opportunities 
to provide real-time collaboration and 
professional services to clients utilising 
technology. For example, SMPs may wish 
to use the opportunity presented by the 
cloud to offer enhanced client  
accounting services.’ ■

Philip Smith, journalist

Challenges 
facing SMPs

58%
Attracting new clients

57%
Keeping up with 
regulations

51%
Pressure to lower 
fees

50%
Rising costs

50% 
Differentiating from 
competition

Challenges 
facing SME 
clients

67%
Rising costs

66%
Economic uncertainty

SMP fees
4%

Substantial increase
37%

Moderate increase
31%

Stay the same
28%

Decrease

58%

57%

51%

50%

50%

67%

4%

66%

37% 31% 28%

IFAC SMP survey (January 2015)

For more information:

2020 vision: Learning from the past, 
building the future, is available at  
tinyurl.com/plljnsd
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The whole story
ACCA is partway through a study that will shed light on an important aspect of public 
sector finances: whole of government accounts

Ireland Department of Justice, he is responsible for the resourcing, 
policy and legislative framework for reducing offending, as well as 
policing and community safety within Northern Ireland.

He says: ‘My view of WGA is that they are pretty labour-
intensive for around six weeks following the completion of the 
year-end accounts and while the systems are fairly well structured 
to deliver the WGA they don’t actually produce any meaningful 
information or benefit for individual government departments.’

However, Harbinson believes that the UK Treasury finds WGA 
helpful for strategic decision-making and it is at that macro-
economic level that they come into their own. But he adds: ‘I 
have no idea who uses them outside of government other than 
a few academics who specialise in some very specific areas of 
research.‘ Following the second stage of the study a final report 
on who is using WGA will be published as we go to press. ■

Philip Smith, journalist

There has been a quiet revolution in the way 
governments account for themselves. Amid intense 
scrutiny of public finances and a drive for more 

transparency, the need to produce a single bottom-line figure 
for consolidated debt and public assets has never been 
greater. In short, governments are trying to work out what 
they owe and what they own.

This process is known as whole of government accounts 
(WGA), and has been under development in a number of 
countries, including the UK, Australia, New Zealand, Canada 
and Sweden, for two decades. Cash-based or budget-centric 
accounts have been reformed, with accruals accounting 
extended to cover consolidation. Significant public resources 
have been invested in this process, but until now, there has been 
no real investigation into the use and usefulness of WGA.

To gain greater understanding of how governments are 
handling the shift in accounts, and to match the claims against 
reality, ACCA is partway through a study on this important aspect 
of public sector finances.

Gillian Fawcett, ACCA’s head of the public sector, says: 
‘Governments are focusing on producing consolidated reports 
for users they assume will be interested. But to date, there has 
not been any research into who really uses the reports and 
what information they actually need. Equally, nobody can be 
sure whether the end-users of government accounts are able 
to understand and interpret them and are therefore able to 
demand change where it is needed.’

Fawcett’s comments go to the very heart of the investigation. 
A great deal of time has already been spent on looking at how 
WGA can be used, rather than whether they are actually of any 
use. So while governments believe that consolidated accounts 
will be of benefit, they have yet to convince potential users, 
including many within government.

For instance, the ACCA study found that in Australia the 
financial markets, credit ratings agencies and analysts make little 
use of WGA. But in New Zealand, which has a long history of 
consolidated accrual-based WGA, interest is high in the current 
shift from International Financial Reporting Standards (IFRS) to 
International Public Sector Accounting Standards (IPSAS) for 
WGA. In the UK the available literature focuses on how WGA 
can be used, rather than on their usefulness. In Canada, ACCA 
found that WGA are mainly used for accountability reporting 
to parliament and are not used, or perceived as useful, for 
managerial planning, decision-making and control.

It is a subject close to the heart of ACCA president Anthony 
Harbinson. As director of safer communities for the Northern 

For more information:

Read Whole of government accounts: who is using them? 
at www.accaglobal.com/ab/159

▲ Strategic value
Anthony Harbinson, 
director of safer 
communities for the 
Northern Ireland 
Department of Justice: 
‘The Treasury finds WGA 
helpful for strategic 
decision-making’
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The fraudster unmasked
While it is impossible to prevent all fraud, being able to profile the typical fraudster will 
help in the fight against it, as Simon Padgett FCCA explains

as much as it should or could be by investigators in the 
identification of fraud in the workplace.

Occupational fraud or white-collar crime has a 
relatively high rate of incidence but a relatively low 
rate of detection, rendering it one of the significant 
crime challenges of the 21st century. Organisations can 

manage this fraud risk more effectively by integrating and 
using previous knowledge about individual fraudsters, 
the situational environment, and the typical motivations 
of fraudsters. 

The typical offender
Empirical research on fraud types and fraud offenders 
yields common characteristics. For example, 
statistically, the average fraudster is male, married 
and a graduate, and has a professional relationship 
(usually as an employee) with the victim organisation. 
A fraudster is more likely to work in the accounting, 
finance or procurement department – those being 
the gatekeeper elements of the business process – 
rather than in the internal audit department. 

Currently, the typical fraudster is more likely to 
be working for a financial services organisation, 
according to the ACFE. Research has revealed many 
types of fraud offender and the circumstances in which 
fraud is committed. Much of this research tells us that 
the fraudster is an opportunistic offender with no 
criminal record who, out of greed, abuses a position of 
financial trust to commit a fraud either on their own or 
with few accomplices. 

One interesting research finding is that most 
fraud offenders employ complex methodologies 
to carry out and also to hide their crimes. This has 

implications for prevention strategies insomuch as the 
traditional barriers to fraud of internal accounting 
controls and employment screening are no longer 
sufficient on their own.

If profiling techniques are to be added to the 
fraud investigator’s toolbox, we must first ask – and, 
more importantly, answer – some questions. For 
example, how does profiling assist and add value to 
investigations? What key aspects of an offender profile 
should be included in the profiling, and are such details 

as marital status, age and race really necessary 
here, along with the fraudster’s background, 
skill and professional qualifications?

The typical organisation loses 5% of its annual 
revenue to fraud. Applied to the estimated 
recent gross world product, this figure 

translates to a potential total fraud loss of more 
than US$3.7 trillion worldwide, according to the 
Association of Certified Fraud Examiners’ (ACFE) 
2014 Report to the nations on occupational fraud 
and abuse. Put in context, fraud is material.

Profiling is a part of everyday life for all of us, as we 
use our experiences to determine how to get through 
the day’s activities and solve the problems that 
present themselves. For example, as we approach the 
winter months we know we need warmer clothing. 
How? Because last winter told us so. When we drive 
through an intersection or the traffic lights turn red, 
we know what to do or how to react to the event 
because we have done it so many times before. 

More to the point, we can identify the cold of 
winter and the challenges we face while driving 
because we have seen the patterns on numerous 
occasions before, and our brains have analysed the 
information at that time, stored the patterns of data, 
and drawn on the stored memory to deal with the 
current event. 

Now consider your favourite sport and trying to 
work out who will win a match or competition. In the 
same way we recall previous events, we recall the 
history of sports teams and individuals. Footballers of a 
certain age may be at their peak, rugby players from a 
certain continent may win more games, and marathon 
runners from certain African countries are likely to run 
the fastest times. 

An everyday activity – but not in anti-fraud
Every day we profile individuals on the basis of our 
previous experience in precisely these ways. If this 
process works in dealing with the characteristics of 
day-to-day activities and the people we come into 
contact with, then why is it not more prevalent in the 
fight against fraud? 

Many forensic investigations do not have a formal 
process for either drawing from or contributing to 
fraud type and fraudster profiling. Yet fraud profiling 
could serve as an aid to fraud investigations. 
Valuable data and information on offenders and 
fraud situations and scenarios is not being used 
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Also, would it be beneficial to include in such 
profiling the characteristics of the fraud scheme or 
scenario itself and the situation that lends itself to 
the fraud? Should the type of victim organisation be 
analysed, and should this be further categorised as to 
which departments and divisions are more prone to 
fraud attack? 

Many surveys tell us that 80–85% of fraud is 
committed by insiders. So if we knew from which 
departments the fraudsters emanate or, possibly more 
importantly, which vulnerable departments they try to be 
recruited into, this could be a focus for proactive fraud 
risk management and reactive investigation.

All too often we focus on the control environment, 
and quite often people are fundamental to that control 
environment or at least key elements of it. People are 
the weakest link. How strong is the actual control in a 
segregation of duties control if the employees in the process 
exhibit characteristics that place their honesty and integrity in 
doubt? Surely, if the human element of the control environment 
is not considered, then such controls are weak or even non-
existent. Profiling of these employees is fundamental to an 
effective control environment. There is no doubt, however, that a 
full understanding of what fraud is, and which measures are best 
suited to combating fraud, is absolutely necessary before we can 
start to profile fraudsters and their actions.

Mitigation, not elimination
We have to face the fact that fraud cannot be entirely eliminated. 
Internal controls and security systems reduce the risk, but there 
are no guarantees, and the track record of prevention and 
detection is not that great. People can be ingenious and their 
behaviour unpredictable. Some are desperate; many are merely 
risk takers. Most are both. 

Some employees may have a lot more devious 
entrepreneurial spirit than is commonly assumed. If fraud is 
committed by trusted employees who know the system, then it 
is quite likely that they also know how 
to bypass these controls. That in turn 
means something more is required in 
the preventative and detective fight. 

Fraud profiling identifies the 
characteristics of the fraudster and 
their fraud. If you know what it looks 
like, you can identify or recognise it 
and catch it when it happens. And if 
you catch it when it happens, it will 
make the next person think twice 
about committing fraud and will leave 
investigators with key indicators of 
the behavioural or situational patterns 
or footprints for the future.

In many parts of the world, 
the likelihood of employee fraud 
increases in periods of economic »  

Statistically, the 
average fraudster 
is male, married, 

a graduate, 
and an employee 

of the victim 
organisation
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slowdown or recession. Apart from the increase in financial 
need, there is increased psychological pressure on employees. 
Employees tend not only to be under greater personal financial 
stress currently, but may also suffer from greater personal 
insecurity about their future in the organisation. 

When close colleagues are laid off, fear and insecurity prevail. 
This brings about a further dimension to the profiling scenario 
– including the economic environment as a constituent part of 
profiling fraudsters. Put simply, human beings in a deprived part 
of a city in a country going through economic slowdown might 
be more apt to commit fraud than those earning good tax-free 
salaries in a country that is booming or bypassing recession. 

It’s like this
In summary, fraud happens. It happens in any organisation that 
has money or assets, irrespective of profitability. Quite often, 
fraud is a cause of an organisation not being profitable. 

The fraudster is internal: 80–85% of fraud is committed by 
persons inside the organisation, by our colleagues, who are more 
often than not at a senior level and to whom we report and on 
whom we rely to safeguard the assets of the business. 

We have to adopt the attitude that the fraudster is within 
our organisation, and so it is only prudent that we alter the 
paradigm and expect that fraud will happen and adopt a 
preventative strategy. In order for an organisation to be ahead 
of the curve, that strategy has to include the relatively new 
dimension of fraud profiling.

To identify anything, you have to know what it looks like. If you 
don’t know what it looks like, you may walk right past it without 
recognising it. There are an infinite number of characteristics 
of fraud offenders and fraud types or scenarios, and an 
infinite variety of industries, business structures, departments, 
accounting systems and so on. 

There is no guarantee that a prevention strategy will always 
work, nor is there a guarantee that a detection strategy will work 
all the time, but research indicates that most occupational fraud 
is neither sophisticated nor well concealed. All that is required 
is to identify what a fraud in the organisation would look like, 
and it will, more than likely, be found. Profiling is not intended 
to provide an absolute guarantee of fraud detection, merely 
an incremental improvement in the odds against your business 
becoming a victim of fraud.

So if we can profile the footprints that accompany the act 
of fraud (see box), then we have a pretty good coverage of all 
likely characteristics, providing us with the greatest chance of 
recognising the fraudster and the fraud activity.

The process of profiling has to be made simple and 
understandable, yet it should be rigorous and comprehensive. 
Its objective is the development of a set of detection controls 
that will identify the characteristics of a fraudster or patterns that 
fraud would present if it were to occur in your business. ■

Simon Padgett FCCA is director, consulting and deals – forensic 
services – PwC Canada, and author of Profiling the Fraudster: 
Removing the Mask to Prevent and Detect Fraud

Fraud profiling’s detection controls 

1 The fraudster’s behavioural indicators.
2  The environment in which the fraud occurs, to include:
 * victim organisation type and sector
 * victim department
 * fraudster’s position in department
 * geographical location
 * economic situation.
3  Fraud type characteristics.
4  Fraud methodology or modus operandi.
5  Fraud motivators.
6  Characteristics of consequences or the impact of fraud.

For more information:

For more details of Simon Padgett’s book, Profiling the 
Fraudster, visit tinyurl.com/ProfilingFraudster

The 2014 ACFE Report to the nations on occupational 
fraud and abuse is at tinyurl.com/ACFE-2014
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Tax survey
Most CFOs surveyed say that tax planning 
publicity is damaging corporate reputation

‘Lose, lose’ for multinationals

Scrutiny of tax practices is becoming more intense, with 
77% of respondents saying corporate reputation suffers 
if corporate tax planning is perceived as aggressive.

BEPS: the new frontier

Country-by-country reporting is the most contested area of 
the OECD’s Base Erosion and Profi t Shifting (BEPS) initiative 
for multinationals, with confi dentiality the top worry.

