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WELCOME

Welcome

NEW YEAR, NEW CONCERNS

New year is the time to take stock of achievements over
the past 12 months and look forward to the next. As
we enter 2015, we have spoken to three CFOs in very
different sectors, and serving widely diverse markets,
to discover what is likely to be keeping them awake over
the coming year.
Anticipating consumer behaviour, containing costs,
talent shortages and making the right investment in
technologies and people are highlighted by two CFOs in North America.
In India, our CFO, who is in the pharmaceutical sector, identifies access to
finance as top of his worry list. Regulatory changes are also a concern, given
India’s change of government last year to the pro-business regime of Narendra
Modi. And on this note you might also like to read our feature (page 33) on India’s
plan to adopt International Financial Reporting Standards five years after pulling
the plug at the 11th hour.
Meanwhile our interview with Kevin McCarthy FCCA, the former finance chief
of Xbox and recently promoted to consumer channels CFO at Microsoft, reveals
the importance of ongoing innovation to stay ahead of the competition. Based
in Seattle, he manages a team of 30 and another 200 spread around the globe.
Turn to page 12.
Never far from the headlines, and also likely to be an ongoing worry for
businesses throughout the year, is the threat from cybercrime. Seth Berman, a
former US Department of Justice federal prosecutor and defence attorney, explains
why staff have a major role to play in the battle against cybercrime (page 28).
Looking forward to the new year in Nairobi, co-workers and audit partners
at PKF Ritesh Mirchandani FCCA and Asif Chaudhry FCCA talk to our Africa
columnist Alnoor Amlani about the firm’s team spirit, starting on page 24.
A happy new year to all our readers.
Lesley Bolton, international editor, lesley.bolton@accaglobal.com

ALSO FROM ACCA:
AB CORPORATE

3

ACCOUNTING
AND BUSINESS

The leading monthly magazine for
finance professionals, available
in six different versions: China,
Ireland, International, Malaysia,
Singapore and UK.

There are different ways to
read AB. Find out more at
www.accaglobal.com/ab

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

ON IPAD

Download searchable
iPad editions from
the iTunes App Store

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

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

AB.SME

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

WEBINAR

AB DIRECT

Webinars on a raft
of topics such as
forecasting

ACCOUNTANCY FUTURES

VIDEO

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

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

STUDENT ACCOUNTANT

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

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

ACCA CAREERS

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

TWITTER

Accounting and
Business tweets at
@ACCA_ABmagazine

ACCOUNTING AND BUSINESS

4

Contents

AB international Edition
january 2015
Volume 18 Issue 1
International editor Lesley Bolton
lesley.bolton@accaglobal.com +44 (0)20 7059 5965
Editor-in-chief Jo Malvern
joanna.malvern@accaglobal.com +44 (0)20 7059 5818
Asia editor Colette Steckel
colette.steckel@accaglobal.com +44 (0)20 7059 5896
Digital editor Jamie Ambler
jamie.ambler@accaglobal.com +44 (0)20 7059 5981
Sub-editors Loveday Cuming, Dean Gurden, Peter Kernan,
Jenny Mill, Eva Peaty, Vivienne Riddoch
Digital sub-editors Rhian Stephens, Eleni Perry
Design manager Jackie Dollar
jackie.dollar@accaglobal.com +44 (0)20 7059 5620

Production manager Anthony Kay
anthony.kay@accaglobal.com
Advertising Richard McEvoy
rmcevoy@educate-direct.com +44 (0)20 7902 1221
Head of publishing Chris Quick
chris.quick@accaglobal.com +44 (0)20 7059 5966
Printing Wyndeham Group

focus

12 Interview: Kevin
McCarthy Product
innovation is key, says the
new CFO of Microsoft’s
consumer channels
16 Nightmare scenarios
What will be keeping CFOs
up at night in 2015?

Pictures Corbis
ACCA
President Anthony Harbinson FCCA
Deputy president Alexandra Chin FCCA
Vice president Brian McEnery FCCA
Chief executive Helen Brand OBE

comment

20 Ramona Dzinkowski
Non-financial reporting
may be finding its feet but
take-up is low

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

21 Alnoor Amlani Threats
of terror meant Nigeria
and Kenya had a far from
peaceful Christmas

info@accaglobal.com

Accounting and Business is published by ACCA 10 times per year. All views
expressed within the title are those of the contributors.
The Council of ACCA and the publishers do not guarantee the accuracy of
statements by contributors or advertisers, or accept responsibility for any
statement that they may express in this publication. The publication of an
advertisement does not imply endorsement by ACCA of a product or service.
Copyright ACCA 2015
No part of this publication may be reproduced, stored or distributed without
the express written permission of ACCA.

Accounting and Business (ISSN No: 1460-406X, USPS No: 008-761) is
published monthly except July/August and Nov/Dec combined issues by
Certified Accountant (Publications) Ltd, a subsidiary of the Association of
Chartered Certified Accountants, and is distributed in the USA by Asendia
USA, 17B S Middlesex Ave, Monroe NJ 08831. Periodicals postage paid at
New Brunswick, NJ and additional mailing offices.
POSTMASTER: send address changes to Accounting and Business,
701C Ashland Ave, Folcroft PA 19032.

Accounting and Business

6 News in pictures
A different view of recent
headlines
8 News round-up A digest
of all the latest news and
developments

Designer Robert Mills

29 Lincoln’s Inn Fields
London, WC2A 3EE, UK
+44 (0) 20 7059 5000
www.accaglobal.com

News

Audit period July
2012 to June 2013
154,625

22 Anthony Harbinson
Members’ views are
informing future activities

practice

23 The view from Rick
Deng of PAAT Consulting,
China, plus snapshot on
internal audit
24 Bright futures
We look at the life of two
ACCA members working
at PKF in Eastern Africa

corporate

27 The view from Catalin
Iorgulescu FCCA of WNS,
Romania plus snapshot
on retail industry

Contents

5

CPD

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

28 Watch out for phish
Staff have a major role
to play in the battle
against cybercrime

insight

30 Balancing act
Good corporate
governance balances
rules and flexibility, says
KPMG’s Irving Low
33 Clean sweep
Five years on, India
is reconsidering the
benefits of IFRS again
35 Graphics
Competitiveness and
gender equality are
strongly correlated
36 WCOA Eye to the
future Integrated
thinking tops agenda
at the ‘Olympics of the
accountancy profession’
40 Interview: Olivia
Kirtley IFAC’s new
president describes the
challenges ahead
42 Diversity drive The
finance function has a
key role to play
44 Careers Dr Rob
Yeung looks at leadership
development; plus
the importance of a
LinkedIn profile
46 Fit for purpose Our
new series focuses on
competitive advantage
48 Shaping up Accounts
payable must emerge
from the dark ages

technical

49 ESMA A look at the
European common
enforcement priorities
for 2015
52 Level-playing field
Now that EU audit
reform has been agreed,
consistency across
member states must
be achieved, an ACCAEGIAN debate heard
54 Technical update
The latest on audit,
taxation guidelines,
agreements and
financial reporting

people

58 Time for action
Moving the profession
forward in Ethiopia

acca

59 Pursuit of growth
Building market share
will drive corporate
growth, finance chiefs
heard at the recent CFO
European Summit
62 International
Assembly How to build
the brand through
strong relationships
64 News Economic
survey of finance
professionals and talent
conference in Poland
65 Rulebook Changes
for 2015
66 News IFAC reps
meet ACCA senior staff;
happy 110th birthday
to ACCA

Accounting and Business

6

news | pictures

▼ heated emotions

Demonstrators rally in New York ahead of the
United Nations Climate Summit, where economic
leaders were due to sign a global emissions pact

▼ fashion victory

Designers Stefano Gabbana and Domenico Dolce were cleared
of tax evasion in Italy, overturning earlier guilty verdicts

► stratospheric rise
After the world’s biggest
IPO in New York, Chinese
e-commerce giant Alibaba is
set to issue its first-ever bond
sale, worth an estimated $8bn

Accounting and Business
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▼ election fever

Romanian prime minister Victor Ponta (pictured) lost narrowly to
opposition candidate Klaus Iohannis in November’s closely fought
presidential election. Iohannis took 54.5% of the votes

▲ ready for business

Thirteen years on from 9/11, the 541-metre-high One World
Trade Center in New York’s financial district has opened the
doors to its first tenants

▼ ebola fight

Bob Geldof’s Band Aid 30 recorded a new version of Do they know it’s
Christmas? to raise money for the fight against Ebola (see Comment, page 21)

Accounting and Business
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NEWS | ROUND-UP

News round-up
ACCA and IMA call for clearer accountancy vision, technology providers back integrated
reporting, Royal Dutch Shell wins court case and PwC says India’s future is bright

A clearer vision for the
accountancy profession
is needed, ACCA and the
Institute of Management
Accountants have told
the World Congress of
Accountants in Rome.
The two organisations are
collaborating on a series
of research projects to
examine how the role of the
finance function is changing,
including through the use of
data, cloud computing and
social media. Ewan Willars,
director of policy at ACCA,
said: ‘The pace of change
has shifted up a gear and
developments that we could
see in the distance are now
more rapidly approaching
us. This future is full of big
opportunities – and some
major threats – for the
finance profession.’ See
WCOA report, page 36.

TECH SUPPORTS IR

Leading technology providers
are working together to
support integrated reporting,
says the International
Integrated Reporting
Council (IIRC). Deloitte,
PwC, SAP, CRedit360
and Tagetik have become
‘charter members’ of the IR
initiative to support it with
appropriate technologies,
while pledging to share
experiences to lead market
innovation. Meanwhile, the
United Nations Development
Programme is supporting
the global application of IR
for public sector accounting.
The Public Sector Pioneer
Network was launched at a
World Bank conference and
will test how the principles
of IR can be applied to
public bodies.

ACCOUNTING AND BUSINESS

SHELL WINS ON TAX

Royal Dutch Shell has
won a court case against
the Indian government
that quashes a US$3bn
tax demand. Indian tax
authorities had sought to
levy the tax bill in relation
to alleged under-pricing of
shares in the corporation’s
Indian subsidiary that
were issued to the parent
company. The Bombay high
court ruled the claim to be
‘baseless’. Vodafone also
won a court case against
India’s tax authorities when
the Mumbai high court
ruled against a US$490m
tax charge levied in relation
to allegations of artificial
transfer pricing accounting.

BOOST FOR INDIA

India is on the verge of
breaking through as a major
economy, says PwC’s report
Future of India – The Winning
Leap. The country can make
fast progress over the next
two decades in terms of
both its economy and in
the Human Development
Index, says PwC. The report
concludes that India can
grow its GDP by 9% per
annum to become a US$10
trillion economy, but to do
so will need a concerted
effort from corporate India,
supported by a vibrant
entrepreneurial ecosystem and a constructive
partnership with the
government. See article,
page 33.

BDO GLOBAL RESULTS

BDO’s global revenues rose
8.81% in the last year,
to US$7bn, boosted by a
string of mergers as well
as organic growth. BDO

completed 28 mergers in the
year, with new firms joining
from Fiji, Réunion Island,
Bangladesh, Papua New
Guinea and Sierra Leone
and existing firms expanding
into Afghanistan, Laos and
the Maldives. Revenues at
BDO China were up by 16%,
making it the fourth largest
firm in China – ahead of
both EY and KPMG. The US
firm grew revenues by 22%,
to US$833m.

ACCA WORKS WITH MIA

ACCA has signed a
memorandum of association
with the Malaysian Institute
of Accountants (MIA).
The two bodies will work
together to promote the
profession in Malaysia and
the region. As part of the
agreement ACCA will provide
a pathway for thousands of
MIA members who do not
currently hold a professional
accountancy qualification to
obtain ACCA membership.
ACCA has worked with MIA
for more than 40 years.

LENDERS FAILING SMES

Finance providers are failing
small businesses, concludes
a global review of access to
finance. ACCA’s first State
of Business Finance review
found that lenders are
using ‘limited’ information,
causing decision-making
to be slow, risk-averse, and
‘ripe for disruption’. The
review criticised lenders
for focusing on ‘risk free’
lending, starving the most
promising young businesses
of finance. A ‘new breed’
of finance professionals
is needed to help finance
businesses, concluded the
report.

TOP OF CORPORATE
GOVERNANCE LIST
ACCA and KPMG have
released a joint study
comparing countries’
corporate governance
requirements (for
more, see page 10).
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CAPITAL FLEES RUSSIA

About US$130bn was
withdrawn from Russia
during 2014 as the country’s
economic and political crisis
worsened, according to
figures produced by Russia’s
Ministry of Finance. The
figure is double that of 2013
and has risen alongside the
collapse in the value of the
rouble. The rouble fell in
value from 32.5 roubles to
more than 50 roubles to the
dollar in one year. Russia’s
Investigative Committee is
investigating the net outflow
of funds and is expected to
recommend measures to
reduce the flow of money.
The Investigative Committee
was established in 2011 and
reports directly to President
Vladimir Putin.

UAE FUNDS PROJECTS

Egypt is to receive US$10bn
of investment from the UAE
into major development
projects. Funding will go
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TRENDS

25.9

Total tax rate

Time to comply

16.8

More emphasis is needed
on achieving value for
money from the spending
of European funds and less
on rule compliance, the
European Court of Auditors
(ECA) has concluded in a
landscape review of EU
budget spending. ‘Many
of the errors found by the
auditors relate to the poor
application of procurement
rules and procedures – either

264

AUDITORS WARNING

160

HSBC is dealing with multijurisdictional investigations
into its tax practices. In
the US, HSBC’s Swiss
private banking unit paid
US$12.5m to settle charges
from the Securities and
Exchange Commission that
it provided unregistered
services to US clients.
The same Swiss unit of
HSBC has also been placed
under formal investigation
in France and Belgium.
Authorities in Argentina
have meanwhile laid charges
against the Swiss unit
and two other HSBC units
alleging they assisted in tax
evasion. HSBC denies illegal
activity in Argentina, says
it is cooperating with the
investigations in France and
Belgium and is pleased to
have reached a settlement in
the US.

40.9%

HSBC INVESTIGATED

24.0%

into energy, housing, urban
development, food security,
health, public transport and
education. According to the
UAE’s coordination office of
the Development Projects
in Egypt, the programme
will generate 600,000
jobs and provide improved
quality of life for 10 million
Egyptians. Some 100
schools, 78 health clinics
and 50,000 homes will
be built. Sewerage will be
constructed for 51 villages,
while four new bridges will
be constructed. Some 600
new buses will be bought.
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Number of payments

MIDDLE EAST ‘EASIEST FOR TAX’

The Middle East has the lowest corporate tax burden and the simplest tax
payment systems, according to a global report from PwC and the World Bank.
The Paying Taxes 2015 study compared 189 economies by assessing the
time required to prepare, file and pay taxes, the number of payments made,
and the total tax rate for 2013 in each location. Businesses in the Middle East
pay an average tax of 24% compared with 55.4% in South America, where the
tax cost is highest. Businesses in the Middle East typically spend 160 hours a
year dealing with taxes, compared with 620 hours in South America.
Middle East

deliberately or because
the rules are not well
understood,’ said the ECA.

BIG FOUR BAN PLANNED
The Big Four firms would
be banned from auditing
Russian companies that
are majority owned by the
state if a bill proposed
by the LDPR party is
approved. The party, led by
Igor Lebedev, has tabled
the bill in the State Duma.
Lebedev told Russian
newspaper Izvestia: ‘State
corporations are a serious
and significant sector of
our country’s economic life.
Allowing foreign companies
or companies with partial
foreign ownership to audit
them cannot be safe.’

TAX REFORM VITAL

Structural tax reform is
essential for South Africa to
generate economic growth,
says PwC. It recommends
that the fiscal system be

On average

adjusted by reducing taxes
that distort incentives to
work and invest, while
increasing taxes that have
little negative impact on
growth, investment and
employment. PwC says that
finance minister Nhlanhla
Nene’s medium term budget
policy statement shows that
the government is moving in
the right direction. But PwC
warns that South Africa has
a tax-to-GDP ratio that is
above the global, African and
developing world averages,
with the 10th highest tax-toGDP ratio in the world.

LOAN EXPOSURE ISSUE
Eurozone banks’ exposure
to non-performing loans
has held back €2 trillion
of lending, according to
analysis conducted by
KPMG. The firm’s analysis
of the European Central
Bank’s Asset Quality
Review reveals that €96bn
of Common Equity Tier 1

capital is tied-up supporting
non-performing loans, which
amounted to €1.2 trillion at
the end of 2013. Cypriot,
Greek and Irish banks are
the most affected.

ECB STRESSES RESCUE

The European Central Bank
(ECB) has reiterated that it
will do whatever is necessary
to rescue the ailing eurozone
economy. ECB president
Mario Draghi said the bank
would ‘do what we must to
raise inflation and inflation
expectations as fast as
possible’. Speaking at a
conference in Frankfurt, he
added: ‘We would step up
the pressure and broaden
even more the channels
through which we intervene,
by altering accordingly the
size, pace and composition
of our purchases.’

GHANA TO ADOPT IPSAS
Ghana is to implement
International Public

»
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international tax laws and
agreements, and is guided
by the PwC global tax code
of conduct, which has been
in place since 2005.’

▼ GOOD NEWS FOR ETHIOPIA

Addis Ababa, the capital city of Ethiopia. The
country is one of 15 predicted to outperform
China in terms of economic growth

RSM ADDS MYANMAR

RSM has appointed a
new correspondent firm
in Myanmar. MAT Audit
and Professional Services
is based in Yangon, the
country’s most important
commercial centre. RSM
recently also appointed
Premier Consulting as
the correspondent firm in
Cambodia. In recent months
RSM has also grown its
network in Panama, Benin,
Cameroon, Burkina Faso,
Guatemala and Mauritius.

BDO EXPANDS IN US

DELOITTE SAYS: INVEST IN AFRICA
This is the optimum time to invest in Africa, a Deloitte report suggests. It predicts
Africa’s economy will grow by US$1.1 trillion – around 50% – to $3.7 trillion by
2019. This will be backed by a big rise in Africa’s middle class population, with half
a billion Africans expected to enter the affluent income brackets by 2030. Over the
next five years, 15 African countries – including Nigeria, Ethiopia and Uganda – are
predicted to outperform China in terms of economic growth.

Sector Accounting
Standards (IPSAS) from
2016, its government
has announced. But
implementation will be
gradual, with a programme
of adoption spanning five
years. Ghana’s controller
and accountant general
Grace Francisca Adzroe has
set up an IPSAS planning
working group, which
will produce a detailed
implementation plan for a
smooth adoption process.
A working group has also
been formed to boost the
quality of public financial
management in Ghana,
backed by a programme of
skill enhancement.