No end to cross-border headaches 

For the fourth year running, multinational corporations consider transfer 
pricing to be the most challenging area of tax and the one getting the most 
signifi cant scrutiny. The tax areas seen as most challenging are as follows:

In an era where scrutiny from 
governments, media, the public and tax 
authorities has become commonplace, 
it is unsurprising that globally 60% of 
respondents reported an increase in the 
number of audits by tax authorities in the 
past year. Taxand says governments must 
be careful to maintain a balance or risk 
curtailing MNCs’ growth aspirations.

For more information:

Taxand’s fourth annual global survey of the CFOs of 
multinational corporations, Caught in the crossfi re: 

MNCs prepare for the post-BEPS world, is based on 
responses from CFOs and tax/fi nance directors across 

Asia, Europe and the Americas. You can read the full 
report at tinyurl.com/TaxandGS15

77%
Say exposure 

affects 
reputation

60%
Report more  
audits by tax 
authorities

70%
Felt their tax 
authority had 
focused more 
on substance 

67%
Said media 

scrutiny didn’t 
affect their tax 

planning

80%
Want thorough 
reform of tax 
architecture

Will BEPS create a more 
sustainable global tax 

system?

■ Yes   ■ No

Are you in favour of 
country-by-country 

reporting?

■ Yes   ■ No

76%
Say BEPS 

will help tax 
effectiveness

20% Transfer pricing

15% Tax litigation/disputes

13% Indirect tax and corporate tax rate

9% Compensation equity and employment tax and restructuring

8% M&A tax

7% Individual tax

6% Real estate tax

In the spotlight’s glare

52%

43%

57%

48%
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Integrated thinking
However integrated reporting is encouraged and led, its widespread adoption will come 
from leadership at board level, says the IIRC’s Neil Stevenson

by a far greater number and range of entities. Our strategy to 
2017 includes a number of key themes, such as:

* leading practice through IR networks around the world and 
promoting dialogue between key players in corporate reporting

* building a bridge to investors to encourage investment 
decisions based on integrated reporting and thinking

* engaging with the policy and regulatory community to ensure 
that IR can flourish.

It is clear that to achieve our objective we will succeed through 
the influence and advocacy of many institutions and forward-
thinking organisations which are well placed to drive adoption in 
markets around the world. 

However the move to IR is encouraged and led, widespread 
adoption will come from leadership at board level. This insight 
has been well understood for a long time in relation to best 
practice corporate reporting. 

Boards drive reporting
Among the influencers, company boards are hugely important. 
As the International Integrated Reporting Council (IIRC) 
highlights in its recent report, Creating value: value to the 
board, decisions about the nature of company reporting 

begin in the boardroom, and so the extent to 
which senior executives drive adoption of IR 
will be vital in the coming months and years. 
Corporate reporting, and the thinking that 
has to accompany it, are boardroom issues. 
This is where strategy, performance and the 
development and communication of long-
term value are best understood, aligned and 
led. The International Corporate Governance 
Network has endorsed this view, revising its 
global governance principles to include the 
recommendation that boards should produce 
an integrated report. Reporting is firmly placed 
among the responsibilities of top management. 

Adopting IR can substantially help boards 
in meeting their governance responsibilities, 
and in building and maintaining trust in their 
organisation. Businesses increasingly need to 
be seen to be making a positive contribution 
to the societies in which they operate. This has 
been a repeated theme in debates following 
the financial crisis. How boards report their 
performance and their organisation’s impact 
on wider society is therefore critical. The 

December 2014 marked the first anniversary of 
the International Integrated Reporting Council’s 
International Integrated Reporting Framework. 

One year on from its launch, numerous developments are 
now taking place worldwide to encourage the framework’s 
widespread adoption.

This was an important theme during the World Congress 
of Accountants in Rome in November 2014, attended by 4,000 
people from 150 countries. Speakers at the conference described 
a shift in outlook in business towards a wider concept of value 
creation. Business needs to respond by planning to achieve 
long-term outcomes while managing the short term.

The conference made a powerful statement about the 
opportunities for enhancing reporting. Professional accountants 
are in an excellent position to lead innovations in reporting to 
meet the needs of investors and other shareholders, so it is a 
prime opportunity for the profession to show how it can continue 
to add value.

The strategy for integrated reporting (IR) is to achieve the 
breakthrough: a meaningful shift to global adoption over the 
next three years. The focus is moving from testing and early 
innovations to an era when IR becomes mainstream and adopted 

What benefits can boards expect from adopting IR?

IIRC research conducted by Black Sun among 66 organisations that have 
already started to implement IR found that:

* 91% have seen a positive impact on external engagement with 
stakeholders, including investors

* 92% believe that they have increased understanding of value creation

* 79% report improvements in decision-making

* 78% see a current benefit of more collaborative thinking about goals 
and targets by the board, executives and strategy departments.

Among organisations that have already issued an integrated report, Black 
Sun found that:

* 84% believe that the process has had benefits for their board

* 84% have experienced benefits in collaboration between the board 
and executives

* 87% believe that investors better understand their strategy

* 79% believe that financial capital providers have greater confidence in 
the long-term viability of the organisation’s business model.

Source: Realizing the benefits: the impact of integrated reporting, Black Sun, 
September 2014
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What is an integrated report?

The primary purpose of an integrated report is to explain 
to providers of financial capital how an organisation 
creates value over time. However, an integrated report 
benefits all stakeholders interested in an organisation’s 
ability to create value over time, including employees, 
customers, suppliers, business partners, local 
communities, legislators, regulators and policymakers. 

An integrated report aims to provide insight about 
the resources and relationships used and affected by 
an organisation – collectively referred to as ‘capitals’. It 
seeks to explain how the organisation interacts with the 
external environment and the capitals to create value over 
the short, medium and long term. There are five capitals, 
which are categorised in the international framework as 
financial, manufactured, intellectual, human, social and 
relationship, and natural capital. 

ACCA study, Understanding 
investors: directions for 
corporate reporting, found 
that two-thirds of investors 
surveyed had lost trust in 
company reports since 
the onset of the global 
financial crisis. 

Separately, research 
by public relations 
consultancy Edelman, 
which conducts a 
substantial annual 
global survey to 
develop a Trust 
Barometer, shows 
that the factors seen 
as building trust 
in business have 
changed since 2008. 
People now place 
greater importance 
on engagement 
and integrity-based 
attributes such as 
treating employees 
well, listening to 
customers and 
exhibiting ethical and 
transparent practices. 
These factors now carry 
more importance than 
operational-based attributes, 
including financial performance. 

Edelman’s research suggests that CEOs 
can build trust in themselves and their companies by 
communicating clearly and transparently, telling the truth 
regardless of how unpopular it is, and engaging regularly with 
employees. Clear and transparent communications can be 
enabled by IR, and trust in the organisation therefore supported.   

Meeting investor needs
Even if individual boards are not yet receiving routine requests 
for integrated reports from investors, this should not be a reason 
to delay starting the IR journey. Investors say that they have more 
confidence in management when they gain a clear picture of the 
business from its reporting. 

Research by PwC has shown that investors want the benefits 
associated with the broader reporting focus of IR. Its report, 
Corporate performance: what do investors want to know?, 
found that 87% of investment professionals surveyed felt that 
clear linkage between a company’s strategic goals, risks, key 
performance indicators and financial statements was helpful 
for their analysis. In addition, 63% believed that the quality of a 
company’s reporting – including information about strategy, risks 

and other drivers of value – 
could have a direct impact 

on its cost of capital. 
However, substantial 

gaps were perceived 
between the 
importance of these 
topics and the 

effectiveness with 
which companies 
typically report 
on them. 
‘Developing 
more integrated 
reports could 
potentially better 
meet the needs 
of investment 
professionals while 
also encouraging 

more cohesive 
decision-making 

within companies to 
support longer-term 

value creation,’ says 
PwC assurance partner 

Zubair Wadee.    
Mounting evidence 

shows the benefits that 
boards can gain from adopting 

integrated reporting. IIRC 
research conducted by corporate 

communications consultancy Black Sun 
among organisations piloting the framework »  
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identifi ed both external and internal benefi ts. From an 
external perspective, many companies found they had better 
engagement with external stakeholders, including investors. 
Internally, many companies felt they had better understanding of 
how they created value, and that there was more collaboration 
and integrated thinking taking place between different parts of 
the business. Many organisations found their decision-making 
improved as a result.  

A natural path
Boards are increasingly pursuing long-term strategies that 
integrate wider sources of value creation. This should incline 
them towards an IR approach; it will become a natural part of 
boardroom thinking to report organisational performance in 
relation to long-term value creation – a need and intent that is 
aligned with the international framework.  

Integrated reporting is a sound board response to the 
challenges of modern business life. Big data, the internet 
and social media mean that we are now living in an age of 
transparency. Integrated reporting is a strategic response to the 
challenges of operating successfully within modern society. It is 
also about doing the right thing. Increasingly, boards are being 
expected to recognise that they have a wider purpose beyond 
delivering fi nancial success for shareholders. 

Many leading companies understand this and are embracing 
IR as a practical means of telling a compelling story about how 
they are creating long-term value and so contributing to the 
greater good – not only in pure business terms, but also for 
society at large. Others will surely follow. ■

Neil Stevenson is managing director, global implementation, at 
the International Integrated Reporting Council

For more information:

Read Creating value: value to the board at 
tinyurl.com/iirc-value

Read ACCA’s Understanding investors: directions for 
corporate reporting at www.accaglobal.com/ab/160

Harvard 
Business School 
study hails 
IR as enabler 
of fi nancial 
stability

Brazilian stock 
exchange calls 
for ‘report or 
explain’ on IR

UK guidance on 
strategic report 
consistent 
with IR

European 
Commission 
describes IR as 
‘step ahead’

South Africa 
endorses the 
International IR 
Framework

IR promoted by 
G100 and major 
superannuation 
funds in 
Australia

Securities and 
Exchange 
Board  of India: 
not ‘if’ but 
‘when’ for IR

IR crucial part 
of Japan’s 
revitalisation 
strategy

Malaysian 
prime minister 
declares 
business 
take-up of IR

IR set for 
take-off in 
Singapore

Globally:
Recommendation 
to G20 on IR

World Bank 
implements IR

Global momentum of integrated reporting

CEOs can 
build trust by 

communicating 
clearly and 

transparently, 
telling the truth 

regardless of how 
unpopular it is 
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Guidance for finance
The large economy-driving financial institutions are going to need guidance from some 
of the best thinkers on audit, says PwC partner and new IAASB member Rich Sharko

PwC partner and American in Moscow Rich Sharko 
has joined the International Auditing and Assurance 
Standards Board (IAASB) at a key time. With its major 

project on auditor reporting now completed, the board will 
be focusing on a range of new issues. Sharko’s talents will be 
put to good use, particularly his extensive financial services 
audit expertise.

Sharko will be chairing a new IAASB working group focused 
on audit considerations relevant to financial institutions. The 
project’s scope is likely to extend beyond banking to include 
other financial services sectors such as insurance. 

‘There’s a lot that can be done,’ Sharko says. ‘There 
have been a lot of requests from regulators and 
other stakeholders for us to look at this. Can we 
give guidance? Can we make some amendments 
to standards where things are unclear? Can we 
consider how auditors are going to deal with 
the changes resulting from IFRS 9 on financial 
instruments? There will be some forward-looking 
information to consider, so how do you audit 
that? This is all new stuff that we have to 
think about.’ 

When AB interviewed him, Sharko had just 
begun thinking about the likely challenges 
involved in the financial institutions project, 
with his first meeting with the board on the 
topic scheduled for March. Initially he was 
expecting the discussion to involve some 
brainstorming on the direction the project 
should take, and some education on 
the likely issues. ‘You want to make sure 
everyone understands why we are doing 
this,’ he says.

Getting the best thinkers
Two key drivers for the project stand out 
for Sharko: ‘The financial crisis and the 
change in accounting standards. If you 
put those two together, there’s a good 
reason for the “why”.’ The high 
degree of complexity in financial 
institution audits is another 
contributing factor. 

Project outputs are likely to include 
non-authoritative guidance in the from of an international 
auditing practice note (IAPN). ‘Being non-authoritative, you  »  
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insurers, pension funds, banks – you might have credit specialists 
who are state-of-the-art specialists,’ Sharko says. ‘How do you 
bring them in? How do you rely on them? I think that’s an area we 
need to look at.’

What impact does Sharko hope his working group will have? 
‘I hope audit quality improves,’ he says. ‘And based on our 
guidance and any enhanced requirements, I hope that helps the 
auditor address the risks that are facing financial institutions.’ 

Playing the long game
The task isn’t likely to be easy, nor completed speedily. ‘Projects 
like this aren’t short-term,’ Sharko explains. ‘We won’t get 
anything out tomorrow. As a new board member, you want to 
get there and get something out. But I think this will be a one 
to three or four-year type of project. The first year is to find out 

about the issues and concerns. I am 
real interested in making sure we have 
a wide net, covering all stakeholders – 
regulators, standard-setters, auditors, 
audit committees, clients themselves. 
Some could say that things are great 
right now; some will say everything 
is wrong. Auditing standards are for 
everyone, so some will question how 
far we take an industry focus. People 
around the world will have different 
views on that.’ 