ACCOUNTING AND BUSINESS

GLOBAL GOVERNANCE

There are wide differences
in corporate governance
requirements internationally,
according to a joint study
conducted by ACCA and
KPMG looking at 25
markets. The study found
the strongest and clearest
corporate governance
obligations are in place
in developed economies.
The report, Balancing
rules and flexibility, calls
for governments to work
towards meeting global
corporate governance
standards based on
principles established by the
OECD. See also article on
page 30.

PwC DENIES AVOIDANCE

PwC has rejected media
reports that it provided
advice to multinational
companies to enable them
to artificially avoid taxes
using companies registered
in Luxembourg. PwC said
the media reports ‘are
based on partial, incomplete
information dating back four
years or more, which was
illegally obtained’. According
to the firm, inquiries are
taking place to investigate
the person believed to have
taken the documents. The
firm added: ‘All our advice
and assistance is given in
accordance with applicable
local, European and

BDO is undertaking a
major expansion of its US
business, buying the UHY
Advisors’ practice in Texas.
All UHY Advisors’ partners
and staff in Texas are
expected to transfer to BDO.
Wayne Berson, CEO of BDO
USA, said: ‘Upon completion
of this transaction we will
be the dominant alternative
to the Big Four in both
the Texas and the national
energy markets.’ Earlier last
year BDO expanded in the
Midwest by taking over the
SS&G business, adding 36
partners and 375 staff in
offices in Cleveland, Akron,
Columbus, Cincinnati and
Chicago.

OIL FALL HITS NIGERIA

The heavy fall in global oil
prices has hit Nigeria’s
plans to balance its budget.
Crude oil constitutes 95% of
Nigeria’s foreign exchange
earnings and 80% of
government revenues. These
have been badly hit by the
price of crude oil falling by
more than a quarter since
the middle of last year. ■
Compiled by Paul Gosling,
journalist
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Path breaker

For Seattle-based Kevin McCarthy FCCA, the new Microsoft consumer channels CFO,
ongoing product innovation is the key to generating energetic business growth

K

Xbox exclusive
McCarthy was a vital team member in the think-tank behind
Xbox, seeking to fend off competition for some of its more
exclusive features by acquiring tech companies such as id8,
VideoSurf, Twisted Pixel and Canesta.
He was invited last year by Amy Hood, executive vice
president and CFO for Microsoft, to take over as CFO
for Microsoft’s consumer channels group – its sales and
marketing division. His job will be to hone sales and
marketing activities with resellers, operators and retail
partners: ‘Microsoft will be focused on three areas: selling to
businesses, selling to consumers and selling to advertisers.’
His new position is a good example of the software
company’s desire to match staff with their areas of business
and engineering expertise. McCarthy says his mantra is
simple: ‘efficiency’. Managing a team of 30 in Redmond and
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CFO, Microsoft consumer
channels group

2009

cv

evin McCarthy FCCA, the recently appointed
chief financial officer for Microsoft’s consumer
channels group, is planning to use his expertise in
manufacturing and consumer space management
to spin energised growth into what is, he says, ‘already an
amazing business model’.
Sitting in his modern office in Microsoft’s headquarters
in Seattle, near the US border with Canada, McCarthy says
that he literally married into Microsoft. He followed his then
girlfriend, whom he had met in Ireland and was already
employed at Microsoft, to Seattle when she was offered a
fresh job there in 2000. McCarthy was offered a job around
the same time with Microsoft’s Xbox video-gaming brand.
His Italian-born girlfriend, who later became his wife, retired
in 2010 after 20 years with the global giant.
After graduating with an MBS in finance from University
College Dublin in 1995, McCarthy became group financial
controller at Toughline Manufacturing, an international
manufacturing and rental group, headquartered in Ireland.
Five years later, a trip to California sealed his future. ‘I
needed something new and enjoyed the experience,’ he
recounts. He moved to the US west coast to be controller
at Odenberg Engineering and provide full finance functions
to international subsidiaries of the Irish manufacturing
company. When he subsequently moved to Microsoft as Xbox
CFO, he was responsible for managing all financial planning
and analysis relating to the Xbox 360 console, Kinect
sensors, Xbox Live, accessories and games software.

CFO, Xbox

2003

Senior director, entertainment and devices
worldwide retail finance, Microsoft

2001

Senior finance manager, MSN subscription
revenue, Microsoft

2000

Finance manager, home products division
finance, Microsoft

1997

Controller of US subsidiary of Odenberg
Engineering

1992

Group financial controller, Toughline
Manufacturing, Kildare, Ireland

1989

Trainee auditor, OSK/Niall Byrne, Dublin

another 200 spread around the globe, he begins his day by
dealing with 60-odd emails.
‘I start with the Russians, then with the US and Europe
by noon, and Asia in the evening,’ he says. ‘It is meetings,
meetings and more meetings.’ Since he took over, he has
flown 150,000 miles, liaising with staff around the world.
‘I was asked to bring over the expertise I had already proven
in manufacturing and managing inventory with Xbox,’ he says.
McCarthy exudes an aura of discipline, epitomising the
saying that success requires the extraordinary execution of
an ordinary idea. He is committed to creating product desire
through an unbroken demand chain across the group. ‘We
drive market share for Windows PCs, Windows phones,

»
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*
*

‘Move from passive participation to active
driving of the business. Change is good – leverage
it when it occurs.’

*
*

‘There is no problem without a solution, no matter
how hard it is create a solution. What makes you good
at finance makes you good at business.’
‘Ask why, why, why. Don’t stop asking after the first
why – your leaders won’t.’

Xbox, Office and other retail products through Microsoft
consumer channels,’ he says.
He is determined to continue acting as a path breaker in
Microsoft. ‘New ideas don’t just happen,’ he says, adding
that he intends to mentor a team faced with complex openended, ever changing challenges. Ongoing innovation is
critical to stay ahead of the competition, he says.
So who does Microsoft see as its competition as it
heads into 2015? And how has the competitive landscape
changed? ‘The key competitors remain alternative platforms
and devices, mainly from Apple and Google,’ McCarthy
says, explaining how ‘user and usage volumes on mobile
devices are increasing worldwide relative to the PC’. He
nevertheless points out that the Windows operating system
and the Windows Store online sales platform respond to
that threat by ‘enabling an even wider range of devices that
run Windows’. He adds: ‘Our products compete effectively
based on our strategy of providing powerful, flexible, secure,
easy-to-use solutions that work well with technologies our
customers already have and are available on a device.’

Xbox explosion
Part of the team that helped propel Xbox Live since its
launch in 2002, McCarthy has steered the games platform’s
course for over a decade. Xbox had 1 million members
in 2003, 10 million in 2008, 20 million in 2009, and 46
million and still rising by 2013/14. McCarthy says that
the explosion in membership since 2008 is in part directly
attributable to the Xbox acting as an entertainment hub
rather than just a gaming console – it is a TV delivery
vehicle. ‘In 2008, we introduced the next Xbox experience.
This is where we brought the first vestiges of entertainment
to Xbox. You can see the difference that has made to the
adoption curve of our product, moving from 13 million
members to the 46-plus million members we have on the
service today. And it has moved beyond gaming. As you can
see from the stats, over one-third of the time online in the
US for Live is now spent in entertainment applications, not
gaming. And that has grown over 100%.’
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TIPS

‘Constantly assess personal productivity –
shorten meetings.’

*
*
*
*

Microsoft’s net income in the
year ending 30 June 2014 was
US$22.07bn and net revenue was
US$86.83bn.
The company employed 128,076
people in the fiscal year ending 2014.
It has subsidiaries in 119 countries.
It has sold more than 90 million Xbox
360 and Xbox 1 consoles.
Created in 2011, Microsoft’s
consumer channels group (CCG) is
responsible for worldwide sales and
field marketing of the company’s
consumer products, sold through
retail, resellers or other distribution
channels.

Microsoft’s Kinect sensing systems, which allow remote
activation of Xbox and its entertainment suites, have made a
big difference. McCarthy says: ‘The nice thing is, you do see
a lot more use of the console in the home. My own house
is a perfect example: believe me, up until Kinect, Xbox was
never turned on except by me; now, I go home and Xbox is
the way my wife and my daughter interact with TV.’
He explains: ‘I was in Italy one summer two years ago,
and found my daughter shouting at the TV in Italy trying
to get it to pause because that’s the way she understands
TV works; I had to explain to her, there’s no Xbox there,

interview | Focus

so there’s no point shouting at the TV.’ He adds that his
strategy in terms of Microsoft’s Surface tablets will be
to demonstrate ‘how powerful the combination of great
hardware and great software can be’.
His next move for Xbox, he says, ‘is simply to win back
the share we have lost to PS4 by re-appealing to our core
gaming customers and by redoing what we did with Xbox
360, and continuing to invest in the experience of the box,
making it better every day for gamers’.
And, he says, he aims to establish Windows mobile
phones as a viable alternative to Apple and Android.
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When he is not working on ambitious marketing plans,
he paints to relax. The walls of his office carry a couple of
impressive paintings that at a first glance resemble those of
abstract artist Mark Rothko. ‘It keeps me sane,’ he laughs.
His eight-year-old daughter shares his artistic leanings – a
drawing on his whiteboard is hers. ‘She comes in every two
or three months to my office and draws something on the
corner of that board and I am not allowed to erase it until
she next visits,’ he smiles. ■
Frederica Jansz, journalist
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night visions

What will be keeping CFOs up at night in 2015? Their ever-expanding job
function is a given, but as regards other worries, it clearly depends on who you ask

I

n speaking to three CFOs in very different sectors,
serving widely diverse markets, Accounting and
Business uncovered three very different sources of
insomnia in the C-suite.
MedPlus is the second-largest pharmacy chain in India,
with 1,200 outlets and over 8,500 employees. For CFO
Atul Kumar Agarwal, capitalising on the rapid growth in
the Indian pharma retail sector while complying with new
corporate legislation is top of his mind for 2015 and beyond.
The retail pharma industry is expected to grow from
its current market value of US$12bn to almost US$70bn
in 2020. With the current increase in incomes and overall
growth in India, there’s a lot of spending power, says
Agarwal, and the opening up of the insurance sector to
foreign providers is also giving the sector a huge boost.
‘Before the country opened up, health insurance was
provided by just a few companies and there was very little
awareness of what insurance was all about. However, since
the government is in the process of lifting the foreign direct
investment (FDI) limit to 49%, many foreign insurance
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companies have entered the market. A lot of awareness has
been created,’ he says, ‘and a lot of market share is being
created all over India.’
In terms of how this growth trajectory is affecting his
company, more buying power and access to health insurance
means that bigger and more organised players will be
entering the industry. Agarwal explains that he’s expecting a
lot more organised competition.
‘To date, the retail pharmacy sector in India has been
mainly made up of small local chemists, with only 3% of
the providers organised as chains,’ he says. ‘While we don’t
expect a great deal of competition to come from overseas at
this point, within India we expect a lot of new companies to
come in and take their share.’
One of the main challenges associated with capturing their
share of the growing demand for retail pharmacy products
and services, is access to capital. ‘Access to capital is the
number one thing keeping me up at night,’ says Agarwal.
From a strategic finance perspective, any growth industry
requires a lot of quick capital. However, typical banking and
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financial institutions are very cautious, highly regulated and
often slow to respond. Foreign direct investment in retail
pharma is not permitted, so all that remains is local private
equity. So I’m constantly looking for good local partners.’

Discipline and control
Meanwhile, with any growth company, explains Agarwal, you
have to exercise a lot of discipline in terms of control. This
challenge is compounded by the new corporate governance
legislation in India that will keep many CFOs focused on new
compliance rules in 2015, he notes.
‘I have to keep my attention on improving corporate
governance because there are a lot of changes in the laws
of the country that resemble the SOX-like regulations
mandated in the US several years ago,’ he says. ‘For
instance, the new Companies Act is one area in particular
where I lose sleep. The laws have become so strict from day
one that most of my time goes into trying to understand and
implement them.’ For example, the new India Companies Act
has now made public and private companies accountable
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for earmarking spending on corporate social responsibility
(CSR). Coming into force on 1 April 2014, the act requires
that companies now spend 2% of their three-year annual
average net profit on CSR activities.
For CFOs like Agarwal, making sure his company can
keep pace with both rapidly expanding markets and the
changing regulatory landscape will consume much of their
time in 2015. However, others have a very different story
to tell – for many, anticipating consumer behaviour and
containing costs will be high on the anxiety list. Many CFOs,
whose companies mainly serve the North American markets,
are challenged to maintain market share while facing rising
input prices and changing consumer preferences.
This puts ever increasing pressure on CFOs to improve
operational efficiencies, explains Kathy Liu FCCA, CFO of
Kizan International, a global apparel manufacturer and
distributor based in Brisbane, California that mainly serves
the North American market.
‘What’s changing our focus for the coming months relates
directly to the conditions on the US retail consumer side,’

»
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says Liu. It’s not necessarily about consumers’ income or
spending, she explains, but more about the change in the
spending behaviour. ‘In the retail and wholesale apparel
market, we need to adapt to how consumers are spending
their money now, which is different from five years ago.
Consumers are increasingly interested in technology
spending on hi-tech gadgets, rather than on apparel.
So not only do we have to compete within our industry,
we have to compete with changing preferences between
spending categories.’
In response, Kizan is examining its investment options
going forward. ‘For 2015, we definitely have to expand
e-commerce,’ says Liu. ‘We would like to develop this
channel of distribution and invest in social media marketing,
and then try to sell more directly to consumers rather than
have total reliance on the retailer.’
At the same time, Liu will be keeping careful watch on
the actions of the US Federal Reserve in the coming months,

With an abundance of cash and increasing pressure to
contain costs through improving process efficiencies, in
2015 other CFOs will be in the process of implementing the
right technologies to keep their companies competitive.
As CFO of TENTE Casters, a US-based manufacturer
of industrial casters and wheels for the international
institutional, medical, industrial and heavy-duty equipment
markets, Ben Mulling’s focus for the coming year is to
ensure his company makes the right investments in
technology and people.
As he explains, automation on the production floor is
key to remaining competitive in this sector, and ‘from our
standpoint, 100% automation is going to play a really big
part in our cost-competitive strategy going forward’. ‘A lot
of times, especially in a production environment, you hire
people specifically to manufacture a certain good and
they end up spending 80% of their time doing it.
However, the other 20% of their time is spent working on
administrative tasks and things that
could be automated.’
Technology needs to be brought
down to the production floor, applied
to distribution and run all through the
company, he notes.
At the same time, Mulling explains,
the competition for manufacturing
talent is ramping up. ‘We’ve seen manufacturing come back
to the US over the last three years so, as a result, there’s a
higher demand for technical talent and there’s a gap right
now on the production floor. We’re really making an effort
to step up our capabilities in terms of production
management in order to push efficiencies on the production
floor,’ he explains.
Meanwhile, business automation is not being limited
to nuts and bolts. Going forward, utilising technology
effectively will be key to improving the efficiency of the
finance function at TENTE, as well as central to monitoring
and controlling their overhead costs.
As Mulling explains, improving the administrative
technology will be critical to increasing all the operational
capabilities of the company, including finance. The more
business processes that can be automated the better, he
says. ‘If I see paper, I say that’s a way that we can improve.
That’s my rule of thumb.’
While the three CFOs we spoke to may be focusing on
very different issues in 2015, they clearly have one thing in
common. Their role as CFO extends well beyond the finance
core of accounting, control and compliance, into all areas of
operations and corporate strategy. ■

▌▌▌’In the retail and wholesale apparel
market, we need to adapt to how
consumers are spending their money now’
anticipating the impacts of potentially higher interest rates
on their costs of production. ‘When it comes to hedging, we
do have some concern about the probability of high interest
rates,’ says Liu. ‘When the interest rates go up, that will
increase the cost of production and will also put pressure
on inflation in general. This will indirectly cause pressure on
salaries and wages in other areas, including transportation
costs. That’s something we’re very concerned about.’

Increased scrutiny
Liu also explains that the potential for higher interest rates
and the inflationary impacts will place the company’s pricing
and cash management strategies under increased scrutiny.
‘Our plan is to be a little bit more aggressive in the year
2015 with frequent small price increases. We believe it’s a
better strategy than trying to catch up at some point with
one big jump. We will also continue to build cash reserves.
It is important, particularly in periods of inflation, to stay
vigilant in collecting receivables until we’re able to pass
along price increases to our customers. We have seen one
or two retailers changing payment terms, let’s say from net
30 to net 45, and we have to be very careful about managing
our cashflow.’
Another way to stay ahead of inflation, says Liu, is to
perform an effective supply chain forecast. ‘Depending on
which country we import from and the inflation pressures in
those jurisdictions, we might even stock up inventory before
prices from our suppliers increase. But we have to do it very
carefully without jeopardising our cash reserves.’
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Ramona Dzinkowski is a Canadian economist and editor
For more information:

See feature on India, page 33
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Integrated reporting gets gold star
Non-financial reporting is finding its feet with integrated reports overshadowing sustainability
reports on content. But take-up is low and inconsistencies abound, says Ramona Dzinkowski
The year 2014 showed significant
improvement in corporate reporting, or
so says the World Business Council for
Sustainable Development (WBCSD).
On 4 November, it released its
second annual review of non-financial
reporting practices, with the aim of
tracking how sustainability reporting
and integrated reporting is being
adopted in companies worldwide.
Granted, there might be response
bias in their results, as all 162
companies under review were members
of the WBCSD; nevertheless, the study
provides some very good benchmarks
around the development of nonfinancial performance reporting in
20 sectors, covering 35 countries.
According to the study, companies
are increasingly recognising the
impact of sustainability issues on their
operations, with one-quarter showing
improvements in materiality disclosures.
Furthermore, the analysis shows
that integrated reports scored higher
than stand-alone sustainability reports
against their content criteria. Not
only were integrated reports
found to be of better quality,
their compilation may use
fewer resources: stand-alone
sustainability reports took
an average of 4.5 months to
produce, whereas integrated
reports took an average of
only 2.8 months.
While these results
indicate better overall
disclosure when taking
an integrated approach,
the number of companies
combining their financial
and non-financial reporting
into either annual reports
or self-directed integrated
reports remained low. Of the
162 companies, 22 disclosed
environmental, social and governance
matters in their annual reports – also
known as ‘combined reports’ and only
13 companies issued a report they
defined as ‘integrated’ or referred to
the integrated reporting framework
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developed by the International
Integrated Reporting Council.
Stand-alone sustainability reports
are still the norm in non-financial
disclosure, with 78% of companies
producing such documents. Of these,
the overwhelming majority (86%) used
the guidelines of the Global Reporting
Initiative (GRI), and 73% had their
report externally assured. In terms of
overall usefulness to stakeholders, the
study also supports the case for external
audits of sustainability disclosures.