Sharko is also joining the IAASB’s 
working group on quality control, 
which has just got under way. ‘This is 
something dear to my heart again – 
as an auditor, as someone who has 
been involved in risk management,’ 

can get it out more easily,’ Sharko says. ‘You don’t need as much 
due process.’ Such an IAPN could be developed in a year and 
a half, he hopes. Another reason for issuing an IAPN is that 
auditing standards, like accounting standards, are meant to be 
industry-neutral. Sharko acknowledges there may be a concern 
that ‘tomorrow the telecoms industry is going to come knocking 
on the door’. However, he says: ‘I think regulators around the 
world realise that those large banking or insurance institutions, 
both internationally and nationally, drive the economy. You really 
do need to give some help, some guidance – and get some of 
the best thinkers on audit out there.’

The IAPN aside, some auditing standards could need revising 
to take account of the complexities associated with financial 
institution audits. For example, Sharko expects that ISA 540 
on auditing accounting estimates will fall within the scope of 
his project. ‘That’s one where you 
probably have to enhance certain of 
the requirements,’ he says. 

He adds: ‘We also want to do 
something on how auditors interact 
with supervisory agencies, regulators. 
There used to be a practice aid on 
that, which over time was considered 
stale and withdrawn. So we will do 
something fresh, but similar.’

Other topics likely to come up 
during the working group’s discussions 
could include loan loss provisions 
(under IFRS 9), valuations and how 
to use specialists such as actuaries. 
Even though IAS 620 provides help on 
using the work of an expert, financial 
institutions may need more. ‘For 

‘When people 
talk about data 
analytics, I see 

it’s powerful. But 
I do wonder, will 

people really 
understand it?’
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is helpful. ‘Those are both great territories to lead because they 
try to put what’s right,’ he says. ‘Therefore the auditors and the 
audit committees have a little more flexibility. They think that if 
they try to do what’s right, then they don’t have to worry about 
the legal stuff. The concern I have is whether other jurisdictions 
will take that same mindset. In accounting you have national 
differences – I would hate to see that in this area.’

Investors can provide a positive influence by articulating what 
they want to see in auditor reports. ‘If you get user groups and 
investor groups saying that this stuff is important, if they say, “We 
want this information in language we can understand,” then that 
would be helpful,’ Sharko says. 

Awards for high-quality reporting can also have an impact. 
‘I like the way that there are awards in the UK, for example,’ he 
says. ‘Good disclosures get recognised.’ 

Given that much of Sharko’s career has been spent in Russia, 
he is familiar with some of the tougher challenges an auditor 
can face. ‘There are positives and negatives to being an auditor 
in Russia,’ he says. ‘The positive is that clients look at you as 
a specialist. They didn’t necessarily grow up with people who 
were auditors, so you are a different type of animal. You have 
unique experiences, so you can give them interesting and unique 
advice. On the other hand, so much is state-owned.’ 

As Sharko points out, auditing standards are written on the 
assumption that auditors can get access to everything they 
need, but this isn’t necessarily the case in Russia. ‘It’s challenging 
sometimes,’ he says. ‘You have to think about alternative 
approaches. And sometimes you can’t get there. There’s a lot 
of judgment involved and some of the training you need is the 
“kick the tyres” type training, but how do you get that? So the 
people with experience are really sought after.’ ■

Sarah Perrin, journalist

Sharko says. He notes the increasing focus on the role of the 
engagement quality control review partner since the financial 
crisis. Many factors influence audit quality, Sharko points out. 
‘Clearly standards can help. Training can help. Better execution 
can help. And there is a lot of focus on the review partner 
because that person is here to help establish and ensure quality. 
I can see that will be an important aspect of the quality control 
project.’ This is of particular personal interest to Sharko, who, 
he says, has reached an age where he has become ‘that type of 
person on engagements’ for PwC. 

Sharko is keen to bring this experience to the IAASB, 
alongside his skill in both technical accounting and auditing. He 
has developed and maintained expertise in both areas during 
his career at PwC, applying it to good effect in the audit field. 
Though an American who gained his Certified Public Accountant 
qualification in California (where he is still licensed), Sharko has 
spent almost half his 31-year PwC career working in emerging 
markets – mainly Russia, but also in Hungary and Ukraine. 
Broad technical and practical experience has been essential. ‘In 
emerging markets people come up to you and say, “I have this 
issue. How do you audit it?” If you know accounting, it should 
help you figure out what you need to do for auditing. And if 
you’ve seen the audit work, you can see how execution needs to 
be improved.’

An eye on developments
As an IAASB board member, Sharko will be joining in discussions 
on audit issues such as the potential use of data analytics. ‘I say, 
show me the benefits,’ he says. ‘When people talk about it, I see 
it’s powerful. But I do wonder, will people really understand data 
analytics? I look at the wider group of auditors – would this be 
effective for everyone? I have an open mind and want to find out 
more about it.’ 

The potential for assurance on integrated reports is also 
something the IAASB will be contemplating. ‘If at the end of the 
day the users say they need this, you need to find a way to do it,’ 
Sharko says. ‘I think the big territories will provide the lead – the 
UK, the US, Europe.’ If users there demand broader information 
from companies, assurance may need to follow. Sharko believes 
auditors could develop the necessary skills, given the right 
training. ‘Most people will need to get a different mindset,’ he 
says. ‘It’s the same with audit reporting. It’s a sea change in what 
we are doing there.’ 

Having issued its new and revised auditor reporting standards 
in January, the IAASB will be monitoring their impact closely. 
Sharko considers the project, completed before he joined 
the IAASB, a success and hopes auditors will rise to the new 
challenge. ‘Auditors need to be able to write in understandable 
language,’ he says. ‘Users need to be able to understand what it 
all means.’ Nevertheless, Sharko appreciates that standard-setters 
and regulators can’t assume that, just because new standards have 
been issued, auditors will automatically succeed in applying them 
as intended. It’s not just about ‘different wording’ he stresses. 

The fact that territories such as the UK and Netherlands have 
already been experimenting with more expansive auditor reports 

CV

2015
Becomes a member of the 
International Auditing and Assurance 
Standards Board

2013
Becomes PwC’s chief risk officer for 
Central and Eastern Europe for two years

2009
Joins the PwC network’s global board (until 2013)

1996
Becomes a PW partner, after stints in the UK, Hungary and 
Russia; continues to work in London and Moscow, leading 
the Accounting Consulting Services team for CEE

1983
Joins Price Waterhouse in Los Angeles, California
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At the crossroads
With the allure of alternative financing on one hand and the familiarity of bank  
loans on the other, which way should finance professionals turn, asks Manos Schizas

promising businesses out of reach of much needed finance.
As has been seen in many markets before, the silver lining 

is that where there is a breakdown in how the market works, an 
opportunity for disruption always presents itself. If traditional 
finance providers fail to respond to the needs of those that 
require finance, then others will step up and provide alternatives. 
But it will not happen overnight. And this is where ACCA 
members have a crucial role to play.

ACCA’s research has revealed that between the first quarter 
of 2013 and the second quarter of 2014, nearly a third (31%) of 
its members were involved in raising finance, either for their own 
organisations or for clients. Most active of all were members in 
Africa, with 40% personally involved in raising finance, and 31% 
trying to raise finance for their own organisations. 

The Middle East and Asia Pacific followed close behind, with 
37% and 35% of members in those regions respectively trying to 
source funds for their businesses or clients. 

Looking across the size of organisation, it becomes clear 
that members are most engaged at the SME level – 55% of 
members working in small and medium-sized practices and 
41% of those in SMEs were involved in raising finance. And 
ACCA research has confirmed what many already believe – that, 
at least among SMEs, businesses around the world consider 
finance professionals to be the foremost experts in financial 
management and business financing.

Bank loans and overdrafts
Of the 31% of all ACCA members involved in raising finance, 
the majority were helping businesses secure bank loans and 
overdrafts, although more specialist types of financing were 
also well represented in the fundraising efforts – a quarter (25%) 
of ACCA fundraising members (equivalent to 8% of the total 
membership) sought funds from the capital markets, usually on 
behalf of clients, and a similar proportion were involved in raising 
supply chain finance, including invoice discounting, factoring, 
reverse factoring and trade finance. Government guarantees and 
export finance also figured in the finance professionals’ armoury. 
And 14% tapped the bank of family and friends.

Newly popular methods such as crowdfunding and peer-to-
peer lending were sought out only by some 4% of all ACCA’s 
fundraising members, and almost all of this occurred in Europe.

Throughout all the fundraising techniques, there is an increasing 
need for timely information. This requires finance professionals to 
act as true business partners. Practitioners are increasingly expected 
to provide a quasi-assurance service to fundraising businesses. 
They need to be able to speak directly to the senior directors and 

Business finance is at a crossroads and which way finance 
professionals turn could have a significant bearing on 
how businesses are funded in the future. The situation 

is best summed up by two key questions. How many times 
recently have you read an article about how alternative 
financing will be the future saviour of enterprise? Quite a 
few, I’m sure. At the same time, how often have you read 
that banks’ doors are firmly closed to those entrepreneurs 
looking for investment to grow their businesses? Too often 
to count, I suspect.

Yet bank loans and overdrafts remain the types of finance that 
ACCA members are most often involved in raising on behalf of 
clients. And that presents finance professionals with a dilemma. 
Innovation is rife in the financial services industry, but the majority 
of funding applications facilitated by ACCA members still relate 
to bank loans – anecdotal evidence suggests the advantage of 
familiarity is still very powerful. Despite attracting an enormous 
amount of venture capital and capital market funding, alternative 
finance platforms have yet to make inroads within the profession, 
at least outside of a few early adopter markets in the developed 
mature economies.

The backdrop to this is, of course, the financial crisis that 
engulfed global markets in 2008. We are still feeling the 
aftershocks of the crisis more than half a decade later, but as 
of mid-2014, ACCA has reported that financing conditions at 
the global level are at their most benign since the recovery 
began in 2009. In most parts of the world, less than a fifth of 
large corporates and less than a third of SMEs were reporting 
problems accessing finance, despite the headlines. 

The key factor behind this shift, however, appears to be 
an extraordinary level of global monetary stimulus, which is 
likely to prove short-lived, much like the coordinated monetary 
easing agreed by the G20 in 2009. And with traditional finance 
providers demonstrating a remarkably high resistance to risk, the 
beneficiaries of this stimulus have been larger organisations in 
the more developed regions of the global economy.

Fundraising challenges
So the reality is that even though the macro picture seems to 
be improving, small businesses still face huge challenges when 
it comes to fundraising. ACCA’s own research has revealed that 
a substantial share of business financing is still only available on 
a risk-free basis – recipients must be seen as risk-free or able to 
provide significant security.

However justified, the need for collateral (and the narrow 
range of assets accepted as eligible) is keeping some of the most 
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For more information:

Read the report The state of business fi nance at 
www.accaglobal.com/ab/178

SADL Consulting, South Africa

After advising its clients in many areas, including 
fundraising, SADL Consulting found that it needed to 
raise fi nance itself in order to achieve its ambitious growth 
plans. However, in the process of securing a commercial 
mortgage for new premises, chief executive Suren Panday 
was frustrated to discover that the bank required personal 
sureties in addition to proof of earnings for the business 
itself, despite having had the company audited by an 
independent fi rm.

Panday was also frustrated by the interest rate that the 
bank would charge, which he felt was too high. ‘The banks 
are just being greedy,’ he says. To add to the frustration, 
the process took longer than three months, despite all the 
paperwork being completed on time.

Panday says that he would not approach a bank for this 
funding again. Instead, he would strongly consider getting 
a loan from the company’s private shareholders; the bank 
loan was granted against their fi nances anyway, and they 
could draw down the money from the business over the 
following years. 

Shareholder loans and funds from family and friends 
are popular sources of capital in South Africa, particularly 
for startups with no business or personal track record.

Dubai Multi Commodities Center

Created in 2002, the Dubai Multi Commodities Center 
(DMCC) Free Zone based at Jumeirah Lakes Towers is a 
government authority with a mandate to enhance the fl ow 
of commodities trading through Dubai, creating a thriving 
marketplace for trade and enterprise. It is the largest free 
zone in the UAE.

But according to Jignesh Sanghvi, head of the fi nance 
function in the corporate offi ce at DMCC, fi nance for 
startups can prove very tight. ‘While the general business 
outlook in the region is bright, it can be tricky, as with any 
market at times, particularly for a sharia-compliant startup, 
to expand or develop,’ he says. 

Sanghvi says few local banks are comfortable with 
fi nancing new businesses, forcing these smaller businesses 
to turn to private fi nanciers at a signifi cantly higher cost.

To cater for this, the Free Zone has created DMCC 
Tradefl ow, which offers a sharia-compliant fi nancing route. 
It is one of many DMCC fi nancing platforms, which also 
include asset management, and commodity and currency 
derivatives exchanges. It allows traders to effectively 
mortgage their goods, with all parties adhering to a 
specifi c set of rules that help to speed up the process, 
reduce legal costs and open up access to fi nance.

explain the long-term implications 
of fi nancing decisions. And with the 
increasing array of fi nancing options, 
there is a risk that business owners 
are distracted, often with disastrous 
results, so such businesses will need 
authoritative advice to help them 
narrow their options, not merely 
evaluate them.