Companies that had their reports
externally assured performed better
in terms of materiality of information
and their overall reporting score.
The most effective reporters were
also found to disclose an assurance
statement that details the name of the
assurance provider, its independence
and describes in sufficient detail and
non-technical language the objective
and scope of the assurance process,
the engagement boundaries, and the
applied standards or regulations.
Although these results show
improvements over last year, there
still appears to be a great deal of
inconsistency in the non-financial
reporting world, underscoring the need
for improved harmonisation between
reporting frameworks and standardsetting organisations. The average
length of stand-alone sustainability
reports was 93 pages, and ranged from
eight pages to 404. At the same time,
fewer than a quarter of the companies
under review focused their reporting
on those issues considered material
to their business despite disclosing
a materiality assessment, revealing
the need for improved relevance,
conciseness and consistency in nonfinancial reporting.
While the most effective
reports were found to be
succinct and focused, few
reporters offered a summary
document and those that
did often made it too long
or focused only on activities
without providing information
on strategy or performance.
For companies looking to
improve their non-financial reporting
practices the recommendations are
clear. Produce an integrated report,
make sure it’s succinct and focuses
on material issues, and seek
external assurance. ■
Ramona Dzinkowski is a Canadian
economist and editor-in-chief of
the Sustainable Accounting Review.
www.sustainableaccountingreview.com
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Faithfully African
Despite centuries of largely peaceful religious co-existence, the threat of terrorism and
inter-faith conflict hung over Nigeria and Kenya this Christmas, reports Alnoor Amlani
As I write this, a new terror alert from
the people behind Westgate has been
circulating online, on cell phones and
by word of mouth in Kenya. This only
days after a murderous gang shot 28
innocent civilians travelling on a bus
in Northern Kenya (asking them to
recite verses from the Koran if they
could, to save themselves), not far
from the Somalia border – where the
war rages on.
Meanwhile, in the entertainment
community, Bob Geldof is busy trying
with good intent to raise money to fight
Ebola – which he sees as the biggest
threat to Africa since the last time he
did a fundraising effort. In truth, while
Ebola is very scary, it is just one of the
many threats that Africans have to be
cautious about. Ebola has killed far
fewer people than the normal death toll
from road accidents over the period
since it came to light.
Band Aid 30 has had mixed
reviews because, clearly, its efforts
reflect that of the Western world,
and, despite its best intentions
and actions, is completely out
of touch with what is really
happening on the ground on
the continent.
The sad irony
is that Geldof will
raise funds mostly
from Christians in
the West seeking to
help Africans with
Ebola, while another
very real threat hung
over many Africans this
Christmas, meaning it
was faced with a degree
of trepidation.
The terrorist threat alone is
bad enough, even without any act
of terror, because it keeps all
Africans – Christian and Muslim
– on the edge. After the mosque
attacks in Nigeria, Muslims now
even feel threatened at the time
they go for prayers.
Yet Christians and Muslims
have co-existed largely peacefully

for centuries in Africa until fairly
recently.
Research from The Pew Charitable
Trust (www.pewforum.org) surveyed
25,000 Africans in 19 countries
over 2008–09 and helps put the
religious issues on the continent
into perspective.
Whether Muslim or Christian,
Africans are committed to their faith.
In sharp contrast with Europe and the
US, very few Africans are religiously
unaffiliated. However, traditional

African beliefs have not completely
disappeared either, but exist alongside
these two major religions.
Both faiths favour democracy and
freedom of religious practice; however,
both also have a radical element that
backs a government based on either
the Bible or Sharia law. Alarmingly,
amongst Muslims there is considerable
support for severe punishment such as
stoning for adultery.
The research also finds that both
faiths acknowledge that they need
to learn more about each other.
Christians, however, see Muslims as
more prone to violence.
While poverty and unemployment
remain the biggest challenges facing
the continent, the rise in religious
extremism and increasing terror
threats and attacks have their roots in
poverty, but manifest themselves as a
religious issue.
When the poor, unemployed Muslim
is offered religious extremism or
the Christian is offered a faithbased similar world view, the gap
between the faiths can only
grow wider.
Presently the resort of
Mombasa on the East African
coast lies idle, despite
excellent facilities,
well-trained
personnel and
great weather.
Large numbers of
unemployed hotel
staff face a bleak
future because of
the frequent attacks and
inter-faith conflict. Tourists have gone
elsewhere where there is no such
threat of either Ebola or terror so
that they can enjoy their holidays
in peace. ■
Alnoor Amlani FCCA is an
independent financial management
consultant in East Africa who writes
regularly on social and business
issues. He is also active in TV and
film in Africa
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Inspiring the next generation
Listening to ACCA members’ views and ongoing research into the latest trends in the
profession is informing our future activities, says ACCA president, Anthony Harbinson
As we look forward to 2015, I wanted to take this opportunity not only to wish
you happy new year, but to share with you how ACCA itself is
looking ahead.
One of the key events of ACCA’s year is the
International Assembly, which took place in
London in November. More than 80 member
delegates from around the world – all of whom
are leading advocates for ACCA in their markets
– got together to look at ACCA’s strategy for
the next five years and discuss key issues,
such as how ACCA can continue to ensure
it supports you, our members, through
your working lives and to look at issues of
employability and opportunity.
International Assembly members also met
with ACCA Council members to discuss marketspecific issues and identify how the organisation
can move forward. See more information on our
discussions in the ACCA section.
At the Assembly and elsewhere we have been
emphasising ACCA’s commitment to working in
partnership. Our ground-breaking Massive Open
Online Course (MOOC), developed in conjunction with
the University of Exeter and FutureLearn, has attracted
thousands of people who might not otherwise have had
the opportunity to learn about the role accountancy and
finance plays in society.
And on the subject of education, we have been looking
at key trends in business courses as well. In a study we
carried out in association with educational consultants
CarringtonCrisp and the European Foundation for Management
Development, we found that education providers are
reconsidering the content of their degrees, shifting towards
a multidisciplinary approach to meet the demands of
students and business. Lifelong learning will remain
important, but lifestyle learning will come to the fore
because of technological developments.
We will be exploring these and other trends
and initiatives much more, so we can fulfil our
commitment to enabling more people to access
the profession.
Finally, when we discussed our
differentiators in the profession, we
concluded that our best asset is our
diverse and committed membership.
I therefore want to thank you for
the contribution you all make to the
ACCA brand and to inspiring the next
generation of finance professionals. ■
Antony Harbinson FCCA is director
of safer communities in Northern
Ireland’s Department of Justice
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The view from

‘

I CREATED PAAT AND WANT TO GROW IT INTO
A 130-EMPLOYEE COMPANY WITHIN SIX YEARS’
RICK DENG, CHIEF EXECUTIVE OFFICER,
PAAT CONSULTING, SHANGHAI, CHINA
I started out as an
accountant. After
studying for a degree in
business administration,
accounting and finance,
it took me about six years
working in a foreign law
firm and Big Four firms
Ernst & Young and PwC
to fully develop into a tax
consultant. After that I
founded PAAT Consulting.
The original idea was to
become a businessman, and finance
and accounting is a good choice.
Our PAAT Consulting business has
grown tenfold in the last five years.
My role has changed from a service
professional into one of management.
My responsibilities extend to
overseeing company operations,
developing and managing marketing
and sales teams, and developing the
first online accounting service platform
in China. I created PAAT and want to
grow it into a 130-employee company
within six years.
The reason I enjoy this work is
because PAAT might have the best
chance to change the accounting
outsourcing service industry in China,
and I am making this happen step
by step. However, if I’d been able to
develop an accounting outsourcing
business in a Big Four firm at that
time, I would not have set up PAAT.
My average day is a busy one. It involves
checking all emails and assigning work,
catching up with various managers and
attending client meetings, conducting
walk-arounds and providing on-site
assistance to sales and service teams.
My inbox gets filled up pretty quickly
– I’d say dealing with emails takes

up an alarming chunk
of most professionals’
days. Mine is daily filled
with correspondence for
important sales leads,
client complaints and
follow-ups, and progress
reports from various
departments.
My biggest challenges
are also my biggest
priorities – developing
new clients and financing the
business. I am able to foresee the
developments and trends in our
industry for the next two or three
years. This makes us able to adapt
our strategy in accordance with this
change, allowing us to be flexible
and in tune with client needs. This,
I believe, will finally lead to the growth
and success of PAAT.
I wouldn’t say I’m particularly
influenced or even inspired by any one
person and there’s no specific reason
for this. I read a lot and talk with a lot
of people, taking ideas and inspiration
from a great many sources. I then try
to integrate all the knowledge and
experience I pick up along the way into
my approach and thinking.
I imagine this might be what a lot of
people say, but the thing I couldn’t
live without is the internet. It will be
the future for my company and also
for my future.
My priorities for the year revolve
around pushing our online accounting
service model to completion and
securing sufficient funds to support
our ambitious two-year growth plan.
So there’s still plenty to do in an already
busy schedule, but I’m definitely looking
forward to the future. ■

SNAPSHOT:
INTERNAL AUDIT
Internal audit is about
evaluating and improving
the effectiveness of risk
management, control and
governance processes of an
organisation.
The main skills required
to become an effective
internal auditor include good
communication, leadership
and relationship building, as
well as technical ability and,
above all, attention to detail
and integrity.
Simon Wright, operations
director at CareersinAudit.
com, says: ‘Globally, internal
auditors in 2015 will be
in high demand to ensure
the organisational risk
and compliance rules of
companies are adhered to.
They will be charged with the
task of picking up on any
inadequacies or shortfalls.
‘The US in particular
is likely to bring in further
regulation acts to control
financial crime and, as in
2002 with Sarbanes-Oxley
following the Enron debacle,
more audit regulations can
be expected to ensure that
there are no more banking
and sub-prime crises for a
very long time.’

51%

Last year’s Global fraud report
from Kroll showed that,
51% of the time, fraud was
exposed by an internal audit;
external audit played a role
10% of the time.
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The future is bright
In an occasional series looking at the working life of ACCA members inside big-name
firms, we meet two finance professionals at PKF in Eastern Africa

PKF in Eastern Africa

basics

On a memorable day in the first
week of July in 1999, two young men
entered employment at PKF Kenya for
the first time to move forward their
career ambitions in accountancy. They
had never met before, yet over the next
15 years they went from co-workers
and colleagues to becoming close
friends and audit partners and today,
as much more experienced and older
men, they still work at the firm closely
with each other in Nairobi, Kenya’s
capital city.
Ritesh Mirchandani FCCA and Asif
Chaudhry FCCA are in the financial hub
of East and Central Africa, reaching
towards a bright future with PKF.
Chaudhry arrived on 1 July 1999
and Mirchandani got there a week later
on 7 July 1999 – a day that is marked
in Kenya’s history as ‘Saba Saba Day’,
in memory of the day in 1990 when
public protests heralded the birth of
multi-party politics in Kenya.

*
*
*
*
*
*
*
*

7 offices in Kenya, Uganda and Rwanda
Associate office in Tanzania
Upcoming offices in Burundi, South Sudan, Somaliland and
Zambia
Aspirations to expand further into Africa
25 partners and directors
Nearly 650 staff
Started in 1964 – 50 years in professional practice
Currently serving the largest portfolio of audit clients
in the region, ranging from: listed entities, large private
manufacturing and trading, financial services, nongovernmental organisations, multinationals, real estate,
horticultural and floriculture

▌▌▌’One can walk into anyone’s office at
any level and ask any question and feel
comfortable they will not be turned away’
‘In the beginning, we carried out
all our work manually and only had
two desktop computers, a dot matrix
printer and used the Lotus 123 – the
world’s first spreadsheet package,’
Mirchandani recalls.
Today PKF, including its associates,
operate a fully computerised audit
process with eight offices, including
associates and close to 650 people, up
from fewer than 100 people 15 years
ago. Every auditor has a
laptop armed with tailored audit
software and the number of service
offerings has significantly increased
beyond traditional audit and tax
compliance to include specialised
tax consultancy, corporate finance,
transaction advisory, consulting, public
sector advisory, human resource
consulting etc.

Accounting and Business

If you step into the offices of PKF
in Nairobi, you’ll notice how spacious
the building is and how strategically it
is placed in a growing suburb of one
of Africa’s, indeed one of the world’s,
fastest-growing property markets.
Custom designed by PKF for its own
use, it serves as headquarters for a
rapidly growing regional firm that has
always believed in customising its own
property – as a deliberate strategy. A
similar facility is in place in Kampala,
Uganda and there are plans for one in
Mombasa in the near future.

World-class space
Chaudhry points out that this strategy
always made sense. ‘With the staff
numbers we already have, and the
swift pace of growth we continue to
experience, it makes sense to invest

in the world-class space that our
staff needs to be most effective and
efficient.’ Mirchandani has the numbers
at the top of his mind: ‘In 2011 when
we first moved into this building, we
had 160 staff to cater for and today we
have 380 in this office alone.’
Chaudhry points to the team first
and foremost as the most important
aspect of the firm. ‘People with
common ideas, thoughts and objectives
make this partnership a really strong
one. On both the day I joined and the
day I started conversations to move
back to Kenya, I always focused on the
team. People here gel at a deep level
first, being able to access and discuss
matters with each other, whatever their
individual position in the firm. Though
technical and marketing abilities
are important, they come after this
primary connection.’
Chaudhry has had a career with two
firms. After working at PKF until 2005
he moved to the UK where, working
with Deloitte, he fitted in comfortably in
the global financial capital of London
working on various assignments
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across the world, including FTSE 50
companies and those on the New York
and Tokyo stock exchanges.
He returned to Kenya and PKF
armed with a wealth of global
experience. ‘I left Kenya because
I wanted to complete my MBA
programme and gain wider exposure
early in my career, and it was a
wonderful adventure. When I returned
I wanted a feeling of home, and that
is what I always had with PKF. That is
the essential character of this firm and
that is why I came back here.’
Mirchandani was there to receive
Chaudhry when he returned to Kenya
and agrees that this has always been
the best aspect of the firm. ‘The people
always come before the numbers.
Relationships are fostered at all levels
through an open-door policy mirrored
by an open-plan office. One can walk
into anyone’s office at any level and ask
any question and feel comfortable that
they will not be turned away. This really
is the secret of our success – our team
is strong and integrated.’

Perfect climate

▲ team spirit

Ritesh Mirchandani (left) and Asif Chaudhry

Chaudhry enjoys the fact that he does
not have to carry his winter coat here!
‘The weather in Kenya is absolutely
heavenly. Apart from a few weeks when
it is as cold as a nice day in London or
a warm day in Canada, the weather in
East Africa is just perfect.’
‘Certainly that is true,’ Mirchandani
concurs. He hasn’t been back to
his native India during the summer
months since he started working.
Indian summers are legendary for their
extreme heat.
The two men are comfortable
in their space and clearly work
well together. Mirchandani is now
completely Kenyan and, as Chaudhry
jokes, perhaps more Kenyan than he is.
His family left Kenya in the 1970s for
India and the UK, but then he returned
to explore and stayed.
Both men are married to Kenyans
and have started families and built up
deep-rooted relationships here. ‘With
all the positive qualities Kenya has to
offer, I would never go anywhere else
really,’ Mirchandani says.
Both find the environment in
East Africa to be as sophisticated as
anywhere in terms of the business
environment and professionalism,
insisting Nairobi has all the financial

»

Accounting and Business

practice | Inside PKF Kenya

Alnoor Amlani FCCA, independent
financial management consultant and
writer based in East Africa
For more information:

www.pkfea.com
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▌▌▌‘The new international investors are
quickly learning what the traditional
investors have been aware of for a long
time. The fact is that the average Kenyan
person is humble and hard-working and
this goes a long way with investors’
RITESH
MIRCHANDANI FCCA

ASIF CHAUDHRY
FCCA

1978

1979

Year of birth

Year of birth

16

8

Years with PKF

18

Total experience

3

Number of professional
qualifications – CPA
(Kenya), CPA (Uganda)
and FCCA (UK). Also
holds a BCom degree

Years with PKF

cv

sophistication you would expect, yet
with a strong thread of culture and
personal relationships.
To appreciate the level of financial
sophistication, we only need to
consider the shift from local to
international accounting standards.
‘In 1999, the Kenyan accounting
profession went from operating under
16 Kenyan accounting standards to
29 International Financial Reporting
Standards (IFRS) within a year without
any debate and discussion. In the UK,
it took six years to make the switch
from the UK accounting standards to
IFRS, and then only for a selected set
of listed companies,’ says Chaudhry.
As international interest in
Africa increases, both men believe
the future is bright. ‘We’re seeing
increasing interest from the East
and, in particular, Indian and
Chinese companies who are investing
here alongside traditional Western
organisations. Some of these investors
are interested in the oil and mining
sector, but many are investing
in unrelated areas driven by the
significant growth in the African middle
class. They also often offer third-world
solutions that Western companies
do not, and seem to understand the
culture here better. We’ve had five
enquiries in the last week from Indian
companies interested in launching into
Africa,’ Chaudhry says.
‘These companies often consider
Nairobi as a suitable headquarters and
launch-pad for their business in Africa.
Increasingly, Nairobi is becoming a
financial hub for investors. It has the
sophistication and lifestyle options
that these people are familiar with and
the human resources that they would
inevitably require for their plans,’
says Mirchandani.
‘The new international investors are
quickly learning what the traditional
investors have been aware of for a
long time. The fact is that the average
Kenyan person is humble and hardworking and this goes a long way with
investors,’ Chaudhry points out. ■
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The view from

‘

HAVING A PILOT’S LICENCE MEANS I HAVE
DEVELOPED A KEEN SENSE OF MINIMISING RISK’
ˇ ˇ
CATALIN
IORGULESCU FCCA, MD, WNS (ROMANIA),
AND BOARD MEMBER OF ABSL ROMANIA
Romania’s business
process management
(BPM) market has solid
foundations and enormous
potential. Multinational
organisations have been
relocating operational
and support services
here for years. Romanian
companies are also
exploring and choosing
outsourcing options
to help them manage resources
more efficiently and achieve growth
objectives. Romania is increasingly
competitive on price too, especially
as Central and Eastern European
countries where BPM and shared
service centres (SSC) were established
earlier – such as Poland, Hungary and
the Czech Republic – are becoming
significantly more expensive. We’re
considered a low-risk, businessfriendly destination, due to NATO
and EU membership.
Nearshoring is the way forward for
Europe. More organisations have been
migrating eastwards; some shifting
operations from elsewhere, others
outsourcing for the first time. They
typically seek reliable services backed
up by adequately skilled and scalable
talent availability, robust technologies
and integrated transition support.
Customer portfolios reflect the
growing diversity of Romania’s
economy – services like media,
financial and travel, through to
manufacturing, engineering and
utilities. A key characteristic is a
preparedness to contract out value-add
functions that 10 or even five years
ago many kept in-house. Today,
alongside accounting, customer
services and IT, companies might
outsource research, analytics and
supply chain activities.