Looking forward, fi nance 
professionals need to position 
themselves so that they can play 
a decisive role in any organisation 
looking to raise fi nance or help others 
to do so. Businesses need reasonably 
priced and rapidly delivered fi nance 
but, more importantly, they need 
good planning, trust and fi nance 
appropriate to their purposes 
and circumstances. They need to 
know which way to turn. This is the 
crossroads that faces the complete 
fi nance professional of the future. ■

Manos Schizas is former senior economic analyst at ACCA.
He led ACCA’s Research and Insights programme on 
access to fi nance

Haines Watts, Devon, UK

Haines Watts has done well in picking up startup businesses during the recession. 
Partners in the fi rm will go with clients to meet banks and other fi nance providers 
to act as an independent third party. Matthew Melksham, a partner in the fi rm, says: 
‘Businesses have always relied on their fi nance directors and accountants to check 
things over. All our clients are owner-managed businesses; their decisions will impact 
on their families, so it’s important they make the right decisions.’

Yet as recently as summer 2013, the fi rm had to seek out alternative fi nance 
providers. ‘At one stage we were in real diffi culties using high-street lenders for 
commercial lending because they either could not help or they wanted more security 
than the business could sensibly offer,’ Melksham says. It has since become easier to 
raise fi nance because ‘high-street lenders are coming back to a sensible place with 
reasonable offers, sensible levels of interest and requirements for security’, he adds. He 
believes the driver for this change was a clear message from the UK government that 
banks need to ‘sort their business out and get the economy moving’.

The biggest challenges stem from the overly high expectations of both lenders 
and clients. Unassisted, clients may set unrealistic cashfl ow projections and try to talk 
the business up, resulting in loss of confi dence from the lender. Conversely, clients are 
convinced that lenders are trying to rip them off and end up turning good deals down. 
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Thanks for the memory
Positive memories can be a stronger motivator than negative ones, says Dr Rob Yeung. 
Plus, pay packets start to swell, doing lunch, and steering clear of social media gaffes

Dr Rob Yeung is 
an organisational 

psychologist and coach at 
consultancy Talentspace

Talent doctor: Being positive

Imagine that some of your 
colleagues are struggling with low 
motivation. How could you help 
them to feel more fi red up again?

In a 2014 experiment, University of 
New Hampshire researchers Mathew 
Biondolillo and David Pillemer invited 
a group of students to complete 
questionnaires about the amount 
of physical exercise they typically 
did. Immediately after completing 
the questionnaires, one third of the 
students were sent straight home.

Another third were invited to recall a 
time they had engaged in any physical 
exercise. They read a paragraph as 
follows: ‘Describe a specifi c experience 
from any time in your life when you felt 
especially pleased and satisfi ed during 

or after some type of physical exercise 
or activity. This experience should be a 
motivational memory, a memory you feel 
would be particularly helpful in motivating 
you to exercise. Your memory should be 
about a positive experience that happened 
at a particular time and place.’

The fi nal group read a slightly 
different paragraph: ‘Describe a specifi c 
experience from any time in your life 
when you felt especially displeased 
and dissatisfi ed during or after some 
type of physical exercise or activity. This 
experience should be a motivational 
memory, a memory you feel would be 
particularly helpful in motivating you to 
exercise. Your memory should be about a 
negative experience that happened at a 
particular time and place.’

Note that this fi nal group were 
asked to describe a ‘negative’ versus 
a ‘positive’ episode in which they 
felt ‘displeased and dissatisfi ed’ as 
opposed to ‘pleased and satisfi ed’.

A week later, all three groups came 
back to recount their exercise activity. 
As you might expect, the students who 
had recollected a positive memory 
ended up doing more exercise than 
those who had been sent home 
without recalling a memory.

More surprisingly, those who had 
recalled a negative memory also 
engaged in more exercise than the 
second group but less than those 
recalling a positive memory. In other 
words, while dwelling on a negative 
memory may motivate us a little to 
repeat behaviour, it’s actually recalling 
positive memories that may inspire us 
the most.

Unfortunately, too many managers 
wanting to motivate employees do so 
by focusing on what they did wrong 
or badly, dredging up instances of 
blunders and failings. But this study 
tells us that the better approach may 
be to remind employees of what 
they have done right or well; that 
reviewing successes – whether minor 
accomplishments or major triumphs – 
may be much more motivating.

Don’t get me wrong; I’m not 
advocating being ceaselessly positive 
and overlooking all mistakes and 
defi ciencies. Of course we need to 
discuss signifi cant errors and failures 
to ensure that lessons are learned. 
But if motivating people and helping 
them to thrive is the goal, we could 
all spend more time analysing their 
achievements to identify what they did 
that helped them to succeed, too. ■

For more information:

www.talentspace.co.uk

@robyeung
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The perfect: business lunch

As well as the important benefit of feeding yourself, lunch can be a fantastic business 
opportunity to meet new clients, consolidate business relationships and enhance your career. 
But there are a few rules to follow if you want to get the most out of a business lunch.

Knowing how to play host and also be a proper guest is very important, as this reflects 
on you and your employer. If you’re the host, make sure that you plan ahead. Send out the 
invitation at least three weeks before the lunch date, and make sure you give your invitee(s) a 
few alternative dates.

Choose an appropriate restaurant and make sure that vegetarian options also feature on 
the menu, which should be sensitive to cultural or religious 

culinary requirements. 
Be at the restaurant 10 minutes before your 

guest is scheduled to arrive, 
and turn off your mobile 

phone.
Order food that’s easy 

to eat. Beware messy 
pasta dishes or herbs that 
can get stuck in your teeth 

– not a professional look.
Start the business chat at 

the right time. The time before 
ordering the food should be 

used for establishing rapport, 
so never talk business until 
everyone has ordered (plus 

hovering waiters can undermine 
effectiveness).

Pick up the bill discreetly. 
Casually take it and put your 
credit card in the folder 
as you carry on talking or 
listening.

Pay rise pick-up
Is it safe to start asking your 
boss for a raise again? Finance 
professionals in the US may 
think so after the quarterly CFO 
outlook survey from Financial 
Executives International 
and Baruch College’s Zicklin 
School of Business found that 
CFOs in the US are gaining in 
confidence and ready to hike 
salaries as a result.

The survey’s quarterly 
optimism index for the US 
economy jumped to 70.71, up 
8% on the previous quarter 
and 14% on the previous year.  

Some 80% of the CFOs 
had made no headcount 
reductions in finance 
departments over the previous 
12 months, and 65% said wage 
levels are on the rise.

‘Increasingly optimistic 
US CFOs appear poised 
to increase wage rates,’ 
said Linda Allen, professor 
of economics and finance 
for the Zicklin School. ‘US 
businesses are relatively flush 
with cash and are positioning 
themselves to meet global 
challenges (such as oil price 
declines, China’s slowdown 
and cybersecurity threats), as 
well as uncertainties in the US 
about interest rate increases.’

No end to skills squeeze
While salaries may be picking 
up in the US, they are going 
through the roof in Vietnam. 
According to the latest 
annual global salary survey 
from recruitment firm Robert 
Walters, the war for finance 
talent in Vietnam is among the 
toughest in the world.

Figures from the survey 
suggest that candidates 
who switched jobs last year 
enjoyed an average 10–25% 
salary boost, and there is no 
sign of any relief for employers 
in 2015.

To address the increasingly 
acute shortage of finance 
skills, companies have even 
started to try and attract 
Vietnamese professionals 
currently working overseas. 

Jon Whitehead, manager 
of Robert Walters Vietnam, 
says: ‘To attract top-tier 
professionals, hiring managers 
have to consider holistic 
employment packages that 
include clear internal career 
development plans and 
attractive benefits.’

The survey also suggested 
that finance professionals 
who understand the business 
partnering potential of their 
role will be highly sought after. 

Social exposure
Finance professionals applying 
for new jobs are falling victim 
to the pitfalls of social media. 

New UK-based research 
from Randstad Financial 
& Professional shows that 
seven out of 10 accountants 
(71%) don’t bother updating 

their LinkedIn page when 
applying for a new role, 
leaving unnecessary skills and 
irrelevant information open 
for future employers to review, 
and only 8% of accountancy 
professionals recognise that an 
outdated LinkedIn profile is a 
potential problem.

The research also revealed 
that half of finance workers 
doubt they would have been 
hired if their employer had had 
access to all their social media 
content. More than a quarter 
recognise that inappropriate 
images pose a career 
threat, while 25% also cite 
offensive/contentious posts 
as a concern. A fifth (20%) are 

worried about bad grammar 
and spelling.

The results are surprising 
given that 71% of respondents 
also said that they themselves 
would investigate job-seekers 
on social media before 
offering them a position.

Tara Ricks, managing 
director at Randstad Financial 
& Professional, said: ‘Keeping 
an up-to-date social media 
profile should be part of every 
job-hunter’s strategy, but it’s 
not everything, and needs to 
be complemented by tailored 
applications too.’ ■

This page is compiled by Beth 
Holmes, journalist

For more information:

www.accacareers.com

45

04/2015 Accounting and Business

Careers | Insight

www.accacareers.com


Do it like Dubai
Dubai and Emirates Airlines have understood how strategic vision can create competitive 
advantage at both country and company level, as Tony Grundy explains

Sheikh Zayed Road – luxurious rooms, fabulous food, and a pool 
on the top (40th) floor with the most amazing view, particularly 
at sunset. Of course, this physical product can be imitated 
anywhere if you throw enough money at it, but what made the 
hotel stand out was the extremely friendly customer service. 
The staff addressed me as Mr Tony and I was made to feel 
like royalty. For instance, when I finished eating, my plate was 

Ifirst visited Dubai, one of the seven United Arab Emirates 
(UAE), at the turn of the century. I found it modern, but 
frankly I wasn’t bowled over. Fast-forward 14 years, and 

the city state has changed hugely: its skyline is now a surreal 
landscape of ambitious buildings, many with art deco shapes. 
Dubai has been transformed from desert to designer city.

On my recent visit, I stayed at the Four Points Sheraton on 

► Half-mile-high club
Tony Grundy takes a 
headstand opportunity on 
the observation deck of 
the Burj Khalifa skyscraper, 
which is still the world’s 
tallest building at 830m 
high from pavement to the 
top of its 244m-high spire
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removed within 30 seconds (as timed 
on my mobile). And when I went for 
a Japanese meal at the neighbouring 
Radisson Hotel, the waitress topped 
up my wine glass when it was precisely 
two sips from empty – their optimal 
re-fill level, according to operational 
research.

While in Dubai, I worked with three 
people from the UAE prime minister’s 
office. I was impressed at the depth of 
thinking that had gone into developing 
the national strategy for the UAE. 
Unlike many countries – which seem to 
have little strategy, let alone strategic 
vision – the UAE has a very clear and 
detailed blueprint for its future success. 

The strategic vision for Dubai, in 
particular, is geared to give it a quantum level of competitive 
advantage relative to its rivals, by means of a ‘differentiation 
strategy’. To this end, Dubai and Emirates Airlines have worked 
together to capitalise on its position as a convenient stop-off 
en route to Asia and Australia. We would call this geographical 
position a natural strategic asset. It is highly valuable, but it is 
not an advantage unique to Dubai: other Gulf countries, similarly 
well situated, could have capitalised on their geographic 
position too but haven’t.

Building critical mass
Dubai’s strategy is built on multiple 
sources of advantage: as well as its 
world-class airport and luxurious hotels, 
it has invested in extensive leisure 
facilities including shopping malls, a 
huge marina, man-made islands, a 
water park and the largest indoor ski 
slope in the world. Three new theme 
parks have also been given the go-
ahead. These developments are all 
about achieving critical mass.

 Part of this are Dubai’s buildings, 
which are staggering. The emirate is 
home to the tallest building in the world, the Burj Khalifa, which 
is nearly half a mile high. This iconic spire dwarfs the landscape 
of mere 100-floor hotels beneath it. The lift has an awesome 
light show and, when you emerge at the top over 110 seconds 
later, your ears pop. 

The Burj Khalifa was a product of a deliberate strategic vision. 
The invitation posted at its entrance reads: ‘I am the power that 
lifts the world’s head proudly skywards, surpassing limits and 
expectations… An extraordinary union of engineering and art, with 
every detail carefully considered and beautifully crafted…I am the 
heart of the city and its people, the marker that defines Emaar’s 
ambition and Dubai’s shining dream… More than just a moment in 
time, I define moments for future generations. I am Burj Khalifa.’

While Dubai has clear instances of 
a differentiation strategy, where there 
is premium pricing, it is generally 
not that expensive, perhaps with the 
exception of alcohol. Dubai services 
are either better or cheaper, or 
both, than their equivalents in the 
UK. So by exploiting its geography, 
infrastructure, technology and 
customer experience, Dubai has 
achieved very clear competitive 
advantage.

Symbiotic relationship
The mutually supportive relationship 
between Emirates Airlines and Dubai 
is integral to this advantage: Dubai is 
the attraction and Emirates transports 

customers there in comfort. The two are in partnership, 
fuelling reciprocal success.The airline has established itself as a 
premium carrier that differentiates itself through both product 
and service. Its staff are extremely well trained, not only in their 
basic tasks but also in treating customers as individuals, making 
them feel that little bit special.

On my journey home from Dubai, I chatted with a friendly 
Emirates flight attendant and showed her a photo of me doing 
a headstand at the top of the Burj. I told her I had even done 
headstands on planes at 30,000 feet. Shortly before we landed 

in London, the attendant asked me 
if I would like a surprise. She invited 
me to the galley so that I could do a 
headstand there.  

It was tricky to pull off the feat 
because the galley was cramped 
and aircraft fly at a slant of several 
degrees. But after some trial and 
error, she got some great pictures  
of me in the full inversion. I will 
treasure that experience. What other 
airline would have laid on such a 
personal treat?