Romania has a highly
educated, multilingual
talent pool. Because
Romanian is a Latin
language, people can
typically acquire a working
knowledge of related
languages like French,
Spanish or Italian with
ease. The population
also includes Hungarianspeaking and Germanspeaking minorities. All these aspects
generate scalability: organisations
can easily bolt on new elements of
business processing and shared
service provision as soon as they
anticipate the need.
WNS is a co-founder and active
member of the Association of
Business Service Leaders (ABSL). The
growth of Romania’s BPM, SSC and
professional services sectors made a
strong collective voice imperative for
liaising with industry, government,
regulators and education providers.
We also cooperate amongst ourselves
to develop the sector, promote high
standards and share intelligence.
My accountancy training has been
invaluable throughout my career.
I’ve held senior management roles in
consulting, advertising and real estate.
I’ve always been intrigued by financial
indicators in business, and how
they give you an edge when focusing
on maximising performance and
minimising exposure to risk.
I’m guessing I’m one of the few ACCA
members who has a pilot’s licence.
I started flying lessons while I was
still at school; that’s probably where
I began to develop a keen sense of
minimising and managing risk. There’s
little room for mistakes up there. ■

SNAPSHOT:
RETAIL INDUSTRY
Having all doubtless shopped
until we almost dropped
over the holiday season,
whether it was virtually or
in shopping malls, it wasn’t
hard to see that the retail
industry is a force to be
reckoned with. It is becoming
more complex and changing
at an ever increasing speed.
Shifting demographics,
technological advances,
household downsizing and
more educated consumers
all underpin an industry that
must analyse and quickly
adjust to the changing needs
of customers.
With the challenges and
opportunities presented to
those both within and outside
the e-commerce space, this
looks set to be a key driver
for the industry through
2015 and beyond. According
to the Centre for Retail
Research, e-commerce is
the fastest growing retail
market in Europe.
Finance professionals
need to work with the
retail industry and advise on
issues such as sustainability
and the environment,
operational efficiency,
market entry and expansion,
retail format strategies and
consumer trends.
US$306BN

Online sales in the US reached
US$306bn (€246.1 bn) in
2014, according to Centre for
Retail Research data.
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Keeping the workplace clear of phish
While organisations must identify and guard against weaknesses in their systems,
staff have a major role to play in the battle against cybercrime, says Seth Berman

Cybercrime is on the rise and as
criminals become increasingly
successful and targeted in their
approach, it is time to recognise that
IT alone cannot solve this problem.
Fuelled by the prospect of unfettered
access to high-value information, such
as customer records, financial data
and competitive intelligence, recent
attacks have shown a greater degree
of sophistication and ability to cause
significant financial and reputation
damage. Senior management and
boards face painful and expensive
choices when allocating budgets for IT
security as organisations step up their
focus on countering such threats.
One common thread throughout
some of the recent high-profile
incidents across retail, banking and
healthcare is that the perpetrators
maintained access for weeks or months
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before the penetration was discovered.
Hackers are increasingly playing the
long game after having successfully
identified a network’s weak point –
whether through phishing attacks
designed to get an unsuspecting
user to click on a link in a bogus
email, or by accessing a third-party’s
connected system.
Realistically, not all hacks can or will
be prevented, but much can be done to
lower the risk of hacking and mitigate
the consequences of a successful
attack. In short, organisations must
take steps to identify and address their
key weaknesses.
The process should start with a
comprehensive security assessment
conducted by an external third party.
A security assessment is an in-depth
review of the company’s risk profile
based on the specifics of how it does

business, how its network operates and
what sort of information the company
holds. The scope of this assessment is
much wider than a traditional IT audit.
The primary focus of a conventional
IT audit is to ensure that the company
meets a certain predefined security
standard. But relying on an IT audit
alone amounts to ‘checklist syndrome’,
which could see the security strategy
fail to address the real-life business
risks, even though the demands of the
security standard were met on paper.
While standards are important, it
is notable that almost every one of
the high-profile breaches in the recent
past occurred after the corporates had
passed their IT audit and been certified
as compliant with the relevant security
standard. By contrast, a company’s
security assessment will allow
management to judge a company’s
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central risk profile and take steps to
reduce that risk.
One of the risk factors a security
assessment will explore is the extent to
which security is seen as a companywide priority. Simply put, IT security
cannot be the exclusive domain of the
IT team. Everyone involved in using
the IT systems has a crucial and often
overlooked role to play. Organisations
should aim to foster an environment
where users are alert to what a threat
may look like and know how to respond
and who to get in touch with to report
any concerns – without fear of reprisal.
Too many organisations impose IT
policies from the top, without really
setting out why a particular policy is
being implemented. Whether relating
to the use of personal web-based
accounts or cloud storage services,
most users see these policies as
irritating and rarely understand the
connection between the new policy and
any real security weakness.
This process is fundamentally
flawed, as users need to understand
the rationale behind IT policies. Only if
individuals understand why restrictions
have been introduced will they avoid
bypassing or undermining these
rules and, inadvertently, creating new
vulnerabilities in the process.
Education is not only useful to
ensure compliance with security
standards, it is also critical that
users do not become the weak link
in the security chain. Hackers have
become very adept at manipulating
people, by eliciting information that
may ultimately secure access to
sensitive corporate systems. By using
company websites and social networks
to research a few individuals within
a company, hackers can swiftly find
information that can form the basis of
a sophisticated ‘spear phishing’ attack.
Publicly available information about
an individual’s interests, activities and
friends allows the attacker to send
a personalised email that the target
is likely to trust, which in turn lures
them into clicking on a link or open a
document that triggers malware.
Individuals must be taught to be
vigilant about such email attacks,
which will make it more difficult for
attackers to catch someone unaware.
However, this is not the end of the
process. Users also need to understand
what to do if they suspect a problem
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CARELESS TALK
Careless executives or disgruntled employees represent a significant
risk to the cyber security, according to a poll of US companies. The
Stroz Friedberg On the Pulse: Information Security Risk in American
Business survey found that a key challenge for companies is to strengthen
cyber security from within, with 87% of senior managers regularly
using personal email or cloud accounts to work remotely, placing such
information at a much greater risk of being breached. The survey also
found that more than half (58%) of senior management reported having
accidentally sent the wrong person sensitive information, compared to
just one quarter of workers overall.
Other findings included:
Fifty-one per cent of senior management and 37% of mid-level
management admit to taking job-related emails, files or materials with
them when they have left past employers. Only one-fifth of lower-ranking
employees have done so.
Less than half (45%) of senior management acknowledge that the
C-suite and senior leadership themselves are responsible for protecting
their companies against cyber-attacks.
Only 35% of respondents reported receiving regular training and
communications on mobile device security from their employers.

*
*
*

after they click on a suspicious link or
open a mysterious file. If something
unusual happens – if a computer
freezes, for example – users should be
made aware that the best response
is not just to reboot their computer
and carry on as usual, but to call the
individual or team responsible for IT
security and report their concerns.
Crucially, they must not be afraid to
say, ‘I think it might be because I
clicked on something’.

Subscription virus
In one case, a manager received a
phishing email purporting to be from
a professional publication. In fact, the
day after subscribing to the magazine
she received an email, supposedly
from the magazine, referring to
her earlier subscription request. It
turned out that the email contained a
virus. Somebody had hacked into the
magazine’s database and was using
that information to send phishing
emails that were entirely plausible,
as the individuals targeted had just
subscribed to that magazine.
This particular user was well
informed about the risk from phishing.

Despite its initial plausibility, when
she read the email and opened the
attached document that did not look
like it would come from the claimed
sender, she realised that this was not
something that should be just deleted
and forgotten, but reported. As a
result, IT staff successfully contained
the virus. A less savvy user may have
inadvertently let the virus spread.
With increasing ingenuity and
persistence, cyber criminals are
stepping up their attacks on companies,
in their quest to steal information
that can be monetised. Such attacks
are costly to protect against and
respond to, and the consequences of a
successful attack can be devastating –
not only for the company, but for senior
management too. While no budget can
ever guarantee immunity, executives
must put in place an appropriate
framework to minimise such risks,
backed by an ongoing commitment
to ensuring all staff understand their
role in safeguarding the integrity of
corporate systems. ■
Seth Berman is executive managing
director of Stroz Friedberg
For more information:

Read On the Pulse: Information Security Risk in
American Business at http://tinyurl.com/m4b69g8
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BALANCING ACT

Good corporate governance balances rules and flexibility, says KPMG’s Irving Low, but
as research by ACCA and KPMG shows, behavioural aspects are too often neglected

C

orporate governance is a matter
of balancing the need for
enforcement with the need
for flexibility, as a 14-month
collaborative research study by
ACCA and KPMG found. But at the
same time, the most important aspects
of good CG – the behavioural aspects
pertaining to areas such as communication,
evaluation and risk governance – are often
less well defined, making them difficult to
articulate, let alone enforce.
The study, Balancing rules and
flexibility, examined corporate
governance requirements across
25 markets and turned up several
interesting results, says Irving
Low, head of risk consulting for
KPMG in Singapore.
‘One of the most interesting
findings is that emerging markets
scored very highly for the clarity and
completeness of their CG frameworks,’
he says. ‘India, Russia, Brazil: does
it seem counter-intuitive? In fact, on
closer examination you will see that these
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markets have recently revised their corporate
governance frameworks. On paper, they have
all the right rules and requirements, but
whether they have yet implemented these
requirements is another matter.’
The study ranked India’s CG framework on a par
with Australia’s, and Russia’s level with Hong Kong’s.
Low, who presented the findings
internationally in November 2014, points out
that similar discrepancies can be found in
developed markets. But while issues with
emerging markets may be attributed to
implementation or enforcement, problems
in developed markets are more usually related
to human behaviour. For example, the US has
a relatively mature corporate governance
framework and placed second among the
markets studied, but has seen multiple
corporate scandals over the years.
‘This is a people-related issue,’ he
says. ‘What makes the world go round
is how we behave, and that’s not
very well covered in most corporate
governance frameworks.’

Rigour vs flexibility
Additional rigour in CG frameworks might
seem to be an obvious way of preventing
corporate scandals. It is easy to assume
that raising the number of requirements
and making them mandatory should
compensate for human inclinations to
behave badly. But Low is skeptical of
this easy way out.
‘A corporate governance
framework should not simply focus
on having more requirements,’ he
says. ‘It should attempt to achieve a
balance between rules and flexibility.’
The entire point of having rules,
he says, is to safeguard the interests of
stakeholders and, to this end, the rules in
a corporate governance framework should
be more purposeful and decided. But at the
same time, the framework must allow for some
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flexibility, taking into consideration that different companies
will face different circumstances. If companies are subject
to too many prescriptive requirements, doing business will
become very difficult for them and a ‘compliance culture’
of doing the bare minimum may result. Too little
enforcement, on the other hand, may lead to
companies simply ignoring the guidelines.
‘Why have rules if they are not mandatory?’
asks Low rhetorically. ‘For the same reason we
have speed limits.’
According to his observations, many
jurisdictions, Singapore among them, adopt
a balanced approach whereby they extract the
most important of the requirements and make
these mandatory by adding them to the
listing rules. Such codified requirements are
typically those that safeguard stakeholder
and shareholder interest. The rest of the
framework is voluntary, on a ‘comply or
explain’ basis.
Singapore’s Code of Corporate
Governance, for example, contains
provisions to indicate that the requirements
are guidelines and principles rather than
codifications. Some companies, says Low, have
chosen not to comply with requirements
such as those related to remuneration,
and have indicated so in their financial
statements, which is an acceptable form
of non-compliance.
‘On the other hand, if a big company
doesn’t comply with some very basic
requirements such as internal controls,
that would be too glaring for stakeholders
and shareholders to accept,’ he notes.
It is possible, he adds, to determine how
effective an individual market’s corporate
governance framework is by examining how the
framework and its implementation correlate
to market performance. This particular
study, however, did not examine
levels of compliance with corporate
governance frameworks or outcomes
for companies.
The study found that behavioural
CG requirements such as risk
governance and stakeholder
engagement were typically less well
defined. In comparison, well-known
structural CG requirements such
as the remuneration committee and
director independence were usually well
set out. Yet these behavioural requirements
have been identified as critical for improving
CG adequacy and effectiveness.
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Again, the obvious answer might seem to be enhancing
the CG framework. But in this particular area, Low cautions
against focusing too much on CG frameworks, simply
because there is a limit to what a CG framework can do.
‘There is no silver bullet; no governance framework is
100% foolproof. The real question is, how can we
incentivise good behaviour?’ he asks.
One natural check on bad behaviour, he
suggests, may be companies’ own need to survive
in the long term. To sustain their operations
beyond a year, they will need a sound business
model and corporate governance structure, and
they will need to adhere to both.
‘Consider what happened to Lehman Brothers,’
he says. ‘They had good policies and structures,
but management decided to override policies,
such as taking more risks than they could
absorb or accept, and that was when the
problem began.’
Unfortunately, he adds, there is not much
that regulators and policymakers can do to
pre-empt such behaviour within individual
companies. ‘Greed, ill intention and motivations
cannot be governed at a local or national level.
Such things have to be left to the companies
themselves to handle,’ he says.

Singapore’s CG performance
As far as CG frameworks are concerned,
Singapore, says Low, is currently at a
‘sweet spot’. The ACCA-KPMG study
found that Singapore leads the Asian
region in the clarity and completeness
of its CG framework, although there are
still areas requiring improvement; most
notably in behavioural aspects, such as
board diversity, performance evaluation and
stakeholder engagement and communication.
This good performance does come with
considerations, one issue being the burden
of compliance. Singapore’s CG code has
been reviewed twice so far, in 2003
and 2012, and companies have raised
concerns about the latest revision.
‘I am aware that some companies
feel our framework is quite
onerous,’ Low says. ‘However, I
believe that it can be implemented
in a straightforward way. Since
our framework is principles-based,
companies can simply adopt what is
relevant to them. For now, all we need
to do is pause, let the market digest
the framework and let it manifest itself in
companies’ behaviour and outcomes.’

»
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Considerations for Singapore
Singapore’s CG framework performs well in the
areas of assurance, audit committee and financial
integrity, disclosures, and risk governance.
However, like many other markets, Singapore falls
short on the behavioural aspects. In these areas,
Singapore may be able to draw examples from the
best practices of other markets. These include:

Stewardship Code, as in the UK
* The
Broader definitions of diversity, as in the UK
* Measurable diversity objectives, as in Australia
* Regular external reviews for larger companies, as in the UK
* Increasing disclosures to stakeholders, as in Malaysia
* Mandating CSR reporting and/or encouraging more
* integrated reporting.

In any case, he adds, Singapore is still in quite a tenable
position: ‘Compared to some other markets, we have seen
very few cases of class action against companies.It may
be a matter of culture: our society is not as litigious as, for
example, the US. And I don’t think we want that level of
litigiousness – what we want is for people to do the right
thing because they want to, rather than because the rules
say they have to do it.’

Leading position
Singapore also stands in a good position to lead the region
in achieving CG parity, which will be significant in light of
upcoming regional integration.
‘As we embark on the ASEAN Economic Community
in 2015, it will be important to have some consistency
in corporate governance between jurisdictions. In this
area, I believe that the ASEAN countries should be able
to achieve parity comparable to the European Union. As
long as companies are willing to subscribe to a broad set
of corporate governance requirements, there should be a
general understanding across borders,’ says Low.
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At the same time, he adds, changes to the CG framework
of any country should be undertaken with an eye to context.
Historically, major changes in CG frameworks, including
the OECD principles themselves, have been sparked off
by various financial crises and corporate or even industry
collapses. But Low favours a combination of proactive
thinking and moderation.
‘We certainly shouldn’t wait for disasters to happen before
we take action. But we must bear in mind that not all countries
are at the same rate of maturity,’ he points out. ‘Revisions are
normally done incrementally to accommodate the individual
economy and, if policymakers are forward thinking, they will
proactively take lessons from other jurisdictions to up their
game in terms of transparency and accountability.’ ■
Mint Kang, journalist
For more information:

You can download the Balancing rules and flexibility
report at tinyurl.com/kpmg-flexibility

india | insight

33

clean sweep

Five years after pulling the plug at the 11th hour on its first bid to adopt IFRS, the
transformative benefits of the global standards have drawn India back for another try

A

ccountants in India are once again preparing to adopt
International Financial Reporting Standards (IFRS)
after an announcement by the new government
under prime minister Narendra Modi. However,
major corporations and their accountants remain wary,
having wasted resources five years ago when the previous
government abandoned similar plans at the last moment.
Harinderjit Singh, senior partner at the India branch
of PwC, says: ‘Last time, we got a lot of assignments to
prepare companies for IFRS, but then all the dates flipped.
Today, clients have become very sceptical and are waiting
for some concrete dates.’
When presenting the national budget in July, India’s
finance minister, Arun Jaitley, proposed the mandatory
adoption of IFRS from April 2016 for listed and large private
companies. ‘There is an urgent need to converge the current
Indian accounting standards with IFRS,’ he said. Companies
can start reporting with IFRS from 2015/16 if they choose,
but IFRS will be required for the 2016/17 fiscal year. However,
the policy has not become law yet, and it is not immediately
clear when it will be implemented. A similar promise was
made by former prime minister Manmohan Singh during
the G20 summit in 2009; he announced that India would
adopt IFRS from April 2011, but just two months before the
deadline the government deferred implementation indefinitely.
Lack of clarity on the tax implications was given as the
main reason for the delay, along with protests from industry
and businesses worried they would not be ready in time for the
deadline. Amarjit Chopra, former president of the Institute of
Chartered Accountants of India (ICAI) and former chairman of
its IFRS implementation committee, says: ‘The obstacles were
raised by industry at the last moment because it feared many
tax issues. When we did everything on Earth possible to see
that it went through, the government backed out.’ Highlighting
the fears of corporate boards, he says: ‘The moment you go
into fair valuation, your income will be taxed. But it is not clear
that, if you have fair-value losses, whether the government
would allow them [to be considered for taxation].’
What’s more, according to Sanjeev Singhal, member
of the Accounting Standards Board of the ICAI and
vice president of finance at Jubilant Life Sciences, the
government was informed that tax revenue would fall as a
result of IFRS. One consequence of this is that new rules
have been floated for calculating Indian taxes, operating
in parallel with the requirement to produce IFRS accounts,

▲ paving way for change

Although the adoption of IFRS in India has yet to become law,
companies are starting to plan how they will make the switch

says Singhal. ‘Now they are coming out with [separate] tax
accounting standards, which is opposed by industry forums
and accounting regulators,’ he says. Clearly this would
increase complexity and add to the transitional cost of IFRS
adoption, although some experts do not consider it a big
issue. ‘The initial cost of consolidation and shifting from one
standard to another will be there, but it is not going to be
too costly in the subsequent periods,’ says Chopra.
In the meantime, companies will have to get used to their
balance sheets looking different, says Mohammed Sajid
Khan, head of international development at ACCA. ‘They
may appear to show better or worse performances.’

»
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According to Singhal, the challenges of IFRS adoption are
huge, particularly given the uncertainties. ‘Companies have to
figure out ways to communicate with their investors and other
external stakeholders,’ he says, adding: ‘If a company has a
wage agreement with the labour union where part of wages
is dependent on profits, and the definition of profit itself
undergoes a change, how will they convince the workers?’
Indeed, the fear of the unknown is worrying clients of
accountancy firms. ‘The first-time impact could be dramatic
and therefore there is a fear,’ says Deloitte India chairman
PR Ramesh. He says that IFRS represents a paradigm
shift in Indian accounting and that corporate executives,
investors and accountants need to be educated, and regulator
mechanisms fine-tuned in the lead-up to adoption.
According to Khan, there may be some restatements, new
accounting to learn and even new data systems to be adopted
given that IFRS can be hard to apply. The government has
already provided for 10 national carve-outs from IFRS. They
include the treatment of foreign exchange rate differences, the
definition of financial liability and post-employment benefit
obligations. ‘These carve-outs have been made to fill up the
gap/differences in application of [IFRS-linked] accounting

Red carpet, not red tape
Bharatiya Janata Party leader Narendra Modi
came to power following the April-May 2014
general election. He promised to kickstart
India’s slowing economy and was elected on
a pro-business ticket. He has already pledged
bank accounts for the whole population and has
promised to cut red tape. He plans to turn India
into a global manufacturing hub.

principles, practices and economic conditions prevailing in
India,’ explains India’s ministry of corporate affairs.
The IFRS implementation process also requires further
refinement. ‘The ICAI has to repost certain [IFRS-linked]
standards [issued before 2011] with some limited revisions,’
Singh says, given that IFRS has changed since India last
attempted adoption. The ICAI was working hard to produce
drafts by December (as Accounting and Business went to
press), as companies need time to understand the standards
in detail before they are applied, Singh explains. ‘If they don’t
come out with the standards by December, then even the new
2016 deadline would become dicey.’
The government has taken a cautious approach by
planning a phased rollout. Initially, only listed companies and
those with a net worth of more than INR5bn (US$82m) are
required to adopt IFRS. That will affect only a few thousand
companies, says Singhal, and since many are also listed on
foreign stock exchanges, they will already be maintaining
multiple sets of accounts, quite possibly including IFRS
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books. Banks and insurance companies are exempt from the
first phase. Meanwhile, says Chopra, the human resources
needed are in place. ‘In 2011 more than 45,000 professional
accountants had attended IFRS programmes. By now 80,000
to 90,000 accountants will have attended them.’

Tried and trusted
Even with the best IFRS training, though, experience is crucial
and major accountancy firms will have an edge from their
IFRS work in other countries. ‘Due to initial complexity and a
transition impact, there will be more work for us, but that will
be so only in the transitional phase,’ says Deloitte’s Ramesh.
With the Indian economy growing under a pro-industry
government that wants more foreign direct investment, the
impact of IFRS adoption gains special significance. ‘Investors
who are looking on an international basis will benefit from
greater transparency and comparability, less volatility and,
consequently, less risk,’ says Khan.
What’s more, Ramesh says that Indian accounting is
seen as backward, and that IFRS will force it to meet global
standards, potentially reducing borrowing costs. ‘There is
a perception that IFRS financial statements are not just
high-quality but also more
transparent in terms of
performance,’ he says.
‘Therefore, the credibility
attached to the reporting
and the performance of a
company goes up.’
According to Khan, an
ACCA study concluded that
the UK’s move to IFRS in
2005 reduced the cost of
capital for listed companies
by around 1%.
Adopting IFRS will also
help foreign companies operating in India by relieving them
of having to prepare accounts for local reporting. ‘What they
furnish globally, they will also furnish locally,’ says Ramesh.
Likewise, adds Khan, IFRS will make things easier for Indian
companies with international subsidiaries or seeking to
expand overseas. Indian financial professionals will benefit,
too, as they would develop skills relevant beyond India, he
says. ‘It will enable them to work in different countries, leading
to increased mobility of skilled labour.’
The political situation should ease the transformation,
says Singhal: ‘The mood of the nation is for change, and IFRS
adoption is part of the package for moving towards good
governance.’ Indeed, IFRS adoption should boost India’s global
influence. ‘As one of the world’s fastest-growing economies,
India will have a louder voice on the future direction and
shape of IFRS, enabling the specific needs and issues of its
businesses to be addressed at a global level,’ predicts Khan. ■
Raghavendra Verma, journalist in New Delhi
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THE NARROWER THE GENDER GAP, THE MORE COMPETITIVE THE ECONOMY

The Global Gender Gap Report tracks the strong correlation between a country’s gender gap and national
competitiveness – women account for half of a country’s potential talent base, making their education and
employment crucial to the national skillset. The numbers below refer to countries’ global ranking.

EUROPE

1

1 Iceland
8 Ireland
26 UK

8

ASIA
1
1
PACIFIC
59 Singapore
87 China
8
8 Malaysia
8
107
26
26
26
65

LATIN AMERICA
1
AND
CARIBBEAN
21 Ecuador
31 Argentina
33 Barbados
26
8

1

26

65

113
115

21

21

33

21

33

33

21

65

65

113

33

MIDDLE EAST
AND AFRICA
65 Israel
113 Kuwait
115 UAE

11365

113

1

115

87 113
115

115

87

87

87

SUB-SAHARAN
AFRICA
17 Burundi
18 South Africa
27 Mozambique

87

115

33

17

17

17

17

8

21

26

107

17
59

107

107

59

59

107

59107

59

65

33

31

31

31

31

18

27

18

27

18

27

18

113

27

27

18

87

115

17

21

107

31

18

59

27

31

THE GLOBAL TOP FIVE
1 Iceland
2 Finland
3 Norway
4 Sweden
5 Denmark
WAITING FOR 2095?

THE SURVEY

Based on nine years of survey data, we would have to wait 81
years for gender workplace parity, as there has been only a small
improvement in equality for women in the workplace so far.

The Global Gender Gap Report 2014
benchmarks the national gender gaps of
142 countries according to economic,
political, education and health criteria.
This is the ninth edition of the World
Economic Forum’s index, which allows timeseries analysis on the changing patterns of
gender equality around the world.
You can read the report by going to
tinyurl.com/GGGR2014

HIGH INCOME

UPPER MIDDLE INCOME

LOWER MIDDLE INCOME

LOW INCOME

1 Iceland
2 Finland
3 Norway

18 South Africa
21 Ecuador
22 Bulgaria

6 Nicaragua
9 Philippines
25 Moldova

7 Rwanda
17 Burundi
27 Mozambique

(US$12,616 OR MORE)

(US$4,086–$12,615)

(US$1,036–$4,085)

(US$1,035 OR LESS)

HEALTH AND EDUCATION STREETS AHEAD OF ECONOMIC PARTICIPATION AND POLITICAL EMPOWERMENT

The gender gap is narrowest in terms of health and survival. This gap stands at 96% globally, and 35 countries have closed
the gap entirely. The educational attainment gap is the next narrowest, standing at 94% globally. While the gender gap
for economic participation and opportunity lags stubbornly behind, the gap for political empowerment, the fourth pillar
measured, remains wider still, standing at just 21%, although this area has seen the most improvement since 2006.
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Warren Allen talks of the ‘wonderful opportunity’
integrated reporting represents for the profession

EYE TO THE FUTURE
Integrated thinking and fighting fraud were top of the agenda at the ‘Olympics of the
accountancy profession’ in Rome. We report from the World Congress of Accountants

E

very four years, accountants gather for the World
Congress of Accountants, often dubbed the
‘Olympics of the accountancy profession’. This time
the host city was Rome, to which 4,000 delegates
journeyed from around 140 countries to discuss the big
issues facing the profession.
Just 250km north lies the town of Sansepolcro, where in
1494 Franciscan friar Luca Pacioli published the first ever
book on double-entry bookkeeping, earning him a place in
history as ‘the father of modern accounting’.
The Congress opened on 10 November, exactly 520 years
after Pacioli published his influential tome, adding historical
resonance to its theme ‘Learning from the past: building
the future’. And the future, according to the Congress’s final
flagship debate, is all about integrated thinking.
It was a topic that made its entrance in 2010 at the
last World Congress in Malaysia – the same year as the
International Integrated Reporting Council (IIRC) was
formed. There, as accountants grappled with the difficult new
realities posed by the financial crisis, its chief executive Paul
Druckman stood up to explain what the then little-known
concept of integrated reporting might mean in practice.

ACCOUNTING AND BUSINESS

Japheth Katto FCCA
on fighting fraud

WHAT’S ON THE MIND OF
GLOBAL ACCOUNTANTS?
Watch our World Congress video to hear the views of
leading accountants from around the world on the big
issues and challenges facing the profession.
Visit www.accaglobal.com/ab139
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Ndung’u Gathinji FCCA
receives Sempier Award

AFRICAN ACCOUNTANTS
IN THE SPOTLIGHT
Incoming IFAC president Olivia Kirtley championed
the capacity-building work of the global accountancy
profession, particularly for the benefit of emerging
economies and their populations.
She told delegates of the Memorandum of
Understanding to Strengthen Accountancy and
Improve Collaboration (Mosaic) that IFAC has signed
with key groups in the international donor community.
‘Out of this agreement we have launched the
Mosaic website, which will provide a “marketplace” to
match the developmental needs identified by national
professional accountancy organisations with the
funding interests of potential donors,’ she said. (Read
more in our interview on page 40.)
IFAC also underlined the importance of building
capacity in accountancy skills by awarding this
Congress’s Sempier Award – recognising outstanding
contributions to the accountancy profession – to ACCA
member Ndung’u Gathinji of Kenya.
‘Gathinji’s pioneering efforts to launch the Pan
African Federation of Accountants, Institute of
Certified Public Accountants of Kenya, and the former
Eastern, Central and Southern African Federation
of Accountants have ensured that the value of the
profession has been understood and embraced
in Africa in a way that would have been otherwise
impossible,’ she said.
In a compelling acceptance speech, Gathinji
charted his career from boyhood in colonial Kenya,
his training in the UK and rapid return to Africa, and
the subsequent decades spent developing both his
own career and the accountancy profession, including
the IFAC committees he served on that worked to
increase focus on the need to support the profession
in emerging economies. He thanked many, including
ACCA, naming a number of key staff, such as chief
executive Helen Brand, for the support he had received.
‘Africa is on the rise. If you need convincing, just
look around the hall,’ he said.

Since then it has moved centre-stage, earning top
billing at the 2014 Congress, which was organised by the
International Federation of Accountants (IFAC) working with
Italian accountancy body CNDCEC. Four years on, Druckman
found himself chairing a much better informed debate.
‘Integrated reporting is one of the most wonderful
opportunities this profession has seen in many decades,’
outgoing IFAC president Warren Allen told delegates. He
warned that if the accountancy profession did not grab this
opportunity, ‘there are plenty of others standing in the wings
and they will eat our lunch’.
Allen described the growth of integrated reporting as
‘bottom up’, driven by CFOs and accountancy firms. The
CEO of South Africa’s mining giant Gold Fields and CFOs of
energy giant EnBW in Germany and Itau Unibanco in Brazil,
representing corporate giants from different continents,
joined him on stage to enthusiastically endorse integrated
reporting and the benefits it had brought to their companies.
But, in fact, they gave greater emphasis to its conceptual
sibling, ‘integrated thinking’, fast becoming the buzz-phrase
of corporate finance functions and management.
An integrated report aims to concisely describe how
an organisation’s strategy, governance, performance and
prospects, in the context of its external environment, lead to
the creation of value in the short, medium and long term.
Integrated thinking is less well defined, but broadly
refers to bringing about this value creation in corporate
management action and decision-making. Companies, said
the speakers, have had to rethink their approach to their
strategy and management as society’s expectations of
them have changed, and intangibles such as relationships,
reputation and intellectual capital have come to make up an
increasing proportion of their value.
Thomas Kusterer of EnBW said that social and
ecological issues were becoming much more important to
the economic success of companies and the concept of
integrated thinking was a logical way to deal with them.
Nick Holland of Gold Fields described how increasing
community activism across the world was killing off
many potential mining projects at the planning phase.
‘Soft’ issues, such as communities, governments, trade
unions and environmental concerns, had come to dominate
its risk register. Investors had taken fright and were
abandoning the sector.
A new approach was needed if the company was going
to survive, he said, which involves working more closely with
communities and governments to persuade them of the
benefits of the projects.
He added that this kind of integrated thinking,
communicated by integrated reporting painting an accurate
picture of the company’s total value creation, had led to
investors being attracted back into the business.
Other speakers highlighted the need for accountants to
work with specialists in different areas to produce integrated
reports, yet retain leadership. They also talked about

»
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the need for it to be included in professional training (it is
already part of the ACCA Qualification syllabus) and the
need for increased assurance.

Fighting fraud

Yahoo CFO: ‘Work all hours’
Yahoo CFO Ken Goldman caused a stir when
asked for his tips for career success. ‘Be the first
to get in and the last to leave,’ he recommended.
This followed earlier comments in which he had
defended Yahoo’s headline-making decision last
year to ban home-working on the grounds that
in-office collaboration is important. A regular ‘allhands’ meeting at 4.30pm on Fridays underlined the
company’s stance, he said.
But he didn’t get any backing from his fellow CFOs.
Shell’s Simon Henry expressed disagreement with
the approach, pointing out that what the boss does
other people do too: ‘I try not be to be visible outside
normal working hours,’ he said.

Corporate governance
Corporate governance featured prominently at a
tandem event, the World Congress of Accounting
Educators and Researchers (WCAER).
A new ACCA/KPMG report, Balancing rules and
flexibility, underpinned a discussion featuring a keynote
address of Irving Low, head of risk consulting at KPMG,
and chaired by ACCA’s director of policy Ewan Willars.
The other panellists were: Vincent Tophoff, senior
technical manager of IFAC’s Professional Accountants
in Business Committee; Black Sun’s director of
research and strategy Sallie Pilot; and Sue Milton,
owner of SSM Governance Associates. For more, see
our Irving Low interview (see Contents page).
The initial findings of three research projects on
integrated reporting were presented. The research is
part of a project backed by ACCA, the International
Association for Accounting Education and Research
(IAAER) and the IIRC. WCAER was held by the IAAER
and the University of Florence.
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Integrated reporting was only one of a huge number of
issues covered at the Congress. The most oversubscribed
session was on fighting fraud and corruption, chaired by
ACCA Council member Japheth Katto FCCA, a consultant
and former CEO of the Capital Markets Authority of Uganda.
Corruption, he said, is among the greatest obstacles to
economic and social development and is especially severe
on the poor. ‘Professional accountants are well placed to
lead the fight against fraud and corruption because of their
extensive training and strong perspective on ethics,’ he
said. ‘They are required to show integrity, which could be
summarised as doing the right thing when no one is looking.
‘They are also required to be objective, not allowing bias,
conflict of interest or undue influence of others to override
professional or business judgments.’
Katto, like many delegates, recognised that the realities
of this can be extremely challenging for accountants in
some countries and organisations.
One of his panellists, Caroline Gardner, auditor general
of Scotland, contrasted her own situation when raising
issues of corruption and fraud – she is constitutionally
protected – to accountants in other places for whom doing
so risked putting themselves and their families in danger.
This resonated with many delegates and was the theme
of a number of questions – a typical one being: ‘At what
point do you decide to lose your job in the interests of
the wider community?’
Gardner said that an International Ethics Standards
Board for Accountants (IESBA) taskforce, of which she is
chair, is working on a new code on how accountants should
respond when they encounter a suspected illegal act.
The project had been challenging, she said, reflecting the
complexity of the dilemmas that accountants face every day.
Dr Yugui Chen, vice president and secretary general
of the Chinese Institute of Certified Public Accountants,
highlighted one of these dilemmas – the balance between
the principle of client confidentiality and the public interest.
Jim Osayande Obazee, executive secretary of Nigeria’s
Financial Reporting Council, emphasised the need for
factors such as solid legal foundations, freedom of the press
and good corporate governance to be in place if accountants
were to be effective in exposing fraud and corruption.
Bringing transparency to the public sector was
another big theme of the Congress. Pamela Monroe Ellis
FCCA, auditor general of Jamaica, chaired a session on
accounting for not-for-profit organisations, while former
IFAC chief executive Ian Ball called for accrual accounting
in government, now increasingly being put into action, to be
extended to budgeting as well.
Smaller businesses and practices were not neglected.
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Nina Tan FCCA addresses the
issue of understanding data

Former ACCA president Mark Gold, chairman of the
small and medium-sized practice (SMP) committee of
the Federation of European Accountants and a partner
with London firm Silver Levene, chaired a session on the
internationalisation of SMPs.
The international activity of small and medium-sized
enterprises (SMEs), he argued, is substantial but much
underestimated, providing a huge opportunity for the SMPs
that advise them. And the practitioner’s skillset is more
transferrable than many think.
‘The most ambitious practitioners can ride on the coattails of successful clients to explore new markets, create
partnerships abroad and expand their practices. In many
parts of the world, especially South-East Asia, this practice
is actively encouraged by policymakers,’ he said.
Other SMP issues discussed included digitisation and
technology, and the move from hourly billing to value billing.
The pros and cons of specialisation were also debated.

Audit thresholds
The Congress also looked at the impact on SMPs of rising
audit thresholds in many parts of the world – the subject
of a session chaired by ACCA’s external affairs director
Sue Almond. ‘Regulators are raising audit thresholds and
exempting many SMEs from audit requirements. As a
result, there is a growing demand for other services, such
as reviews, to provide both the SME owner and financial
statement users with some assurance on the reported
numbers,’ she said.
Her panellists shared experiences on the impact of rising
audit thresholds, revealing varied experiences. For some it
had led to a reduction in work for SMPs. But Stuart Black,
who recently retired from Chapman Eastway, a practice in
Australia, and was made a Member of the Order of Australia
in 2012 for his services to the accountancy profession, said
the impact on practice profitability had been limited. This
is because most companies still chose to prepare financial
statements, even if they weren’t audited, and also enabled
accountants to offer value-added services where they were
previously barred from doing so by independence rules.
Financial reporting was also debated, with International
Accounting Standards Board chairman Hans Hoogervorst
taking to the stage in a debate on convergence, which
inevitably focused on the US’s refusal to adopt International
Financial Reporting Standards (IFRS).
This issue was picked up by the director general of the
Italian Treasury, Vincenzo La Via. ‘We have to acknowledge
that the progress on international convergence in accounting
standards has fallen short of original targets, primarily due
to the still relatively significant distance existing between
the GAAPs adopted in the United States and IFRS,’ he told
delegates. However, he was careful to add that the standards
themselves were of high quality. ■
Chris Quick, ACCA’s head of publishing

the cfo data challenge
The explosion in the volume of data in an increasingly
digitised world has many advantages, but its sheer
volume raises big challenges, said CFOs.
The key to dealing with this ‘fog of data’, advised
British Telecom CFO Tony Chanmugan, is to fine-tune
what you need. ‘What is the problem you are trying
to solve? You have to understand the data and use it
forensically,’ he said.
On the issue of diversity, Shell CFO Simon Henry
said while it was important, it was useless without
inclusivity. Good-quality people and using them
properly was the key to differentiating yourself from
competitors, he said.
A session on ‘Digital Darwinism’, chaired by ACCA
head of futures Faye Chua, looked even further into
the future. Ashton Dallsingh FCCA, CFO of Europe,
Middle East, Africa and Russia for Cisco Systems,
highlighted the number of companies whose business
models had been destroyed by the rise of digital.
He warned CFOs that if digitisation brought about
changes in their ‘corporate ecoystem’ and they didn’t
respond, then they faced extinction too.
Nina Tan FCCA, CFO of Trax Technology Solutions
in Singapore, continued the theme. As change
managers, CFOs needed to be ‘storyboarders’, she
said. She emphasised that while understanding data
was critical, CFOs also needed to understand bias,
sentiment and emotions, and their impact.
She suggested ambitious finance professionals
might in the future increasingly use neuroscience
training as a way of enhancing their own performance,
and to get an edge over the competition.