My experience of both Dubai 
and Emirates Airlines emphasises the importance of a truly 
distinctive customer service experience and service culture in 
achieving success. ■

Dr Tony Grundy is an independent consultant and trainer, and 
lectures at Henley Business School

Points to ponder for  
your business

* What is truly special about the 
experience your customers have from 
your business?

* What is special about how you create 
that, and is this hard to imitate?

* Do you have a stunning strategic 
vision or an average one?

For more information:

www.tonygrundy.com

For previous Tony Grundy articles on strategy and 
management theories, visit www.accaglobal.com/abcpd

The mutually 
supportive 

relationship 
between Dubai 

and Emirates 
Airlines is key to 

their competitive 
advantage
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The myths around KPIs 
In this fi rst article in a series on key performance indicators, David Parmenter looks at the 
fi ctions that have grown up around them and why they present an inaccurate picture

to enhance the probability of a larger bonus. 
Operational measures that are key to success 
are too important to be ‘gamed’.

Myth 4: Measuring performance is 
relatively simple and the appropriate 

measures are obvious
Every reader of this article will at some time have been 
asked to come up with some measures, with little or 
no guidance. Performance measurement has been an 
orphan of business theory and practice. But, in every 
organisation on the journey to great performance, it is 

worthy of more intellectual rigour. The process needs 
a specialist – what management theorist Dean Spitzer 
calls a ‘chief measurement offi cer’.

Myth 5: KPIs can be financial indicators
When you put a dollar, yen, pound or euro in front 
of a measure, you have placed a value on an action 
or event. It is the action or event that is the driver. 
I believe there are no fi nancial KPIs on this planet. 
Financial metrics will always be used to measure 
the performance of a group of teams working 

together. However, they will never pinpoint the problem, 
or what went well, as they are a result indicator. ■

David Parmenter is a writer and presenter on measuring, 
monitoring and managing performance

I have been writing about performance 
measures for more than 20 years. In all 
that time, I have only witnessed minimal 

advances in the way companies go about 
using them. All too often, the assessment 
of measures is treated as an afterthought. 
They are regarded as a box-fi lling exercise to 
demonstrate that we have achieved a goal. 
But I believe they exist for a higher purpose – to 
help align the staff’s daily actions with the organisation’s 
critical success factors.

Yet the measures frequently amount to no more than 
a random collection of metrics, ill prepared and signifying 
nothing. To make matters worse, these measures can cost 
the organisation dearly: they are sometimes geared so that 
executives can increase their pay, to the detriment of the 
organisation; they may encourage teams to perform tasks that 
are contrary to the organisation’s strategic direction; and, in 
themselves, costly measurement and reporting regimes lock up 
valuable staff and management time.

To get performance measures to work, we need to 
challenge the myths they have been built on. 

Myth 1: Most measures lead to better performance
Any performance measure can have a dark side – a negative 
consequence that leads to inferior performance. Well over half of 
measures may be encouraging unintended negative behaviour. 

Myth 2: All performance measures are KPIs
Organisations across the world use the term key performance 
indicator (KPI) to refer to all performance measures. There is no 
common defi nition of what a KPI actually is. So measures key to 
the enterprise have been mixed with measures that are badly 
fl awed. In my book, Key Performance Indicators: Developing, 
Implementing and Using Winning KPIs, I identify four types of 
performance measure, which I will examine next month.

Myth 3: Tying KPIs to pay improves performance
It is a myth that the primary driver for staff is money and that 
an organisation must provide fi nancial incentives to achieve 
great performance. Recognition, respect and self-actualisation 
are more important drivers. In all types of organisation, there 
is a tendency to believe that the way to make KPIs work is to 
tie them to an individual’s pay. But when KPIs are linked to pay, 
they can create key political indicators (not key performance 
indicators), which often leads to a manipulation of the measures 

Next steps

* Ascertain how many of these fallacies are operating in 
your organisation.

* Gather the war stories about dysfunctional measures.

* Look at your current measures and discuss them with 
the relevant staff: ‘If we measure this, what does it 
encourage you to do?’ Abandon measures that create 
too much adverse performance.

* Email me (parmenter@waymark.co.nz) and I will send 
you a full write-up on all the myths surrounding KPIs.

For more information:

www.davidparmenter.com
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Recovery position
DTA measurement can be a concern because of the potential 
delays in recovering net operating losses, explains Graham Holt

IAS 12, Income Taxes, 
says that a deferred tax 
asset (DTA) is recognised 
for deductible temporary 
differences, unused tax 
losses and unused tax 
credits to the extent that 
it is probable that taxable 
profi t will be available 
against which the deductible 
temporary differences can 
be utilised. 

The exception is where the 
deferred tax asset arises from 
the initial recognition of an 
asset or liability (other than in 
a business combination), which 
does not affect accounting 
profi t or taxable profi t. Unlike 
many International Financial 
Reporting Standards (IFRS), 
IAS 12 determines the value 
of a deferred tax asset, not 
on the basis of fair value or 
discounted values but at its 
nominal amount. 

The measurement of a 
DTA can be a concern simply 
because of the potentially long 
period of time before the net 
operating losses are recovered. 
The accuracy of the estimate 
of future taxable profi ts must 
be questioned in such a case 
and, as the amounts cannot be 
discounted under the standard 
to reduce any future impact, 
entities need to be aware 
of the inherent limitations in 
their forecasts.

The availability of 
suffi cient taxable temporary 
differences and any tax-
planning opportunities that 
allow the recovery of DTAs 
are normally dependent on 
a jurisdiction’s tax laws and 
regulations. However, there 
may still be uncertainty in 
relation to available temporary 
differences and tax planning 
opportunities, as both items 

will need confi rmation by the 
relevant tax authorities. 

The assessment of a 
DTA is heavily dependent 
on judgment. The level of 
judgment may be dependent 
on the nature of the tax loss 
that occurs. If the loss was due 
to a non-recurring event then 
there will be little judgment 
required, but if the entity 
has sustained tax losses for 
many years, then greater 
subjectivity may be 
involved in predicting 
future profi ts. 

Where prior years’ 
losses are signifi cant, 
evidence of future 
taxable profi ts may 
be diffi cult to verify. 
IAS 12 states that 
where an entity has a 
history of recent losses, 
there should be convincing 
evidence of suffi cient future 
taxable profi ts before a DTA 
can be recognised. A time 
limit on the carry forward of 
tax losses may be signifi cant in 
the assessment of a DTA.

Probability is the key 
judgment in this analysis. The 
nature of the ‘probability’ 
assessment is not defi ned 
in IAS 12. However, IAS 
37, Provisions, Contingent 
Liabilities and Contingent 
Assets, defi nes the term 
‘probable’ by stating that 
this means ‘more likely than 
not’ and thus if a deferred 
tax asset is ‘more likely than 
not’ to be recovered, then 
recognition is appropriate. 
The main judgment is the 
level of evidence of future 
taxable profi ts, consisting of 
a breakdown of projected 
taxable profi ts for each 
taxable entity, and the 
probability thereof. 

Impairment testing
The availability of future 
taxable profi ts may be 
determined by reference to 
the entity’s own business-
planning forecasts. The 
process of future forecasting 
should be familiar to most 
entities due to impairment 
testing carried out on tangible 
and intangible assets. 

Impairment tests generally 
are based on approved 
budgets, often adjusted 
for risk and internal bias. 
Thus the expectation would 
be that the assessment of 
DTAs could be based on 
the same information and 
be broadly consistent with 
the assumptions used for 
impairment testing. However, 
the forecasting of future 
taxable profi ts does differ 
from impairment testing 
in several ways, and some 
signifi cant adjustments may 
need to be made to align this 

analysis to the requirements 
for DTA valuation.

IAS 36, Impairment 
of Assets, defi nes the 
recoverable amount of a cash-
generating unit (CGU) as the 
higher of the value in use and 
the fair value less the cost to 
sell. In order to determine the 
DTAs of an entity, value-in-use 
assumptions would be the 
relevant basis for evaluating 
the forecasts of their future 
taxable income. However, the 
forecasts for DTA purposes 
might include certain events 
that would be excluded from 
impairment calculations under 
IAS 36.These might include the 
impact of future restructuring 
activities or enhancements in 
asset performance. 

The cashfl ow forecasts 
should be converted to 
taxable profi ts using local 
tax laws. For example, tax-
deductible expenses that 
may not be included in a » 
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12, however, does not permit 
the discounting of DTAs (or 
liabilities), and therefore 
entities need to consider how 
they can appropriately refl ect 
risk in their forecasts of future 
taxable profi ts. 

A possible challenge by 
regulators, auditors and tax 
authorities may infl uence 
the behaviour of entities. 
The information in fi nancial 
statements must be neutral 
and objective. The best form 
of evidence will be a strong 
earnings history or existing 
long-term contracts that will 
generate stable future profi ts. 

The carrying amount of 
deferred tax assets should be 
reviewed at the end of each 
reporting period and reduced 
to the extent that it is no 
longer probable that suffi cient 
taxable profi t will be available 

to allow the benefi t of part or 
all of that deferred tax asset to 
be utilised. 

Recently the IFRS 
Interpretations Committee 
identifi ed diversity in practice 
regarding the recognition of 
a deferred tax asset that is 
related to a debt instrument 
measured at fair value. As 
a result, the International 
Accounting Standards Board 
(IASB) issued an exposure draft 
(ED), Recognition of Deferred 
Tax Assets for Unrealised 
Losses, in August 2014.

An unrealised loss on a 
debt instrument does not 
intuitively seem to fi t the 
defi nition of a deductible 
temporary difference if 
the entity does not expect 
to deduct this loss for tax 
purposes. However, the 
IASB confi rms its view that 

cashfl ow projection period in 
determining the DTA. 

Conflicts
Projections for DTA purposes 
must be fairly consistent with 
the assumptions made in 
other areas of the fi nancial 
statements. An exception 

arises where 
IAS 12 confl icts 
with other IFRSs. 
When impairment 
testing under IAS 
36, if the risks are 
high in terms of 
the estimation of 
future cashfl ows, 
the discount rate 
will be adjusted to 
take into account 
the risk that the 
future cashfl ows 
will differ from 
the estimates. IAS 

value-in-use calculation will 
be taken into account in 
calculating taxable profi t, and 
non-taxable items should be 
excluded. Thus, the conclusion 
may be that the CGU is not 
impaired but that the future 
taxable profi ts are not suffi cient 
to justify recognising a DTA.

IAS 12 indicates that the 
recoverability of DTAs should 
be assessed with reference to 
the same taxation authority 
and the same ‘taxable entity’. 
The ‘taxable entity’ may consist 
of multiple cash-generating 
units, or a cash-generating 
unit may consist of more than 
one taxable entity. As can be 
seen, the ‘taxable entity’ may 
not be the same as the cash-
generating unit that is the basis 
for impairment testing. This 
may mean that the forecasts 
used for impairment testing 
may have to be disaggregated 
in order to assess the valuation 
of carry-forward losses. This 
could result in no DTA being 
recognised, even though 
the cash-generating unit 
is profi table.

In many jurisdictions, 
there are time limits on the 
recovery of tax assets and this 
will represent a cut-off for the 
cashfl ow projection period 
in determining the DTA. In 
some sectors, special purpose 
entities (SPEs) are used to 
hold licences or patents, and 
the life of the SPE can be 
limited to that of the patent or 
licence. This length of life will, 
in turn, be the cut-off for the 

Entities need to 
consider how they 
can appropriately 

reflect risk in their 
forecasts of future 

taxable profits
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unrealised losses on debt 
instruments measured at fair 
value and measured at cost 
for tax purposes give rise 
to a deductible temporary 
difference regardless of 
whether the debt instrument’s 
holder expects to recover the 
carrying amount of the debt 
instrument by sale or by use. 

Further, the IASB proposes 
to clarify the extent to which 
an estimate of future taxable 
profi t includes amounts from 
recovering assets for more than 
their carrying amounts. The 
recovery of an asset for more 
than its carrying amount is 
unlikely to be probable where, 
say, the asset was recently 
impaired, but is probable where 
it is measured at cost and used 
in a profi table operation.

An entity recognises 
deferred tax assets only if it 

is probable that it will have 
suffi cient future taxable profi ts. 
Future taxable profi ts would 
intuitively seem to mean that 
this fi gure would be the one 
on the bottom line of the tax 
return. However, it is proposed 
that future taxable profi ts 
would be the amount before 
the reversal of deductible 
temporary differences. 

The proposals also clarify 
that the deductible temporary 
differences should be 
assessed for recognition on a 
combined basis, taking into 
account the different types of 
income (deductions) under 
the jurisdiction’s tax law. Tax 
law may restrict the sources 
of taxable profi t against 
which a deductible temporary 
difference can be utilised. If 
there were no such restrictions, 
then the entity would assess 

a deductible temporary 
difference in combination with 
others. However, if tax law 
restricts the utilisation of losses, 
then a deductible temporary 
difference would be assessed 
only in combination with 
other deductible temporary 
differences of the appropriate 
type. The impact of the ED on 
the fi nancial statements will 
depend on the tax environment 
and how the entity currently 
accounts for deferred tax. ■

Graham Holt is director of 
professional studies at the 
accounting, fi nance and 
economics department at 
Manchester Metropolitan 
University Business School 
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How much?
Michael Mainelli and Ian Harris explain why they believe that 
accountancy should be seen as a measurement science

Professor Michael Mainelli 
FCCA, along with his 
colleague Ian Harris, wrote 
an award-winning book 
based on his 2005 to 2009 
Gresham College lectures. 
The book, The Price of 
Fish: A New Approach to 
Wicked Economics and 
Better Decisions, explored 
economics, systems theory, 
decision-making and 
evolution as four intertwined 
streams people needed 
to understand in order to 
make big decisions about 
commerce. 