For more information:

Read our interview with IFAC’s Olivia Kirtley on next page
Read our interview with KPMG’s Irving Low (see Contents)
IFAC’s Vincent Tophoff discusses the principles of
corporate governance at www.accaglobal.com/ab135

Accounting and Business

40

INSIGHT | INTERVIEW

CORE
TRUTHS

New IFAC president Olivia Kirtley reveals
her take on the accountancy profession
and its challenges globally

O

livia Kirtley, the newly elected president of the
International Federation of Accountants (IFAC),
believes that, to develop and prosper, every country
needs the core skills of professional accountants.
Take the war-torn central African state of Rwanda.
According to a World Bank estimate, in 2008 the country
possessed just 45 qualified accountants and no professional
organisation to support them. Such scarcity makes it nighon impossible to access funding from donors and others to
finance national reconstruction.
‘Those core accountancy skills are needed to build
transparency and accountability for strong, sustainable
government, companies and societies in general,’
says Kirtley. ‘Accountants have ethical standards and
competencies, they ask the right questions and they know
how to put the information together.’

ACCOUNTING AND BUSINESS

Thanks to IFAC’s work, Rwanda now has 285 qualified
accountants, supported by a growing national accountancy
body. Kirtley describes it as a great capacity-building
success story. She hopes the work will continue, with
IFAC’s new Memorandum of Understanding to Strengthen
Accountancy and Improve Collaboration (Mosaic) website
helping improve cooperation and collaboration between
IFAC, international donors and the development community.

Building relationships
Cooperation and collaboration are the touchstones of Kirtley’s
own career success. Sharing and building professional
networks outside the formal workplace has helped take
her to the presidency of IFAC – a two-year position. And
she acknowledges ACCA as ‘one of the largest and most
important partners in IFAC and a huge supporter’. In her

recent speech to the International Assembly she noted ACCA’s
large student membership and said ACCA often identified
talent in locations around the world where IFAC itself has
trouble finding representation. Looking ahead, she is seeking
to build stronger understanding and relationships between
the accountancy profession and interest groups such as
legislators, regulators, investors and the business community.
Describing how she entered the profession 40 years ago,
‘a simple girl from a farming community’ in the US, she
was looking for a job to fund her husband through medical
school. She got her break in what was then overwhelmingly
a man’s profession when a senior partner hired her on the
spot – without consulting his partners – after she drove
100 miles for an interview two days before her wedding. ‘It
only takes one person to make a difference,’ she says, and
believes that we all have to show ourselves worthy of the
trust that others place in us.

cv
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Olivia Kirtley brings a breadth
of experience to the role of IFAC
president. The only gap in the CV
is that she hasn’t been a regulator,
although she has met plenty in her
time. A business consultant, she is also
a non-executive director of three public
companies: US Bancorp, Papa John’s
International and Rescare.
She was previously vice president of
finance and CFO of a global manufacturer
and a joint venture of Emerson Electric and
Robert Bosch. She spent the first decade
of her career with Ernst & Ernst/Ernst &
Whinney (now EY) in both audit and tax.

▌▌▌‘we have to tell the public what we
do and how we make a difference and why
we are important to society in general’

We are all doing great work but we’re
not aware of what others are doing.
IFAC is there to spearhead initiatives
where the member bodies think that
we can be uniquely effective in terms
of reach or relationship.’

Global representation

The three Ps

One of IFAC’s key tasks is to represent the profession
globally. Kirtley says: ‘We do advocate on behalf of the
profession where we see it is serving the public interest:
we have to tell the public what we do and how we make a
difference and why we are important to society in general.’
She says the profession does not always appreciate the
views of regulators because it is too busy defending its
position and that of its clients, but even-handedly points
out: ‘Regulators don’t listen because they think they already
have the solution or at least a political sound bite. Through
building relationships you build trust and when it comes to
the next inflection point or crisis, there is a greater chance
both sides will reach out and talk.’
While acknowledging the importance of improving
standards, she is clear that the process should be evidencebased. One of the problems that she perceives is regulatory
fragmentation at a regional and global level. She points
to the European Union setting out a broad framework of
mandatory audit firm rotation but then leaving individual
countries to implement it, with the result that each EU
country ends up having its own rules. Kirtley adds that she
has heard of whole audit teams moving from one firm to
another to comply with the rules on rotation of firms. ‘It
sounds good in theory until you start working through the
detail,’ she says.
She reiterates that IFAC is a member body whose purpose
is to serve its members. Power comes, she says, from
leveraging what each member body does well and the work
they have already done. ‘There is a tendency to be insular.

As a former CFO she identifies three challenges for today’s
finance heads: people, process and pace of change. In terms
of people, she cites internal audit – does it have the right
people with the right skills for areas such as cybersecurity?
Likewise with processes, companies must get to grips with
issues such as big data. ‘As the finance function you can’t keep
producing the same reports and be effective; you have got to
go out and ask people what they need to do the job better.’
And then there is the pace of change. Kirtley asks
whether accountants are moving fast enough to provide the
reporting information that investors really want.
She says the key lessons of the past crisis are not to
allow controls imposed for a good reason to be overridden;
to be sceptical and not too trusting; to keep digging until
you get satisfactory answers; to avoid group-think and not
be afraid to ask questions even if no one else seems to
think they are worth asking. ‘Our duty as management and
auditors is not to take things at face value,’ she says.
With that sort of outlook – and her confession that she
loves finding solutions to challenging problems – IFAC looks
set to take an ever greater role in the global leadership of
the profession. ■
Peter Williams, accountant and journalist
For more information:

See our interview with Olivia Kirtley at the World
Congress at www.accaglobal.com/ab140
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DIVERSITY DRIVE IS A
Diversity is a finance issue – one that requires all the analytical, governance and
management skills the finance function has to offer
Role of finance

▌▌▌‘DIVERSITY NEEDS TO BE PART
OF HOW BUSINESS IS RUN. FINANCE
CAN HELP WITH MAINSTREAMING IT’
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JOB FOR FINANCE
FINANCE FUNCTION ACTION
Finance functions can play a leading role in
creating, implementing and managing diversity
policies, as follows:
Approach HR and diversity colleagues to propose
working together in order to assess diversity
within the organisation and its interaction with
management strategy.
With HR, identify the best measures for analysing
diversity impacts – financial measures and softer
metrics such as employee or customer satisfaction.
Assess the quality and extent of current diversity
data and whether this needs to be improved.
Consider including shareholder value, wider
stakeholder value, regulatory costs and the global
value chain in the scope of the business case.
Consider the financial impact of lost business, as
well as the potential for increased turnover and
profit from improved customer understanding.
Tailor the business case and its presentation for
specific audiences, whether HR, line managers or
C-level executives.
Establish governance around diversity actions
– for example, by including diversity KPIs in
management reporting packs.
Examine the standard methodologies and reporting
practices used by finance to ensure these are not
acting as a blocker to diversity initiatives.

*
Governance and methodology

*
*
*
*
*
*

What’s next?

*

■

FOR MORE INFORMATION:

Towards better diversity management is at
www.accaglobal.com/ab134
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Career boost
Talent doctor Rob Yeung explains why it’s important to believe in people’s capacity for
growth. Plus, how to build a good LinkedIn presence, and what’s acceptable in meetings

TALENT DOCTOR: DEVELOPMENT
I started running new leadership development
programmes at three different organisations within the
span of a few weeks: a retailer, an accountancy firm
and a growing online business. In each first workshop
together, I asked the same question: ‘To what extent do
you believe that leaders are born versus made?’
Research studies suggest that leaders are probably
both born and made – leadership emerges both due to
nature (genes) and nurture (upbringing and opportunity).
But your personal answer to the question is important
because it may either hinder or help you (and those
around you) to develop further and succeed.
Some people have what I call a gifts mindset. During
one leadership workshop, a sales manager repeatedly
expressed his frustrations about the calibre of his
team. In describing them, he used phrases like: ‘He just
doesn’t have what it takes’ and ‘She isn’t a natural public
speaker.’ He believed that people had certain innate
talents and fixed gifts – or not.
The thing is: having the gifts mindset is essentially
having low expectations for people – not only people
around you but potentially even yourself. Believing that
other people are inherently a particular way and can’t
change means that you probably won’t coach, challenge
and support them. Believing that you can’t change – that
you have naturally unalterable weaknesses as well as
strengths – implies that you should stick to what feels
comfortable and safe rather than pushing yourself to
develop in new ways.
In contrast, it’s possible to adopt a growth mindset –
to assume that most people can learn, grow and develop
no matter how strong or poor they might be to start with.
So the good can become great and the weak can become
competent. Importantly, experiments by researchers
such as Stanford University professor Carol Dweck tell
us that individuals with the growth mindset achieve
significantly better results; managers with the growth
mindset are better coaches too.
To foster the growth mindset in others, ask them: ‘Can
you think of a skill you once weren’t very good at but now
perform better?’ If you’re a leader, encourage the people
in your team to reflect on how they learnt in the past and
what tactics or strategies helped them to improve. And do
the same for yourself too: remind yourself of skills you
developed and how you went about it. The point is to apply
lessons from your previous learning to current and future
attempts to hone your skills, abilities and knowledge.
You may occasionally encounter somebody that
genuinely can’t change. But often your mindset may be
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more of a barrier to improvement than people’s actual
talents. When coaching others, ask ‘How can you get
better at this?’ rather than ‘Why can’t you get better
at this?’ And when thinking about your own skills and
talents, avoid telling yourself ‘This is as good as I’m
going to get’ and think of yourself as forever being a
work in progress.
Believe in growth and you grow. Believe in fixed,
limited gifts and you may trap yourself into staying
exactly how you are. ■
Dr Rob Yeung is a psychologist at leadership consulting
firm Talentspace and the author of more than 20 career
and management books, including How To Win: The
Argument, the Pitch, the Job, the Race. He also appears
as a business commentator on BBC, CNBC and CNN news
FOR MORE INFORMATION:

www.talentspace.co.uk
@robyeung
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THE PERFECT: LINKEDIN PRESENCE
LinkedIn is a pre-teen, it’s not even had a first kiss,
yet in the second quarter of 2014 it saw a year-on-year
revenue growth spurt of 47% to US$534m.
Not only that, but it demands your time and
attention, because as a professional today, whether
you’re actively looking for a job or
not, you need to have a LinkedIn

profile. After all: ‘There’s no such thing as a job for life
anymore, a job should be viewed as temporary,’ says
Heather Townsend, author of The FT Guide To Business
Networking. ‘Over the past decade there’s been a
fundamental shift in how recruitment is done,’ explains
Townsend, ‘recruiters are now using LinkedIn as a key
candidate search database.’ And if you’re looking to
network and promote yourself or your company on
LinkedIn, then make sure your personal and corporate
profiles are present and in good shape, for according to
Hinge Research, nearly 50% of potential clients will look
at company and employee profiles when engaging with
you. But what makes a good profile? Townsend says:
‘Brand yourself up! A LinkedIn profile isn’t about
your career now, think in a five-year timespan.
Break your career into milestones and show that
you have the attributes to succeed in your desired
next step.’ Then, be active: recommend people,
make new (strategic) contacts, like other people’s
posts and start (relevant) conversations.

THE BIG BREAK: VICTORIA GILLESPIE FCCA
ACCA London Women’s Network panel member and
associate director at SS&C GlobeOp, a provider of
cloud-based fund administration services to the
investment sector, Gillespie says that gaining her
professional qualifications – ACCA, Investment
Operations Certificate and BSc Hons – has been among
her greatest highlights, all achieved while working full
time, and being a mother to two young children.
Her philosophy is very clear: ‘My career works for me,
as I cannot do something that I do not enjoy, despite
the financial reward. At school, I was advised to pick my
A-levels based on what I enjoyed the most, not a route to
my career. This is exactly the same principle I have tried
to use when making career decisions or studying towards
a qualification and why I feel that I have taken on projects
that have been successful.’

MEETING ETIQUETTE

According to a survey of
some 200 HR directors
in the UK, only one in 10
believe it’s acceptable for
attendees to email during
meetings. In a business
culture that demands
employees display keen
multitasking capabilities
to keep pace with digital
communication, it has
become all too common for

meetings to be punctuated
with the tap and click of
BlackBerries, or people
ducking out to take ‘urgent’
calls. The survey, conducted
by OfficeTeam, a Robert Half
company, found that 41%
believe it’s only acceptable
to read messages during a
meeting if they’re urgent,
while 25% say that mobiles
shouldn’t be brought into
meetings at all.

Her tips on work-life balance

Try to keep good habits. Give
*
yourself time-bound limits and stick
to them. If you find yourself regularly
working late, look at why, and whether
that time has been productive. Do you
really need to be there?
Be realistic. You cannot achieve
everything all of the time. Therefore
be realistic with your time, both at
work and outside. Don’t cram in too
many events outside work when you
have important deadlines looming.
Ensure that you set goals outside work and keep them.
This may be going to the gym several times a week,
regularly meeting friends or family.

*

*

ASIA CALLING

The quantity of accounting
and finance jobs being
advertised across Asia
rose 24% year-on-year in
the third quarter of 2014,
according to Robert Walters.
The countries driving this
growth were Hong Kong
(37%), Malaysia (58%) and
Singapore (56%). Their
success was attributed to
factors such as overseas

opportunities, emerging
economies and recovery,
multinationals setting up
service hubs and offshoring
in the region, and shifting
regulatory dynamics. ■
This page is compiled and
edited by Neil Johnson
FOR MORE INFORMATION:

www.accacareers.com
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Fit for purpose
In a new series on competitive advantage, Tony Grundy charts
the transformation of an ailing gym chain into a distinctive brand
Fitness4Less CEO Matthew
Harris entered the health
club market as a young man
in 1997. He had a burning
desire to help people to get
fit while also having fun.
We first met through his
company’s auditors – I was
running a programme for
them called ‘Developing
Growth Advisers’, and
he kindly offered to be a

of health clubs and wanted
a brand and competitive
strategy that was quite
different from others in the
market, so he had climbing
walls, a women-only area,
and more of a night clubtype ambiance for the really
vigorous exercisers.
The chain grew quickly,
mainly in the South East.
Levels of performance

shares, damaging the
share price. The group also
had significant debts, and
central costs had grown
faster than revenues and
margins, putting some
financial strain on the group.
In 2002 we ran some
workshops with the board to
see what deeper economies
we could make in central
costs, and a process of

guinea pig for me to develop
a case study so that the
auditors could come up with
interesting growth strategy
options. He role-played not
only for this programme
but also for me as a visiting
speaker when I was teaching
at Cranfield.
At this time, he was
rapidly developing a chain

varied, with clubs such as
London Bridge being stars,
and some others, such as
Bristol, having low profits.
He successfully floated the
business for £28m in 2000
on the AIM market, but
after a short while, one of
the investing institutions
changed its investment
strategy and dumped its

selective disposals was
started. As a result of
external financial pressure,
there was a major group
reconstruction, which left
him with half a dozen clubs
of mixed profitability.
Central costs then
dropped to be unimaginably
lower than the previous
structure, and he had now
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started to understand just
how to execute a ‘cost
leadership’ strategy (where
you aim to have the lowest
costs in the game, and
therefore lower prices, but
adequate quality).

Getting into shape
By 2007 the clubs were in
much better financial shape,
with half the original number
of clubs, but otherwise there
wasn’t much growth. Then
something big occurred –
through strategic thinking.
By this time Harris and
I were friends, and I had
also joined his board as
a non-executive director.
He said he was wondering
what to do with the Bristol
club, as it really struggled
to make money – maybe he
should sell it? I replied with
something like: ‘You may well
be right: but in some ways it
feels like giving up. You are a
very competent operator, so
what makes you think that
there is anyone who could
actually turn Bristol around
if you can’t? You would have
to find someone who was
gullible or deluded to take it
off your hands and pay you
for it. I don’t think that you
have exhausted the options
for turning it around yet.’
Harris took this on board
and suggested that we use
the ‘strategic option grid’
(see earlier articles) to
generate and evaluate the
options. I also suggested
that we did some mindset
dumping and imagine what
an alien might do to produce
a better model with more
natural customer appeal and
greater value generation.
In the next half hour
or so, we came up with
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the basic elements of a
newer and leaner business
model. We sketched out our
evaluation on a serviette,
using the option grid.
The core ingredients of
that model were:
having no sales force (a
big cost driver was the
high costs of customer
acquisition) but setting
the price point at a mere
£15 a month (at a time
when the price of an
average club was around
three times that), making
a sales force irrelevant –
word of mouth would do
driving all bookings and
sign-ups online

*

*

cheaper to join, the average
frequency of visits was quite
a lot lower than in the past.
Over that period I
joined the board too,
and encouraged further
development of the model
to keep the clubs ahead,
as I was acutely aware that
it was going to be hard to
defend against imitation.
For example, a cheap
lookalike club was set up
close to a Fitness for Less
branch in Birmingham. The
price: only £10 a month (so
cheap that we wondered
whether they would have
to hire a security guard to
make sure everyone had left

friendliness that surpassed
that of competitors.