In the book, they put 
forward the intriguing idea 
that accountants should 
recognise that accountancy is 
a measurement science. Such 
recognition would mean that 
accountants should move from 
discrete numbers to ranges 
and confidence intervals. 
They encouraged all business 
people to use ranges where 
appropriate, suggesting the 
mnemonic BET% – Bottom, 
Expected, Top, % likelihood 
in range. 

This suggestion grew 
into a structured proposal: 
Confidence accounting: 
a proposal by Ian Harris, 
Michael Mainelli and Jan-Peter 
Onstwedder of Z/Yen Group 
published by ACCA, Long 
Finance and the Chartered 
Institute for Securities & 
Investment (CISI) in July 2012. 
Luminaries such as Sir David 
Tweedie, former head of the 
International Accounting 
Standards Board (IASB), and 
Andy Haldane, chief economist 
at the Bank of England, have 
come out in support. 

Confidence accounting 
suggests the use of 
distributions, rather than 

discrete values, where 
appropriate in auditing and 
accounting. The authors claim 
that in a world of confidence 
accounting, the end results of 
audits would be presentations 
of distributions for major 
entries in the profit and loss, 
balance sheet and cashflow 
statements. The proposed 
benefits of confidence 
accounting include a fairer 
representation of financial 
results, reduced footnotes, 
more measurable audit quality 
and a mitigation of mark-to-
market perturbations. So how 
did this begin? The rest of this 
article is an extract from The 
Price of Fish. 

Numbers, numbers
Take one fundamental and 
universal area of commercial 
measurement, financial 
accounts. Accounting 
measures are presented 
as specific numbers, not 

ranges, despite their inherent 
uncertainties.

When Global Megacorp 
states its turnover as 
$71,393,224,326.73, you know 
this number is a fiction. This 
is typically an estimate of 
the mean of turnover, but 
you don’t actually have the 
distribution of values to know 
more. Accountants grapple 
with significant uncertainties 
when computing turnover. 
Auditors have materiality 
issues with the consequences 
of that uncertainty. Realising 
the obvious absurdity and 
statistical improbability of 
purporting to know a huge 
corporation’s turnover to the 
penny, accountants laugh 
and happily round things off, 
but still neglect to give us 
any idea of the range of the 
distribution. One number 
alone is sought to describe 
complex distributions, typically 
the mean.

There is a 
surfeit of old 

jokes in which 
an accountant 

delivers the punch 
line: ‘What do you 
want the number 

to be?’ 

The three frequency charts 
(opposite) show the same mean 
turnover, $71,393,224,326.73 
under today’s deterministic ‘one 
number’ paradigm. However, 
that mean turnover has a very 
different meaning in each 
case. Scenario A is the least 
of anyone’s problems. The 
differences in values across 
the range $71,393,224,325.75 
to $71,393,224,328.50 are 
infinitesimal, each of the 
potential individual differences 
making up that range 
amounting to pennies. Scenario 
B has an alarmingly wide range 
($50bn to $90bn), normally 
distributed around the same 
mean turnover figure. In fact, 
there is a 90% chance that 
the turnover will fall between 
$61bn and $84bn, which doesn’t 
exactly increase confidence in 
the mean value. In Scenario 
C, the distribution is heavily 
skewed, with the most likely 
outcomes being significantly 
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lower turnover than the mean 
outcome (median turnover 
is $50bn). There are possible 
outcomes at signifi cantly higher 
turnover than the mean. All that 
we can say with 90% likelihood 
is that turnover falls within the 
range $0bn to $172bn. Much 
like Scenario B, Scenario C is a 
dream for the accountant who 
is being asked ‘just give me 
the fi gure’, but a nightmare for 
the auditor trying to work out 
whether that fi gure is justifi able.

As in all accounting 
statements, too many 
measurable items that end up 
in a profi t fi gure are ranges, 
from the estimate of gains in 

freehold land value to the likely 
profi t on individual contracts 
to the value of insurances. To 
ensure total clarity, we litter 
accounts with explanatory 
footnotes to the point that only 
highly sophisticated fi nancial 
analysts can understand 
them. When the accounts 
are presented, these fi nancial 
analysts tear them apart in 
order to try to rebuild estimates 
based on ranges.

Audit is all about 
measurement, yet in practice 
fi nancial audit is virtually 
bereft of all the usual scientifi c 
terminology one fi nds around 
measurement: confi dence »
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Fish source

The extract in this article is from The 
Price of Fish: A New Approach to 
Wicked Economics and Better Decisions 
(Nicholas Brealey Publishing).
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intervals, range estimates, 
sampling techniques, 
probability distributions. 
In short, we believe that 
financial audits need to be 
more scientific. If auditors 
do practise risk-based 
auditing, then why can’t we 
see the odds they face? This 
simple question raises a 
number of concerns about 
the approach to financial 
statements in auditing by 
today’s accountants. Balancing 
the odds might well give a 
truer and fairer picture of 
accounting than traditional 
ways of balancing the books. 
We call this probabilistic or 
confidence accounting.

Much like the Soviet era, 
there is a surfeit of old jokes in 
which an accountant delivers 
the punch line: ‘What do you 
want the number to be?’ The 
uncomfortable truth is that 
accountants have quite a bit 
of influence over the final 
number. Indeed, accountants 
and auditors throw away 
tremendous amounts of 
information, as they principally 
use fixed numbers in almost all 
their calculations. The financial 
community knows that the 
annual report is subject to 
tremendous uncertainty, but 
will find little evidence therein. 
The key community for the 
annual report, investors, 
spend more of their time 
on reconstruction of the 
underlying ranges or guessing 
other investors’ sentiments 
than worrying about the 
annual report’s singular guess 
at what reality might be. Surely 
no theory of measurement 
has wasted so much effort 
ignoring the real world.

Intriguingly, the overreliance 
on single numbers ensures 
that auditors get off very, very 
lightly, practically skipping 
away. How do you hold an 
auditor to account? If you can 
prove that the profit figure is 
incorrect by $1, is that enough 
to claim that the accounts are 
invalid? Certainly not. $100? 
Well, when? In fact, auditors 

have cleverly avoided giving 
us anything substantive to 
go on, such as ‘The auditors 
are 95% certain that profits 
were between $X and $Y.’ 
We believe that the auditing 
profession would benefit from 
such disciplines and that audit 
failures (of which there are far 
too many) would then become 
that much rarer. We advocate 
forcing auditors to lay these 
ranges out clearly and to 
provide indemnities to support 
their ranged opinions.

The term we use to describe 
this approach, confidence 
accounting, has an intriguing 
double meaning. It uses 
confidence intervals rather 
than absolute numbers, plus 
we believe that the approach 
should cause people to have 
more confidence in accounts. 
For example, once profits 
are expressed as ranges after 
allowing for doubt, users of 
those accounts should have 

For more information:

See also the paper by Michael Mainelli and co-published 
by ACCA, the Chartered Institute for Securities 

& Investment and Long Finance, Confidence accounting: 
a proposal, at www.accaglobal.com/ab96

more confidence in the profits 
thus recognised. We also 
believe that the approach 
introduces useful feedback and 
control loops into the regulatory 
system. Regulators could, 
in changing circumstances, 
change the confidence limits 
to be applied to certain 
accounting factors. For 
example, following a banking 
crisis, confidence intervals 
used by banking regulators to 
determine reserve levels could 
be tightened or loosened 
in order to restore market 
confidence and/or vary liquidity.

We use the acronym BET% 
to describe this approach: 
Bottom, Expected, Top, and 
% likelihood. We have talked 

about overreliance on single 
numbers in the context of 
financial accounting measures, 
but the principle of using 
ranges instead of discrete 
numbers applies to all  
manner of measures. In fact, 
we advocate pinning down  
all commercial measurers  
to their estimates using  
BET%. ■

Professor Michael Mainelli 
FCCA is co-founder of City of 
London think-tank Z/Yen and 
a member of ACCA’s Global 
Forum for Governance, Risk 
and Performance. Ian Harris 
is co-founder of Z/Yen, which 
has created award-winning 
statistical systems

The overreliance 
on single numbers 

ensures that 
auditors get 

off very, very 
lightly, practically 

skipping away
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Tools for our times
Michael Samonas FCCA discusses the risk assessment tools that can be helpfully used in 
times of economic uncertainty and business volatility

The economic uncertainty 
and volatility of today’s 
business environment 
highlights the importance 
of incorporating risk 
assessment tools into 
forecasting and planning 
processes (risk-adjusted 
forecasting). Senior 
fi nancial professionals 
are rightly focused on 
how potential political 
and regulatory risks 
and competition could 
destabilise corporate 
performance as 
companies emerge 
from the prolonged 
economic downturn. 

A risk survey 
conducted last year 
by the Association for 
Financial Professionals 
(AFP) in North America and 
consultancy Oliver Wyman 
reveals that organisations 
expect the current business 
environment to remain 

challenging. Some 84% of 
survey respondents report 
that their organisations are 
exposed to the same or higher 
levels of uncertainty today 
than three years ago. At the 

same time, the majority of 
the respondents believe 
their organisations 
need to bring their risk 
assessment and fi nancial 
forecasting capabilities 

into alignment so that 
they can take advantage 
of strategic openings and 

differentiate themselves 
from their competitors. 

But which risk 
assessment capabilities 
and tools are they 

referring to? 
As far as the AFP risk 

survey is concerned, the most 
common risk assessment tool 
used by fi nance professionals 
to analyse business situations 
is scenario analysis (cited by 
69% of all respondents), » 

Tornado sensitivity chart: effect on operating cashflows of 10% change in input variables

Variable no 4: DSO (days)

Variable no 2: growth rate (%)

Variable no 3: sales volume (units)
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Variable no 6: gross margin (%)

Variable no 5: DPO (days)

Variable no 7: infl ation rate (%)
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variables. A very useful chart, 
which helps in presenting 
variables according to their 
relative importance in the 
model output is the so-called 
Tornado chart. 

A Tornado chart is a 
pictorial representation of 
a sensitivity analysis of the 
model. It is obtained by 
changing each input variable 
at some consistent range (eg 
±10% from the base case), one 
at a time, and comparing the 
output results to the base case. 

For example, for a model 
built to forecast the operating 
cashflow of a company with, 
let’s say, seven input variables, 
the Tornado chart will look 
like that in the graphic on the 
previous page.

It is obvious from this 
graphic that variable number 
4 is the most critical one, 
followed by variable number 2. 
These two variables form the 
key risk drivers of operating 
cashflow and their impact can 
be further analysed through a 
two-dimensional data table. 

As far as the second step 
(assigning a proper range 
of values) in the sensitivity 
analysis process is concerned, 
the best practice is to assign 
a symmetrical range around 
the base-case value of the 
variable of interest. In doing 
so, you should specify a range 
with an even number of entries 
where the median is the base 
case. The outcome of such an 
analysis should point out the 
combination of credit policy 
(days sales outstanding – DSO) 
and growth rate (%), which 
leads to negative operating 
cashflow. Every company 
should identify the worst case 
scenario and plan for it so that 
it is not taken by surprise. 

Scenario analysis
So far, sensitivity analysis has 
been a means of incorporating 
uncertainty and risk into 
financial models. While 
sensitivity analysis varies one 
or two key input variables 
in a financial model (ie DSO 
and growth rate), scenario 
analysis involves a reasonable 
combination of some or all 
of the input variables of a 
financial model and not just 
one or two. Scenario analysis 
is the strategic process 
of analysing decisions by 
considering many alternative 
possible outcomes or 
scenarios. In practice it does 
so by changing the input 
values of each alternative 
scenario and feeding them 
into the model of reference. 

While both scenario and 
sensitivity analysis can be 
important components in 
determining possible future 
outcomes, only scenario 
analysis can address many 
different crucial factors 
affecting a model all at the 
same time. For example, a 
worst case scenario for the 
operating cashflow of the 
company could include:

* increasing days sales 
outstanding due to 
financing drying up as a 
result of a liquidity crisis in 

followed by sensitivity analysis 
(64%). A far less utilised tool is 
Monte Carlo simulation (13%), 
although it is beginning to 
gain momentum. 

The rest of this article 
will consider these three risk 
assessment tools.

Sensitivity analysis
The most basic risk 
assessment tool is sensitivity 
analysis, which examines the 
variation in output of a model 
with respect to changes in the 

values of its inputs. 
It attempts to 
provide a ranking 
of the model 
inputs based 
on their relative 
contributions to 
model output 
variability and 
uncertainty. 

Sensitivity 
analysis is a widely 
used technique 
that supports the 
decision-making 
process. It helps 

answer what-if questions 
by (a) selecting the most 
sensitive variables to change 
(the risk drivers), (b) assigning 
them a proper range of 
values, and (c) constructing 
either one-dimentional or 
two-dimensional sensitivity 
analysis tables. 

The first step in this 
three-stage process is how 
to choose the right variables 
for effective sensitivity 
analysis – in most financial 
models there are a great many 

These risk 
assessment tools 

can be easily 
incorporated 

into the financial 
planning process 

by the average 
Excel user
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Operating cashflow (€000s)
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Monte Carlo analysis of top three input variables
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the banking system of the 
country where the company 
operates (variable 4)

* below-expectation sales 
growth due to an economic 
downturn (variable 2)

* shrinking gross margin due 
to greater competition or 
discount specials or price 
reductions (variable 6)

* unfavourable payment 
terms (days payable 
outstanding – DPO) to 
foreign suppliers due to 
rising sovereign risk of the 
country where the company 
operates (variable 5)

Monte Carlo simulation
Sensitivity analysis and 
scenario planning are good for 
assessing the effect of discrete 
risk, but provide little help 
when it comes to continuous 
risk. Monte Carlo simulation, 
on the other hand, provides 
a way of examining the 
consequences of continuous 
risk. To the extent that most 

risks we face in the real world 
can generate hundreds 
of possible outcomes, a 
simulation can give a fuller 
picture of risk. 

Monte Carlo simulation 
makes use of random numbers 
and probability distributions. 
It represents uncertainties by 
specifying model inputs as 
probability distributions and 
generates the model’s output 
as a probability distribution 
rather than a single number. 

Monte Carlo simulation 
has brought the world of 
scenarios into a new, scientifi c 
age by combining hundreds – 
and quite possibly thousands 
– of probability-weighted 
scenarios into one result. 

The following series 
of steps are necessary for 
performing a Monte Carlo risk 
analysis output:
1 Identify the key risk drivers 

(input variables) that are 
critical to the output of 
the model.

2 Identify the probability 
distribution that each 

input variable, under 
analysis, is most 
likely to follow. For 
each probability 
distribution, supply 
the required 
parameters. For 
example, in a normal 

distribution, supply its 
mean and its standard 

deviation. A common 
question to ask is which 
probability distribution to 
choose for each variable 

and how to figure 
out its characteristic 
parameters. Such 
answers might be 
based on historic 
data, on opinions 
of management, on 
one’s own subjective 
feelings about the 
future, or it might 
be a combination of 
all of these.
3  Create sampled 
inputs for the 

identified variables 
and perform simulation 

runs based on these inputs 
(recalculating the model 
for each sampled input). 
On each simulation run, 
a value from the relevant 
probability distribution 
is selected at random for 
each input, so that, over a 
large number of runs, the 
distribution of the selected 
values reflects the input 
probability distribution. 

4 Present the model outputs 
graphically by building a 
histogram (a frequency 
distribution chart).

5 Statistically analyse the 
simulation runs. The 
probability distribution of 
the output of the model 
shows the likelihood 
of occurrence of all 

modelled output values. 
In other words it presents 
in a graphical form the 
uncertainty that exists in 
the output value.

For example, a typical Monte 
Carlo analysis output for the 
model in the graphic on page 
55 would look like that in 
the graphic on page 56. It is 
based on three input variables: 
sales volume, gross margin 
and days sales outstanding 
with the following probability 
distributions respectively: 

* a triangular distribution 
with most likely value, a 
minimum and a maximum 

* a uniform distribution with 
minimum and maximum

* a normal distribution 
with mean and standard 
deviation. 

The histogram shown in 
the graphic on page 56 can 
answer questions like ‘What is 
the chance of the operating 
cashfl ow of the company 
being negative’ or ‘What is the 
range of operating cashfl ow at 
a 95% confi dence level?’ 

The above risk 
assessment tools can be 
easily incorporated into the 
fi nancial planning process by 
the average Excel user. Even 
Monte Carlo simulation can 
be implemented by using 
a simple VBA code without 
the need for specialised 
software packages. Which 
tool or combination of tools 
you can use depends on the 
particular situation and the 
number of key risk variables 
that are involved. ■

Michael Samonas FCCA 
is group CFO of Sidma, 
and author of Financial 
Forecasting, Analysis and 
Modelling: A Framework 
for Long-Term Forecasting 
(the Wiley Finance Series)

For more information:
  

www.michaelsamonas.com

Read the 2014 AFP risk survey report at 
tinyurl.com/AFP-risksurvey
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Time for action
As international tax avoidance hits the headlines, the OECD has made swift progress in 
its programme to tackle the issue, says ACCA’s Chas Roy-Chowdhury

In a fl urry of activity just 
as 2014 was drawing to a 
close, the Organisation for 
Economic Cooperation and 
Development’s Base Erosion 
and Profi t Shifting (BEPS) 
team released a number 
of discussion papers as the 
OECD’s programme on 
international tax avoidance 
notched up a gear. And it 
couldn’t come sooner, given 
the current spotlight on tax 
evasion and avoidance. 

On the face of it, there 
has been remarkably swift 
progress in the BEPS project, 
but 2015 will prove pivotal 
in the fi ght for greater 
international tax transparency 
and cooperation. The 
publication of the discussion 
papers followed on from an 

update webcast by the BEPS 
team at the OECD. This 
update in turn came after 
the G20 meeting in Brisbane, 
which had welcomed the 
‘signifi cant progress’ that has 
been made so far. The G20 
communique added that the 
group remained ‘committed to 
fi nalising this work in 2015’.

So by the end of this year 
we will have a large number of 
suggestions and policies from 
the OECD group, but how 
much action will there be? And 
will 2015 also see unilateral 
action as jurisdictions seek to 
stake their own claims over 
revenue protection?

However, fi rst it would 
be helpful to look at where 
we are now. The BEPS team 
produced a 15-point action 

plan back in 2013. This 
covered, among other things, 
the tax challenges of the 
digital economy (action 1), 
hybrid mismatch arrangements 
(action 2), treaty abuse (action 
6), permanent establishments 
(action 7) and development 
of a multilateral instrument 
(action 15). 

The OECD believes these 
15 actions (see box) will result 
in fundamental changes to 
international tax standards, 
based on three core principles: 
coherence, substance and 
transparency. It adds that 
addressing BEPS is critical for 
most countries and must be 
done in a timely manner so 
that actions can be delivered 
before the existing consensus-
based framework unravels. 

At the same time, the 
OECD says that governments 
need time to complete the 
necessary technical work and 
achieve widespread consensus. 
Against this background, it 
is expected that the action 
plan will largely be completed 
within two years of its 
adoption. Indeed, the fi rst set 
of measures and reports was 
released in September 2014, 
just 12 months after the BEPS 
project’s launch. Work on the 
reports to be delivered in 2015 
has already started, and will 
continue quickly to ensure the 
rapid development of concrete 
measures to allow countries to 
end double non-taxation and 
artifi cial profi t-shifting. 

Since the launch of the 
action points, we have seen 
the publication of a number of 
discussion papers, followed by 
public consultations. The latest 
batch covers action points 4, 
8, 9, 10 and 14, and will be 
subject to public consultations 

in early 2015. The OECD team 
admitted the documents 
would have provided plenty of 
holiday reading.

Indeed, throughout this 
process, the OECD team has 
recognised that it is dealing 
with an incredibly complex 
subject and said at the last 
webcast update that the 
highly technical nature of 
the actions requires careful 
implementation. That could 
easily be taken to read that the 
process will take a long time 
to come to fruition, though 
Pascal Saint-Amans, director 
of the OECD’s Centre for Tax 
Policy and Administration, 
said during the webcast 
that the team recognised 
the importance of getting 
guidance out as quickly as 
possible. He also recognised 
that the European Union was 
moving quickly in the wake of 
the G20 summits.

Balancing act
And he noted the moves in 
the UK following the Autumn 
Statement announcement of 
a diverted profi ts tax. Saint-
Amans said the UK initiative 
was ‘extremely interesting’ as 
it showed both the relevance 
of the BEPS plan and a highly 
political concern about tax 
avoidance. It also showed 
that governments are taking 
action unilaterally, although he 
hoped that the UK view would 
be compatible with action 
1 on the digital economy, 
enabling a coordinated 
approach that was not 
detrimental to investment and 
government revenues.

And this perhaps drives at 
the heart of the debate – even 
though the project is moving 
quickly, it is important that 

The 15 BEPS action points

* Action 1 Address the tax challenges of the digital 
economy.

* Action 2 Neutralise the effects of hybrid mismatch 
arrangements.

* Action 3 Strengthen CFC (controlled foreign 
companies) rules.

* Action 4 Limit base erosion via interest deductions and 
other fi nancial payments.

* Action 5 Counter harmful tax practices more effectively, 
taking into account transparency and substance.

* Action 6 Prevent treaty abuse.

* Action 7 Prevent the artificial avoidance of PE 
(permanent establishment) status.

* Actions 8–10 Assure that transfer pricing outcomes are 
in line with value creation (8: intangibles, 9: risks and 
capital, 10: other high-risk transactions).

* Action 11 Establish methodologies to collect and 
analyse data on BEPS and the actions to address it.

* Action 12 Require taxpayers to disclose their 
aggressive tax planning arrangements.

* Action 13 Re-examine transfer pricing documentation.

* Action 14 Make dispute resolution mechanisms more 
effective.

* Action 15 Develop a multilateral instrument.
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moves to protect revenue 
are made in a coordinated 
fashion. The UK has shown 
that it can go its own way and 
one only needs to look at 
the example of International 
Financial Reporting Standards 
to understand the need 
to have everyone on side. 
Governments face a tricky 
balancing act – while facing 
political pressure at home to 
protect or raise revenue, they 

brought together offi cials 
from 14 such countries the 
following month. Participants 
agreed on the pressing need 
to reform the international 
tax rules ‘as soon as possible’ 
and considered how to 
participate most effectively 
in the debate, as well as the 
support required to ensure 
effective implementation of 
the BEPS measures.

The offi cials requested that 
outputs would be practical 
and easy to implement, with 
support required to ensure 
increased awareness at all 
levels. Capacity building 
should focus on practical 
guidance and workshop 
participants welcomed the 
preparation of toolkits in a 
number of areas of the BEPS 
project, as well as related 
issues that developing 
countries have identifi ed as 
signifi cant, such as wasteful tax 
incentives and the availability 
of quality comparability data 

need to be mindful of the 
impact their moves will have 
on other countries.

This is particularly 
important for developing 
countries, which arguably 
stand to benefi t the most from 
a number of the action points, 
especially when it comes to 
country-by-country reporting. 
The OECD has vowed to 
increase the involvement of 
these countries during 2015, 

so we wait to 
see whether this 
commitment is 
translated into 
action in the future, 
but again the signs 
are encouraging.

A strategy of 
deepening the 
engagement 
of developing 
countries was 
launched last 
November, 
followed by a 
workshop that 

for the purposes of transfer 
pricing.

So there is a lot to get 
through in 2015. Further 
webcasts will update us over 
the year, together with the 
launch of more discussion 
documents and public 
consultations on areas such 
as disclosure rules, controlled 
foreign companies and cost 
contribution arrangements.

But above all we must see 
the standards translated into 
practical tools in 2015. The 
future of the BEPS project 
depends on the ability of 
tax authorities to deliver, 
otherwise we will be left with 
more heat than light. ■

Chas Roy-Chowdhury FCCA is 
head of taxation at ACCA

▲ Moving fast to 
counter tax avoidance
EC president Jean-Claude 
Juncker at the last G20 
heads of government 
summit, which reaffirmed 
the commitment to BEPS 
finalisation this year

The aim is rapid 
development of 

concrete measures 
to allow countries 

to end double 
non-taxation 
and artificial 

profit-shifting

For more information:

See graphics on Taxand’s 
global tax survey 2015 – 

this edition page 35
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EC probes Belgian tax rulings

The European Commission is investigating Belgium’s ‘excess-profi t’ tax system, to see if it 
grants unfair advantages to certain multinational companies, breaching European Union 
competition law. The commission is concerned that tax rulings made through the system 
could cut liabilities based on profi ts by half – or even by 90% in some cases. The system 
reduces the notional profi ts of multinationals by allowing deductions for benefi ts gained 
from intra-group synergies or economies of scale. The commission is investigating whether 
these tax rulings unfairly benefi ted companies who relocated jobs and business to Belgium. 
More at: tinyurl.com/belgium-tax

Technical update
A monthly round-up of the latest developments in fi nancial reporting, audit, taxation and 
legislation from the IASB, IFAC, the European Union, the OECD and elsewhere

European Union

More standards for 
smaller companies  
A green paper on creating 
a European Union (EU) 
Capital Markets Union (CMU) 
has sparked consultation 
on whether the EU should 
create and maybe mandate 
a simplifi ed, common and 
high-quality accounting 
standard for smaller 
companies listed on certain 
trading systems. 

The EU does not insist 
that small private companies 
use International Financial 
Reporting Standards (IFRS), 
and the green paper 
accepted that such a move 
would be a ‘source of 
additional cost’. However, 
a ‘tailored standard’ for 
companies listing on trading 
venues, such as multilateral 
trading facilities (MTFs), 
‘could be a step forward 
in terms of transparency 
and comparability’, said 
the paper, and help attract 
cross-border investors. 
Interested parties should 
offer their opinions by 13 
May 2015. See tinyurl.com/
consult-cmu and tinyurl.
com/consult-pub

Standards guide 
released
The Pan-European Corporate 
Private Placement Market 
Guide, setting out voluntary 
common market standards 
and best practices helping 
generate medium-to-long-
term fi nance to European 
mid-sized companies, has 
been released. It was written 
by a pan-European private 
placement working group 
led by the International 

▼ Under scrutiny
Brussels: the EC is 
investigating whether 
Belgium’s ‘excess profit’ 
tax system gives unfair 
advantage to some 
multinationals
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Capital Market Association 
(ICMA). More at: tinyurl.
com/icma-guide

 
EU benchmark 
regulation draft agreed
Agreement has been 
reached between European 
Union member states on 
a proposed EU regulation 
aimed at ensuring greater 
accuracy and integrity of 
benchmarks in fi nancial 
instruments.