On a roll
He continued to develop the
business by:
doing more franchise
business
converting his original
core business to
the business model
and rebranding as
Fitness4Less
cutting costs further
and achieving greater
economies of scale
improving cashflow,
EBITDA (earnings
before interest, taxes,
depreciation and

*
*
*
*

▌▌▌the results were impressive: within six
months Fitness for less had migrated to a
highly cash-positive business model
economies in
* finding
sourcing equipment
down rentals,
* negotiating
as we said the low-cost
mantra had to reach every
part of the club
outsourcing some areas
of administration
removing the constant,
wasteful presence of
staff on the gym floor,
supposedly there to
stop people doing things
against the rule-book
maintaining ‘friendliness’
by not skimping on
reception staff
positioning the brand as
Fitness for Less.
While not exactly an EasyJet
strategy, the thought process
behind it was very similar.
The results were
impressive: within six
months, Fitness for Less
had migrated to a highly
cash-positive business
model. This gained further
momentum as time went
on. While the club was a
lot busier, many of the
members were not such
intensive users: as it was

*
*

*
*

in the evening, as it would
work out at 35p a night to
sleep there).
There were some
interesting strategic
choices, such as finding new
locations and developing a
franchise model. We tried
at all times to keep in our
sights the need to come up
with a cunning plan.
Interestingly, on one
occasion when we all met
in Bristol, I did some
benchmarking of some
competing clubs by asking
about membership, and
found them to be not
obviously better, despite
being much more expensive.
They were, in the words of
Professor Michael Porter of
Harvard Business School,
‘good competitors’, as
they hung on for prices
that made Fitness for Less
unbelievable value.
When I walked round
our own club, I found the
reception helpful and
friendly. Indeed, Harris
and the management
team maintained a level of

amortisation) and
reducing gearing
disposing of all
underperforming clubs.
No doubt progress was
helped through the impact
of the recession. Even
though this effect has now
worn off, it created in the
minds of most customers
the thought that they can
and should get value for
money from their gym.

*

Looking ahead
Of course, the external
environment hasn’t stayed
still and, as we all expected,
imitators have emerged.
Indeed this sector is now a
substantial part of the UK
fitness market – accounting
for perhaps around 15% of
it. So this raises questions
about future growth drivers.
For instance, will we see
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add-on extras that members
are willing to pay for, as
seen in the budget airline
market – maybe offering
the potential to adjust
positionings within this
strategic group? Or even a
super-budget model, where
you can only go to the health
club on one fixed day of the
week? Maybe this suggests
another round of mindset
dumping, future storytelling
or both.

Learn the hard way
So why does this matter
to Harris? Well, he should
perhaps be more concerned
about economic value than
short-term accounting
profit. Two key value drivers
are important here: sales
growth rate and operating
profit margin.
The value of his business
will be driven not so much
by some crude multiple of
EBITDA but by the potential
for sales growth rate (more
sector growth, capturing
greater sector share) and by
strategies that also increase
margin – set against a
scenario of future demand,
future competitive structure
and Fitness4Less’s future
competitive edge. Otherwise
the resulting value of the
business will truly be based
on the wrong kind of NPV
(the ‘numbers prevent
vision’ kind).
One of the biggest
lessons from Fitness4Less
is the need to learn from
experience – however painful
– and to be prepared to
think totally differently. ■
Dr Tony Grundy is an
independent consultant
and trainer, and lectures at
Henley Business School
For more information:

www.tonygrundy.com
For previous Tony Grundy articles on strategy and
management theories, visit www.accaglobal.com/abcpd
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Moving out of the dark ages
In this first article in a series focusing on the accounts payable function,
David Parmenter looks at paperless AP processes

*
*
*
*

Adding value
Implementing better
practices means that the
AP workload is moved away
from low-value processing
activities into more valueadded areas (see diagram,
right). This will also
increase the AP team’s
job satisfaction and be
welcomed by budget holders.

Paperless operation
Why do we go from an
electronic transaction in
the supplier’s accounting
systems to an old-school
paper-based invoice? Surely
we should be able to receive
this electronically, in
AP-friendly format, from all
our major suppliers?
There have been major
advances in technology
for AP teams. The return
on investment of this
technology is arguably
greater than any other
equivalent investment in
other service departments
within a business. Why then
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is it common to under-invest
in AP technology? This
could be because the AP
team is not researching the
technologies, or because
they are failing to explain
the benefits to the CFO or
executive team.
But there is technology
suitable for SMEs and
large enterprises that will
make them paperless. Here
are some steps towards a
paperless AP function.
Electronic ordering
system Buy an electronic
ordering system
(procurement system)
that automatically links
with the AP system so
that orders are completed
and invoices matched
electronically.
Scanning Introduce
scanning so that invoices
can be sent by email for
approval. Never trust the
budget holder with the
original invoice.
Electronic supplier feeds
Liaise with all major
suppliers to organise
electronic feeds of the
invoices, which should
include the general ledger
account codes – this
requires your IT team to
liaise with your suppliers.
Upload remittances onto
your website Upload
remittances onto a secure
area of your website
so that suppliers can
download them. This
removes the need to
email remittances, which
may go undelivered.
Web-based expense
claims Acquire an
integrated, web-based
expense claim system so
staff can complete their
expenses remotely.

Changes in work balance
Advice, training
budget holders,
and so on
Working hours

The accounts payable
team is one of the most
important in the accounting
function. However, many AP
teams are stuck in the dark
ages, which means:
monthly accounts cannot
be prepared promptly,
as AP is buried under
a tsunami of invoices
budget holders are
unnecessarily tied up
in authorising and
approving all transactions
– no matter how small
suppliers are forever
on the phone querying
payments
the management
accountants’ analysis
is undermined.

Advice, training
budget holders,
and so on
Processing

*

*

Processing

Next steps
1 Accounts payable team to regularly visit
www.theaccountspayablenetwork.com website.
2 Read some of the white papers produced by
PayStream Advisors.
3 Contact your AP application provider to ask for
their three most advanced users in your country,
then visit them.
4 Email me at parmenter@waymark.co.nz for
a summary of some AP technology that will be
of interest.
5 Eliminate all cheque payments, framing the last
cheque on the CEO’s wall.

*

*

*

System
improvements

card Give all
* Purchase
budget holders purchase

*

cards to use for all smallvalue items. It will save
many hours of processing
time by budget holders
and the AP team. More on
this in the next article.
Eliminate all cheques
Join the 21st century and
ban the cheque book.

key suppliers online
* Give
access Allow your key
suppliers online read-only
access to their account
so they can reconcile
their ledger. ■
David Parmenter is a
writer and presenter on
measuring, monitoring and
managing performance
For more information:

www.davidparmenter.com
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The European Securities
and Markets Authority
(ESMA) has published
the European common
enforcement priorities
2014 that represent the key
focus for examinations of
the financial statements of
listed companies by ESMA
and European national
enforcers.
The common enforcement
priorities for 2014 financial
statements are:
preparation and
presentation of
consolidated financial
statements and related
disclosures
financial reporting
by entities with joint
arrangements and related
disclosures
recognition and
measurement of deferred
tax assets.
These topics have been
highlighted because of
significant changes to
accounting practices
as a result of new
standards, such as IFRS
10, Consolidated Financial
Statements, IFRS 11, Joint
Arrangements, and IFRS
12, Disclosure of Interests
in Other Entities, and the
challenges faced by issuers
as a result of the current
economc environment.
The latter refers to the
difficulty of forecasting
future taxable profits for
the purpose of determining
deferred tax assets when
there is a period of low
economic growth. The
priorities were identified
after discussions with
European national enforcers
with a view to further
increasing transparency in
financial reports.
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Getting the priorities right
Graham Holt explores the ESMA’s common enforcement
priorities for 2014 financial statements

*
*
*

National enforcers
might also set additional
enforcement priorities.
ESMA will report on its
priorities in 2015 and will
review priorities identified
in previous years. These
include requirements
related to the impairment
of financial and nonfinancial assets, fair
value measurement and
disclosures on risks arising
from financial instruments.
In particular, ESMA reminds
issuers of the specific
requirements related to
using cashflow projections
and the disclosure of
key assumptions when
performing impairment tests
of non-financial assets.
ESMA pointed out
that its 2013 report on
comparability of institutions’
financial statements
remains relevant to the

2014 financial statements.
This report found that the
required disclosures under
International Financial
Reporting Standards
(IFRS) were generally
observed, but also identified
broad variations in the
quality of the information
provided. ESMA defines
the European common
enforcement priorities in
order to promote consistent
application of IFRS.
ESMA still feels that
financial statements are
cluttered with excessive
disclosure due to their
general rather than entityspecific nature, or because
they refer to transactions
that are not relevant for
the issuer. Its aim is not
necessarily a decrease in the
number of items disclosed,
but rather clear and
complete disclosures which

are specific to an entity and
necessary to understand its
financial position. Entities
should avoid too much
aggregation and allow
users to understand the
consequences of economic
events that affect the entity.
The requirements of
IFRS 10, IFRS 11, IFRS 12,
amended IAS 27, Separate
Financial Statements, and
IAS 28, Investments in
Associates and Joint Ventures,
became mandatory in the
EU for periods starting on or
after 1 January 2014.
IFRS 10 defines control
as the situation ‘when the
investor is exposed, or

»
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has rights, to variable returns
from its involvement with
the investee and has the
ability to affect those returns
through its power over the
investee’. The principles
relating to control are set
out in IFRS 10 and the
application guidance. ESMA
feels both the standard and
the application guidance
should be considered when
determining if control exists.
This may require significant
judgment to be made and
issuers should carefully
explain the judgments made
in complex situations as
required by IFRS 12.
IFRS 12 requires
disclosures to enable users
to understand the nature of
the non-controlling interests
(NCI) in the group’s
activities and cashflows.
Disclosures are expected to
be ‘sufficient’ which includes
disclosure of the operating

CPD

attention to
specific disclosure
requirements with
respect to the nature
of, and changes in,
the risks associated
with their interests
in consolidated and
unconsolidated structured
entities. IFRS 12 defines a
structured entity as having
been set up so that any
voting or similar rights are
not the dominant factor in
deciding who controls the
entity. For example, when
voting rights relate only to
administrative tasks and
the relevant activities are
directed by contractual
arrangements. A structured
entity often has some or all
of the following features:
1 restricted activities
2 a narrow and well-defined
objective
3 insufficient equity to
permit the entity to

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

▌▌▌ESMA FEELS THAT FINANCIAL STATEMENTS ARE
CLUTTERED WITH EXCESSIVE DISCLOSURE DUE TO THEIR
GENERAL RATHER THAN ENTITY-SPECIFIC NATURE
segments material NCIs
have been allocated to.
ESMA stresses the
importance of the materiality
assessment as well as
the issuer’s judgment in
determining the presentation
of information. When a
group presents a significant
amount of NCIs, none
of which are individually
significant, ESMA encourages
issuers to disclose and
explain this. Issuers should
disclose the nature and
extent of any significant
restrictions on their ability
to access assets and settle
liabilities. The amount of
significant cash and cash
equivalent balances held by
the entity but not available
for use by the group should
also be disclosed.
ESMA draws issuers’
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finance its activities
without subordinated
financial support
4 financing in the form of
multiple contractually
linked instruments to
investors that create
concentrations of credit
or other risks (tranches).
The principal uses of
structured entities are to
provide clients with access
to specific portfolios of
assets and to provide
market liquidity for clients
through securitising
financial assets. Structured
entities may be established
as corporations, trusts or
partnerships. They generally
finance the purchase of
assets by issuing debt and
equity securities that are
collateralised by and/or
indexed to the assets held

by the structured entities.
The debt and equity
securities issued by
structured entities may
include varying levels of
subordination. Structured
entities are consolidated
when the substance of the
relationship between a group
and the structured entities
indicate that the entities are
controlled by the group. The
disclosures for these entities
are wider and deeper than
for unstructured ones.
IFRS 11 sets out
criteria which determines
the classification of joint
arrangements as either
joint operations or joint
ventures. The basis of the
classification is the rights
and obligations of the
parties to the arrangement,
rather than, as previously,

the legal form. This requires
consideration of the
structure, terms, conditions
and the legal form of the
arrangement, and ‘other
facts and circumstances’.
When assessing ‘other
facts and circumstances’, the
focus should be on whether
they create rights to the
assets and obligations for
the liabilities. It is possible
for two joint arrangements
with similar characteristics
to be classified differently
depending on their structure.
The IFRS Interpretations
Committee has considered
various issues arising
from the implementation
of IFRS 11, and ESMA
has recommended that
issuers review the findings
of these discussions when
preparing their 2014
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financial statements.
ESMA expects issuers to
provide disclosures about
significant judgments and
assumptions regarding
the joint arrangement and
information relating to the
nature, extent and financial
effects of its interests in
joint arrangements.
The first-time adoption of
IFRS 10 and IFRS 11 might
change the assessment as
to whether to consolidate
an investee. This could be
the case where a different
conclusion is reached over
whether control is achieved
by an investor holding less
than a majority of voting
rights in an investee. If this
is the case, the factors that
led to the change should be
disclosed and the changes
dealt with in accordance with

IAS 8, Accounting Policies,
Changes in Accounting
Estimates and Errors.
IAS 31 allowed the use of
proportionate consolidation,
outlawed by IFRS 11. A
change of accounting policy
may occur as a result of
joint ventures now being
accounted for using the
equity method. IFRS 10
introduces an exception
to the consolidation
requirement for investment
entities. Issuers are expected
to be very specific about how
they arrived at any judgment
not to consolidate.
The current economic
climate could result in the
recognition of tax losses or
the existence of deductible
temporary differences where
perhaps impairments are
not yet deductible for tax
purposes. The recognition of
deferred tax assets requires
detailed consideration of
the carry forward of unused
tax losses, whether future
taxable profits exist, and
the need for disclosing

51

judgments made in these
circumstances.
IAS 12, Income Taxes,
limits the recognition
of a deferred tax asset
to the extent that
future taxable profits
will probably be available
against which the deductible
temporary difference can
be utilised. IAS 12 says the
existence of unused tax
losses is strong evidence
that future taxable
profit might not be
available. Therefore,
recent losses make
the recognition of
deferred tax assets
conditional on the
existence of convincing
other evidence.
The probability that
future taxable profit will
be available to utilise the
unused tax losses will
need to be reviewed and
if convincing evidence is
available, there should be
disclosure of the amount
of a deferred tax asset and
the nature of the evidence.
ESMA feels it is particularly
relevant to disclose
the period used for the
assessment of the recovery
of a deferred tax asset as
well as the judgments made.
ESMA also expects issuers
to disclose their accounting
policy relating to material
uncertain tax positions.
As well as ESMA, national
enforcers will continue to
focus on material issues in
the financial statements and
will take corrective actions if
material misstatements are
identified. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department at
Manchester Metropolitan
University Business School
FOR MORE INFORMATION:

ESMA: http://www.
esma.europa.eu/

ACCOUNTING AND BUSINESS

52

Technical | Audit

Creating a level playing field
Now that EU audit reform has been agreed, the challenge is to achieve consistency
across member states, delegates at an ACCA-EGIAN debate in Brussels heard
Business executives,
investors and the audit
profession called for
timeliness and clarity
from European Union (EU)
member states in their
implementation of the new
EU audit reform package
at a European Parliament
debate in Brussels
last September.
Hosted by MEP Sajjad
Karim of the European
Conservatives and
Reformists Group, and
jointly organised by ACCA
and the European Group of
International Accounting
Networks and Associations
(EGIAN), the debate focused
on legislation that came
into force during June 2014,
having been devised after
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the global financial crisis
exposed shortcomings in
audit controls, especially
within complex multinational
commercial groups. The
package includes a directive
(2014/56/EU) amending
the EU’s 2006 statutory
audit directive (2006/43/
EC) and a new regulation
covering the statutory audit
of public interest entities
(No 537/2014).
The aim is to benefit
companies, investors and
accounting professionals
with good-quality EU audits,
said Nathalie Berger, head
of the audit and credit
rating agencies unit at the
European Commission’s
internal market directorategeneral. Speaking at the

▲ time to talk

MEP Sajjad Karim, who hosted the debate, said that dialogue
was essential to help solve problems with implementation
debate, she said that better
audit reports will strengthen
investors’ confidence to
sink money into Europe,
restoring the image of a
profession that has suffered
from accounting scandals
over the past five years.
A key part of the reforms
is the mandatory rotation of
audit firms. Under the new
rules, public interest entities
(PIEs), which are normally
either listed or financial
entities, will be required to
change statutory auditors
or audit firms at least every
10 years. However, following
intense debate over the

legislation, EU member
states can establish shorter
rotation periods, such as
seven or eight years. They
can also allow PIEs to extend
audit engagements by an
additional 10 years on tender
or by an additional 14 years
in the case of joint audit.
The reforms also prevent
statutory audit firms from
providing certain non-audit
services to audit clients and
cap fees that audit firms can
earn from permissible nonaudit services.
The extent to which these
far-reaching changes will play
out will therefore depend
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on how EU member states
exercise these many options
– along, of course, with
the response of PIE audit
committees and investors.

‘Stakeholder challenge’
Sue Almond, ACCA director
of external affairs, who
chaired the event, explained
later: ‘The challenge that
all stakeholders now face
is implementing the new
rules in a consistent and
constructive way. The
foundations are there with
the recognition and adoption
of requirements that are
broadly consistent with global
standards in many places.’

As part of this process,
Hilde Blomme, deputy
CEO of the Brussels-based
Federation of European
Accountants (FEE), hoped
that ‘FEE member bodies
are consulted by EU
member state officials as to
what those options would
mean for the profession’.
She also wanted to see
as level a playing field as
possible and a ‘workable
single EU market where the
costs of implementation
are reasonable.
‘Most PIEs are
multinational so a different
regime in every single
member state won’t be

member states are waiting
until April 2016 to work out
the detailed aspects. It is
vital that we speed up
the process.’