The proposal would 
introduce a legally binding 
code of conduct for data 
contributors for setting 
benchmarks, requiring 
robust methodologies and 
suffi ciently abundant reliable 
information. The law would 
insist that transaction input 
data is used where possible. 
Talks will now be staged 
between EU ministers and 
the European Parliament to 
try and agree a fi nal text. See 
tinyurl.com/ceu-bench

Tax ruling committee 
to be created
The European Parliament 
has voted to establish 
a special committee 
investigating European 
Union member states’ 
tax rulings and similar 
decisions. This follows 
the launch of European 
Commission probes into tax 
rulings for multinationals 
in Luxembourg, Ireland, 
Belgium (see box) and the 
Netherlands, assessing 
whether these are effectively 
disguised subsidies. 

The 45-member 
committee will probe EU tax 
rulings since January 1991, 
assess how the commission 
has made state aid rulings, 
establish whether aid 
is compatible with the 
internal market, and check 
the impact of aggressive 
tax planning on public 
fi nances. More at tinyurl.
com/ec-comm

ECJ rejects challenge 
to UK cross-border 
relief
The European Court of 
Justice (ECJ) has rejected 
a challenge brought by the 
European Commission to 
UK 2010 Corporation Tax Act 
rules that allow cross-border 
group tax relief because of 
subsidiary losses. 

The law allows losses 
from non-resident 
companies to be transferred 
to a UK-based parent, if 
this company has tried to 
avoid transferring losses 
from previous accounting 
periods. It bans moving 
such losses into future 
accounting periods. 

Brussels argued that this 
rule broke EU laws on the 
freedom of establishment, 
but the ECJ said the law 
was suffi ciently fl exible and 
dismissed the commission’s 
case. More at tinyurl.com/
ecj-relief

Guidelines on VAT 
refunds
New European Union 
VAT Committee guidelines 
on refunding of VAT to 
taxable persons registered 
under the EU’s ‘Mini One 
Stop Shop’ system have been 
made available. 

For full details, see tinyurl.
com/ec-moss

Vietnam

Hong Kong
agreement
A second protocol to 
an agreement between 
Hong Kong and Vietnam 
on preventing double 
taxation and tax evasion 
has entered into force and 
will cover Hong Kong taxes 
for any assessment years 
beginning on or after 1 
April 2016. More at tinyurl.
com/viet-dta ■

Keith Nuthall, journalist
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At the end of February in the 
Ghanaian capital of Accra, 
ACCA and the International 
Finance Corporation (part of 
the World Bank) hosted the 
first in a series of activities to 
raise awareness of the value 
and importance of good 
corporate governance. 

The event brought 
together more than 100 
delegates, including 
regulators, policymakers, the 
accountancy profession and 
business leaders, to discuss 
existing barriers and the 
good practice that Ghanaian 
companies need to adopt 
in order to embed effective 
corporate governance.

The event, entitled 
‘Corporate Governance: A 
Catalyst for Ghana’s Economic 
Development’, looked at the 
role of finance professionals 
in governance, the regulatory 
landscape of Ghana and 
the cultural change that 
companies, their boards and 
employees need to undergo. 

Chinyere Almona, head 
of the IFC’s African corporate 
governance programme, 
made a compelling case for 
change, pointing out that, 
among other things, good 

governance attracts long-term 
investors and aids economic 
growth and resilience. ‘We 
must continue to improve 
corporate governance 
requirements, practices and 
culture in the country,’ he said.

KB Omane-Antwi FCCA, 
president of the Institute of 
Chartered Accountants Ghana, 
described Ghana’s current 
governance framework. 

A new Companies Bill 
2013 is currently going 
through parliament and will 
help to bring Ghana into 
line with better practice 
globally. However, while this 
strengthening is welcome, 
speakers at the conference 
highlighted the need for more 
clarity on the enforcement 
channels for existing laws, and 
resources for the regulators to 
take action.

Introducing ACCA’s 
recent report series Culture 
and channelling corporate 
behaviour, Claudia Chapman, 
head of policy and campaigns 
at ACCA, said: ‘Principles are 
ineffectual on their own. It is 
important that organisations 
establish a culture that 
supports good corporate 
governance requirements.’ 

Chika Ikem-Obih, company 
secretary at ExxonMobil, 
followed up by addressing 
the conference about the 
importance of the ‘corporate 
character of organisations’ in 
attracting capital.  

The event was part of 
a three-year agreement 
between ACCA and the 
IFC to raise awareness and 
build capacity. ACCA runs a 
Good Governance Globally 
campaign and champions 
functional corporate behaviour 
in a number of countries. 

As a result of the 
agreement and the event, 
ACCA has been invited 
to speak with Ghanaian 
government ministers about 
the value of good governance, 
and to work with the Ghana 
Stock Exchange to train 
boards of listed companies. ■

The presence of government bodies and businesses in large numbers at an ACCA 
conference in Ghana gave a boost to the cause of corporate governance in the country

Growing governance

First ever ACCA Qualification partnership in US

ACCA and Pace University have announced a partnership linking 
ACCA’s globally recognised Qualification programme to graduate and 
undergraduate coursework at the New York-based higher education 
institution, which has campuses in the heart of New York City and suburban Westchester.

Starting this autumn, both graduate and undergraduate students in Pace University’s 
Lubin School of Business’s Department of Accounting will be able to complete coursework 
that will qualify them for specific exemptions from ACCA’s 14 exams; there will be a 
maximum of four exemptions for graduate courses and five for undergraduate courses.  

A student who graduates from a Pace accountancy programme will receive exemptions 
for those specific exams in their pursuit of the ACCA Qualification. See also Upping the 
Pace in the US, page 22.

▲ Flying the flag 
for governance
The corporate 
governance conference 
in Accra kicked off a 
longer-term IFC/ACCA 
drive to build capacity 
and raise awareness 
in Ghana
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Audit logjam gives way
Robert Stenhouse, chairman of ACCA’s Global Forum for Audit and Assurance, explains 
how local regulators are now keen to ‘deal with audit’ in their own jurisdictions

ACCA has a reputation that 
allows us to gather valuable 
insights from every corner of 
the world. Few organisations 
are truly global, and many 
that claim to be are still 
dominated by the interests 
of a particular geography. 
While ACCA does not claim 
to be perfect, our core 
values of opportunity and 
diversity, and our belief in 
open access, help create an 
environment for voices to be 
heard on an equal footing.

When a diverse group 
of people gathers from all 
around the world, you expect 
their opinions to be diverse 
too. Yet at the last meeting of 
ACCA’s Global Forum for Audit 
and Assurance, which brings 
experts together from around 
the world to identify and 
discuss the biggest assurance 
issues facing the profession, 
there was almost unanimous 
agreement that local regulatory 
action on three key issues will 
shape the auditing profession 
for years to come. These issues 
were identified as:

* setting appropriate criteria 
for exempting smaller 
entities from audit

* delivering high-quality 
group audits across 
jurisdictions that have 
different auditor rotation 
requirements

* the practical challenges of 
implementing extended 
auditor reporting.

In many respects, a sense of 
clarity about future direction 
appeared in late 2014 when 
the EU audit directive and 
regulation was released and 
the key aspects of the revised 
auditor reporting standards 
from the International Audit 
and Assurance Standards 

Board (IAASB) were made 
public. What is significant is 
the level of activity globally; 
many jurisdictions are already 
consulting on, or implementing 
changes to, local regulations 
that will have a fundamental 
impact on the audit profession 
in those countries. It is as if 
the logjam has broken and 
regulators now feel they can 
act locally, adding their own 
proposals to the mix. 

It is not surprising that the 
EU states are now consulting 
on local implementation of the 
regulation; what is surprising 
is the speed at which this 
is happening within the EU 
and how it is being mirrored 
outside the EU. 

For example, Zbigniew 
Libera, our global forum 
member in Poland, says that 
local consultation on the EU 
regulation has already taken 
place and has now closed. 
Shariq Barmaky, forum 
member from Singapore, 
confirms that major changes 
to audit exemption levels have 
also been proposed there. 

Forum members are 
concerned that local regulators 
are setting different local 
auditor rotation requirements 
that would, in practice, make 
it almost impossible for 
auditors from one network 
firm to audit all parts of some 
multinational entities. Ulla-
Martina Bauer, forum member 
from Germany, says the new 
rotation requirements will 
have a significant impact in 
her country. Lock Peng Kuan 
says the strategies that have 
been recommended by the 
Committee to Strengthen  
the Accounting Profession  
will ‘redefine the market’  
in Malaysia.

There is general 
recognition all around the 
world that extended auditor 
reporting will be widely 
adopted in line with the IAASB 
timetable for periods ended 
on or after 15 December 2016. 
In fact, many jurisdictions are 
planning to adopt it for all 
entities including public sector 
bodies, and not just listed 
entities. Some jurisdictions 
are keen to adopt early, and 
practitioners are hungry for 
more detailed guidance on 
how to deploy the standards. 

Forum member Sarah-Mary 
Frimpong from Ghana says 
that foreign investors and 
multinationals are keen to 
see local regulation in Africa 
mirror developments in the 
rest of the world. And in the 
US, forum member Professor 
Kenneth Henry says that, 
although the Public Company 

Accounting Oversight Board 
is still to finalise its position on 
auditor reporting, the direction 
of travel is consistent.

Feedback from the forum 
is that local regulators are 
now keen to ‘deal with audit’ 
in their own jurisdictions. As 
a result, the profession may 
finally get some certainty 
following the calls for change 
after the financial crisis. 

But while the action 
areas are consistent, the 
responses are very different 
in nature, timing and extent. 
Local certainty seems 
to be coupled with ever 
increasing complexity, with 
a patchwork of different 
responses being deployed 
around the world. ■

Robert Stenhouse FCCA is 
director of national accounting 
and audit at Deloitte UK
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Closing the gap 
A Mumbai meeting of employers and education providers 
focused on the skillsets needed by fi nance professionals

Leading global fi nance 
fi gures met recently to 
discuss the skills gap in the 
industry at an ACCA event 
‘The journey, classroom to 
boardroom’ in Mumbai.

Delegates from education 
providers such as Madras 
University and Kohinoor 
Business School met with 
representatives from Dell, 
HSBC, EY, Shell and others to 
understand the skillsets that 
training needs to impart to 
form the fi nance professionals 
that corporates want.

‘The aim is to develop real 
and lasting solutions that close 
the gap between industry and 
academia,’ said ACCA chief 
executive Helen Brand. ‘ACCA 
is a vocational qualifi cation 
designed to provide India with 
the professional accountants 
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ACCA member 
benefits
Employability
Membership improves 
earning power and job 
prospects on a global 
scale.

Infl uence and 
representation
Members play key 
roles in representing 
and developing the 
profession, backed by 
cutting-edge research.

Knowledge and 
connections
Keep up to date with 
our publications and 
social media feeds. Our 
events let you network 
with a large peer group.

Personal development
CPD, training and career 
progression support.

ACCA Careers
Our career portal gives 
guidance and lists job 
vacancies worldwide.

Customer care
Fast and effi cient 
support around the 
clock, by phone, email 
and webchat.

Go to www.accaglobal.
com/memberbenefi ts

Tanzania first

The 92nd ACCA offi ce has 
been opened – in Dar-es-
Salaam. ACCA is the fi rst 
global accountancy body 
with a presence in Tanzania.

ACCA Tanzania will 
help address the need for 
fi nance professionals with 
the right skills and talent for 
the region.

Tanzania has undergone 
signifi cant political and 
economic reforms in 
recent years. As interest 
in the country grows, 
there is an increasing need for qualifi ed business and fi nance leaders well versed in fi nance, 
management, strategy, corporate governance and ethics.

‘Our presence here will ensure the potential for Tanzania is met through leveraging 
ACCA’s global strategy,’ said Jamil Ampomah, ACCA director sub-Saharan Africa (pictured). 
‘Our recent memorandum of understanding with the Dar-es-Salaam Stock Exchange will help 
us increase awareness of the role of capital markets. Our work with accredited employers 
such as PwC, KPMG, EY and Deloitte plays a part in helping their businesses grow by 
developing their fi nance capability and enhancing their brand reputation.’

Hot off the press

The 10th edition of 
Accountancy Futures 
has been published. It 
has extensive coverage 
of ACCA’s research 
into corporate culture, 
and looks at integrated 
reporting one year on 
from the publication of the 
international IR framework. 
Read it at www.accaglobal.
com/futuresjournal

that its growing economy 
needs, and ensuring our 
students acquire the skills they 
need to excel in their chosen 
fi eld is a vital part of our work.’

The Symbiosis College of 
Arts and Commerce in Pune 

endorsed ACCA for its work 
in developing the fi nance 
professionals the business 
world needs, and Ahmedabad 
University praised the ACCA 
syllabus as the best for fi nance 
professionals.
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CPD
Get verifiable CPD units by 
reading technical articles

The magazine for fi nance professionals
AB Accounting and Business

Think AheadThink Ahead At the crossroads New routes open in business fi nance
CPD technical DTA measurement

Do it like Dubai Strategic vision creates exceptional service
IAASB PwC partner Rich Sharko on the challenges
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Carbon taxation 
Australia revisits emissions reduction policies

Integrated reporting
Board-level support is vital for progress

On track
Alstom Konstal’s CFO is riding high at the 
rolling stock company in Poland

End of avoidance?
The OECD’s Base Erosion and Profi t 
Shifting project is making swift progress
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