More cohesion
EGIAN chairman Jos
van Huut added that the
debate indicated that
implementation would not
be easy. He also wanted
more cohesion regarding
implementation by member
states, and said that the
EU’s single market could
be weakened if significant
legislative differences
emerged. ‘If the reform is
to achieve its full potential,

▌▌▌‘THE CHALLENGE THAT ALL STAKEHOLDERS
NOW FACE IS IMPLEMENTING THE NEW RULES IN A
CONSISTENT AND CONSTRUCTIVE WAY’
She stressed that the
EU rules also recognise the
critical role of PIE audit
committees in auditor
rotation and the purchase
of non-audit services. ‘It
will be critical that investors
and businesses speak
out on these matters,’
she said, noting that it
was encouraging that the
debate concluded not on
the legislative details, but
linking them to audit quality,
‘which is exactly where
we started, as improving
quality is the main aim of
the reform’.
Karim noted that dialogue
was essential to help
solve problems associated
with implementing the
legislation. That said,
Berger believed that the
initial and main challenge
for member states is the
implementation of the
reform by June 2016. She
noted that the European
Commission had held a
workshop during September
in Brussels to help
governments and regulators.

straightforward and will be
quite costly to handle in
practice,’ she warned.
Blomme’s concern
was echoed by investors,
represented by Jella BennerHeinacher, deputy general
manager of German private
investors association DSW
(Deutsche Schutzvereinigung
für Wertpapierbesitz).
‘There are still enough
options for member
states to exercise in the
implementation process. And
we see that there is a danger
that the level of consistency
across Europe could be
reduced. We think that this
inconsistency could endanger
the objective of achieving
a level playing field across
Europe and lead to distortion
in the audit business in
Europe,’ she warned.
‘We are already in the
implementation phase
and we need clarity,’ said
Kristian Koktvedgaard, VAT
working group chairman for
BusinessEurope. He urged
member states to decide on
a process soon: ‘Half of the

the EU, member states,
investors, boards, audit
committees and audit
firms all need to be actively
involved,’ he said.
Jens Poll, a partner at
Moore Stephens, said that
companies needed to plan
for mandatory rotation
periods, especially given
that member states may
take differing approaches:
‘We know that one or other
country will take the joint
audit option – for example,
France – and we know that
other countries will go for
the tender option. How
should the audit committee
align these and make a
plan?’ he asked.
Blomme stressed
that audit committees
will play an important
role as a ‘guardian of
the independence of the
process from A to Z’, and
argued strongly for more
comprehensive reporting
to investors. Under the
reform, the role of the audit
committee has ‘changed
dramatically’, she noted,
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having to be responsible
and monitor the provision of
non-audit services.
Benner-Heinacher agreed
with strengthening audit
committees and welcomed
the more transparent
tendering process provided
for under the legislation as
‘excellent’. Regarding caps
on non-audit services, she
argued that the 70% (of
overall audit fees) was ‘a bit
generous’ and argued that
‘50% would have been just
as good’.
She would like
standardisation of
auditors’ opinions and
evaluations, which are ‘very
important for investors’,
with a harmonisation
of such information ‘all
over Europe’, and wants
progress made in the
next five to 10 years.
‘The information from
auditors will then be
more understandable for
investors, and this will
make the information more
comparable. We think we
have quite a long way to go
on this point,’ she said.
Koktvedgaard said that
‘companies would like
to have some common
implementation. We
sincerely hope that we’ll see
as many member states as
possible making use of 10
plus 10 or up to 24 years if
joint audit’.
Meanwhile, Brendan
Murtagh FCCA, a member
of the International Auditing
and Assurance Standards
Board (IAASB) and former
ACCA president, said the
impact on SMEs would be
less profound. ‘It will be
relatively seamless,’ he
argued, as many SMEs
who are subjected to audits
‘are already acclimatised’
to the new, stricter
environment regarding
their relationship with audit
firms, he suggested. ■
Julian Hale, journalist
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Technical update
A monthly round-up of the latest developments in financial reporting, audit, taxation and
legislation from the IASB, IFAC, the European Union, the OECD and elsewhere
FINANCIAL REPORTING
Share-based
payments

The International Accounting
Standards Board (IASB)
exposure draft amending
IFRS 2 for share-based
payment is open for
comment until 25 March.
The IASB says that
the consultation on
the classification and
measurement of sharebased payment transactions
brings together a collection
of three proposed
amendments to IFRS 2:
the accounting for
the effects of vesting
conditions on the
measurement of a
cash-settled share-based
payment
the classification of
share-based payment
transactions with net
settlement features
the accounting for a
modification to the
terms and conditions
of a share-based
payment that changes
the classification of the
transaction from cashsettled to equity-settled.
View the full document at
tinyurl.com/IFRS2draft

*

*
*

Integrated
reporting

The International Integrated
Reporting Council (IIRC) has
issued the first in what it
promises will be a series of
publications called Creating
value. The first in the series
looks at the value that
integrated reporting brings
to boards and highlights
what is happening around
the world by covering trends,
research, market views and
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case studies. It is useful for
boards and non-execs of all
types of entity.
More at tinyurl.com/
IRvalue1

AUDIT
Practical guidance

You can view International
Accounting and Assurance
Standards Board (IAASB)
member and former ACCA
president Brendan Murtagh
highlight the IAASB’s Audit
Quality Framework, the
proportionate application of
International Standards on
Auditing (ISAs) to smaller
entities, and tips for audit
efficiency at tinyurl.com/
AQF-ISA

Ethical standards

The International Ethics
Standards Board for
Accountants (IESBA)
is consulting on its
proposed changes to part
C of the code addressing
presentation of information
and pressure to breach the
fundamental principles.
The IESBA suggests there
is a ‘need for more robust
and practical guidance
to help professional
accountants in business’ and
highlights their responsibility
to produce financial
reports that are faithful
representations of the
economics of transactions,
and resist any pressure to
breach ethical principles.
The proposed changes
include:
fuller and more
explicit guidance on
the responsibilities of
professional accountants
in business (PAIBs) when
presenting information

*

strengthened guidance
* on
how a PAIB can
disassociate from
misleading information
an expanded description
of pressure that may
lead to a breach of the
fundamental principles
of the code of ethics for
professional accountants,
together with examples
new guidance to assist
PAIBs in identifying
and responding to
pressure that could
result in a breach of the
fundamental principles.
Details can be found at
tinyurl.com/IESBA-C

*

*

Glenn Collins, head of
technical advisory, ACCA UK

EUROPEAN UNION
VAT REFORM

The European Commission
has proposed changing
the basis of intra-EU VAT
arrangements by shifting
away from the current
system where VAT is charged
in the country of supply.
Instead, a consultation
paper suggests charging VAT
in the destination country of
an intra-EU trade.
The paper offers options
for achieving this, including
charging at the rate that
applies where the goods
or services are delivered,
or where the customer is
based.
It also suggests that
customers rather than
the supplier should be
responsible for levying and
collecting the VAT (the
reverse-charge mechanism).
It also offers the option
of maintaining the status
quo, with some alterations.

The commission will
now assess these options
and make more detailed
proposals in spring 2015.
The consultation paper is
at tinyurl.com/intraEUvat

GERMAN Inheritance
Tax challenged

The European Commission
has asked Germany to stop
allowing tax-free legacies
to Germany-based charities
unless it is prepared to offer
the same rights for legacies
to charities in foreign EU
member states.
Brussels says current
German practice breaks
EU capital movement rules.
Foreign EU charities receive
tax-free legacies from
Germany only if their home
state grants an equivalent
or reciprocal exemption
to comparable German
charities.

ROMANIAn INTEREST
TAX RULES

Romania has been asked by
the European Commission
to give foreign EU
companies the same rights
as Romanian businesses
when their interest income
is taxed.
Romania-resident legal
entities are taxed only on
net interest income, while
foreign EU organisations are
taxed more heavily on gross
interest income earned in
Romania.

ECJ charges belgium

The Belgian government will
have to defend its taxation
system for collective
investment undertakings
(CIUs) at the European
Court of Justice, with the
European Commission
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claiming Belgium
discriminates illegally
against CIUs from other EU
member states.
The commission claims
tax rates for Belgian CIUs
are lower than those for
other EU undertakings,
thereby breaching EU
rules encouraging the free
movement of capital across
the union.

EU STUDY ON TAX RATES
The European Commission
has released a detailed
report on tax rates charged
in the EU and in countries
planning to join the EU.
The 424-page study
focuses mainly on
corporation taxes, but
also includes analysis
of personal taxes on
investment and saving.
It also considers both
cross-border investment and
investment by small and
medium-sized enterprises.
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The report is available at
tinyurl.com/EUtaxstudy

OECD
AUTO TAX INFO shares

The Organisation for
Economic Cooperation and
Development (OECD) Global
Forum on Transparency and
Exchange of Information for
Tax Purposes has struck an
agreement to automatically
share tax information on
individuals by the year 2018.
More than 90 countries
have signed up, with 58
agreeing to put exchange
systems in place by 2017.
The forum members
also agreed changes to the
existing global standard on
the voluntary exchange of
tax information.
More at tinyurl.com/
OECD-taxshare ■
Keith Nuthall and Méabh
McMahon, journalists

COMMON TAX base rules
Former French finance minister Pierre Moscovici is
to push existing EU proposals on energy taxation
and the creation of a common corporate tax base,
once he starts work as the new EU commissioner for
economic and financial affairs, taxation and customs.
He told the European Parliament he also hopes to
resolve how to tax the digital economy and added he
strongly backed a new EU financial transaction tax.
His grilling by MEPs was dominated by questions
about his failure to comply with EU budget rules
during his time as finance minister of France.
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Time for action
It’s time to implement recent recommendations and move the accounting
profession forward in Ethiopia, argues Dr Belete Jember Bobe FCCA

cv

Corruption, mismanagement
of public resources and
accounting irregularities
are huge challenges in
developing countries
like Ethiopia. A strong
accountancy profession
will undoubtedly contribute
positively and significantly
to the fight against these
chronic problems.
Several studies have
been conducted in
Ethiopia assessing the
level of the accountancy
profession; almost all made
recommendations which
ended up being shelved.
These included studies
by ACCA in 2005 and the
Reports on the Observance
of Standards and Codes
(ROSC) in 2007, a joint
initiative by the World
Bank and the International
Monetary Fund (IMF).
ACCA conducted a study
for the Ethiopian Federal
Ministry of Trade and
Industry on the development
of accounting and auditing
standards. A ‘road map’
was produced with
recommendations for the
establishment of a standardsetting mechanism,
the development of
a set of Ethiopian
accounting standards,

the implementation of
International Standards on
Auditing (ISA) in Ethiopia,
and an investigatory and
disciplinary system for
audit quality control.
ROSC reviewed
the corporate sector
accounting, auditing
and financial reporting
practices and supporting
infrastructure. The
review was conducted
in consultation with key
stakeholders including
governmental and nongovernmental institutions,
and made the following
recommendations:
revise the Commercial
Code 1960 and other
relevant laws and
regulations
enact a financial
reporting law
establish a National
Accountants and
Auditors Board
set accounting standards
mandate ISA for
all auditors
establish a strong
professional
accountancy body, with
membership of the
International Federation
of Accountants (IFAC)
establish a local
professional and

*
*
*
*
*
*

*

Dr Belete Jember Bobe FCCA
is lecturer in accounting at the
School of Accounting, Economics
and Finance, Faculty of Business
and Law, Deakin University, Australia.
Originally from Ethiopia, he chairs the
Australia and New Zealand ACCA Members
Panel. He was the founder and former
president of the Certified Accountants
Students Society in Ethiopia in the 1990s,
fully supported and funded by ACCA.
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technician accountancy
qualification
enhance the capacity of
all regulators to enable
them to effectively
discharge their
responsibilities and to
handle International
Financial Reporting
Standards-related
issues in the regulation
conduct awareness
campaigns and related
programmes.
Over seven years there had
been efforts to implement
ROSC’s recommendations,
with steering committees
established and financial
reporting law and a charter
for the establishment of a
professional body drafted,
and, on 14 June 2014, the
House of Representatives
passed the Financial
Reporting Proclamation.
Now that the
government has enacted
a financial reporting

*

*

law, donors and all
others concerned in the
advancement of the
accountancy profession
in Ethiopia should work
towards making the
recommendations realities.
These will lead to the
education of professional
accountants locally, the
improvement of the
monitoring of private
and public audits, the
development of ethical
culture, and the production
of quality and timely
financial management
information.
It does take more than
a strong accountancy
profession to fully deal with
wastage and corruption,
and Ethiopia is not
unique in this. However,
a concerted effort by all
concerned to put in place
the legal and institutional
framework urgently will be
the right start. ■
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The pursuit of growth
Battering away at market share is the sure-fire way to drive corporate growth, and can be
underpinned by ethical values, finance chiefs heard at the recent CFO European Summit
Given today’s uncertain
global economic
environment, it is up
to CFOs to manage
expectations and push for
their companies’ longterm growth through clear
planning and a responsible
corporate culture. Business
leaders from across the
globe discussed how to
navigate these issues at
the seventh CFO European
Summit, organised by
ACCA Poland and staged in
Warsaw in November 2014.
No matter the economic
conditions, companies are
always looking for growth.
But today, while the global
economy is looking up
in general, the European
economy is still sluggish.
And with instability in the

Middle East rearing its head
again, a simmering war
in eastern Ukraine adding
to geopolitical worries
and continuing fears over
a potential Ebola crisis,
investment risk remains
high globally.
How should CFOs focus
and manage their growth
strategies to maximise
returns, while staying ahead
of potential risks?
Marcin Sojda, central
Europe group finance

▲ talking growth

manager at Procter &
Gamble (P&G), said:
‘Growth doesn’t always
mean more. Sometimes, it
can mean less.’
He explained to the
audience that P&G was in
the process of spinning
off more than 100 brands,
many peripheral to its core
business of personal care
products; for instance, it is
selling its Duracell battery
division. This initiative has
enabled the company to

Left to right: Daniel Thorniley,
president DT-Global Business
Consulting; John Rendall,
CEO HSBC Bank Polska;
Jaroslaw Gugala, journalist
and broadcaster; Allan Dowie,
CFO, Clyde Blowers Capital IM
/

/

focus on its core businesses,
he said, enabling it to build
valuable market share in
these key segments.
A focus on market share
was a theme at the

»

seventh CFO European summit
The 2014 CFO European Summit was the seventh of its kind to be organised in
Warsaw by ACCA Poland. Some 150 finance directors and managers attended the
event, which took place at the InterContinental hotel. ACCA’s partners in organising
the summit were HSBC, Euler Hermes and Canon.
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BEST BEHAVIOUR
Ewan Willars, ACCA director of policy, recommended
the following methods for defining a company’s values:
Seek to understand your company’s culture – both the
culture it has, and the culture it needs.
Embed core values at the top.
Be genuine about the value of regulation and codes.
Track how decisions are made.
Use qualitative and quantitative measures.
Beware the consequences of incentive schemes – find
out what motivates people.
Be mindful of changing expectations.

*
*
*
*
*
*
*

◄ cultural counsel

Ewan Willars introduced a way to determine actual and desired
corporate values – and how to get from the former to the latter

conference, where speakers
time and again said that
while achieving good top
and bottom-line figures
is important, increasing
market share is the key to
sustainable growth.
For example Scotlandbased Clyde Blowers

act decisively when an
opportunity arises. The
better prepared you are, the
more able you are to make a
decision,’ he said.
Tomasz Suchanski,
deputy CFO at Jeronimo
Martins Group, said that
expansion strategies

come in, make huge sums
of money quickly, and fix
their financial problems.
This rarely works out to
be the case. Investment in
emerging markets requires
planning for the long
haul. Mark Vale, CFO for
international operations at

▌▌▌while achieving good top and bottom-line
figures is important, increasing market share is
the key to sustainable growth
Capital, an investor in
industrial businesses,
significantly increased its
market share even while the
global economic crisis was
ongoing. The company’s
CFO Allan Dowie said this
had been done by investing
in sales and entering new
markets just as others were
scaling back in 2008. Sales
have since increased from
this wider client base.
But when looking to enter
new markets, businesses
need to have a clear
strategy. John Rendall,
CEO of HSBC Bank Polska,
said that companies need
to set out explicit financial
parameters. ‘When you
understand your business
and those parameters,
then it enables you to
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need to take into account
the differences in the
markets a business might
be considering entering.
Outside its home country of
Portugal, Jeronimo Martins
has retail businesses in
Poland and Colombia, and
took very different strategies
for entering them. In Poland,
the company entered the
market through acquisitions,
while it entered the
Colombian market through
greenfield investment.
Expanding into new
markets is never a quick-fix.
Daniel Thorniley, president
of Austria-based DT-Global
Business Consulting, said
that businesses too often
see emerging markets,
especially Africa, as a
market where they can

UPS, echoed this view. ‘We
expanded a long time ago in
Europe. It took many years
to pay off, but it has now
paid off significantly.’

Corporate culture
As companies pursue
growth, they cannot forget
about maintaining the right
corporate culture, said
speakers at the conference.
In fact, following the right
set of corporate values can
supplement growth: ‘My
experience is that whenever
we focused on defining
values, we generated value,’
said Ramin Khabirpour, a
management consultant
and a member of the
supervisory board at AgrosNova, a Polish fruit-andvegetable processor.

But how should a
company go about defining
its values? Ewan Willars,
ACCA director of policy,
presented a report that set
out a methodology for just
that. The report found that
values can differ even within
an organisation, depending
on a particular division’s
tasks and responsibilities.
The report provides a
simple, logical assessment
tool to help company
leaders determine what their
values are, what they should
be, and what they can do to
get from one to the other.
Panellists discussing
the issue welcomed this
approach, and said the
initiative was necessary,
especially since issues
of corporate culture and
values seem to come up
only in times of economic
downturn. But mature
organisations are always
measuring and reassessing
their corporate values, said
Izabela Jagosz-Kuchta, CFO
for IBM Poland and the
Baltic countries. However,
she added, a company’s
values can evolve as it
develops and changes.
Leaders must act as
role models for adhering
to a company’s values, but
it is often impossible for a
single person to be a role
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model for every aspect
within a company.
‘The diversity of our
organisation is so great
that it is difficult to point
to a single role model,’
said Gavin Flook, executive
committee member for
talent at Deloitte Central
Europe. ‘In various contexts
you can point to one person
as a role model in certain
attributes, but in other
situations someone else
is a model. Some things
are non-negotiable: ethical
behaviour, results to our
clients. But one-size-fits-all
does not work.’
Professor Bolesl/aw Rok,
director of the Business
Ethics Centre at Kozminski
University in Poland, said
that corporate values are
not just a code of conduct
for individuals, but for the
actions of the company
itself. If a business behaves
responsibly, then its
employees become more
engaged, and this leads to
better performance.

No contradiction
For that reason, there is not
necessarily any opposition
between following the right
values and generating
profit – although executives
often see the issue in those
terms. However, Khabirpour
said there does need to be
a change in how businesses
prioritise the chase for profit
and the maintenance of
ethical standards.
‘The question is, do we
need more profit every year,
or is a stable profit good
enough? Do we need to
increase our profit margin
at the expense of the
environment, at the expense
of the ecosystem, at the
expense of paying taxes?’ he
said. ‘The world will dissolve
if we don’t realise we are in
a paradigm shift.’ ■
Andrew Kureth, journalist
based in Warsaw
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◄ poles apart

Jan Vincent-Rostowski
championed Poland’s
counter-trend economic
success

THE POLISH EXCEPTION
In his keynote address, former Polish finance minister Jan Vincent-Rostowski set out
several key reasons why Poland is an ideal investment location within Europe:
over 20% GDP growth 2008–2013, and further outperformance expected
debt-to-GDP ratio rose 13% 2008–2013 – the fourth-slowest rate in the EU
government expenditure-to-GDP ratio seventh-lowest in the EU
current government expenditure about 36.6% of GDP, its lowest ever figure
32% corporate tax rate – the seventh-lowest in the EU
expected to grow around 3% annually compared with 0% for the EU as a whole.

*
*
*
*
*
*

EUROPE: SIX BARRIERS TO GROWTH
Daniel Thorniley, president of DT-Global Business Consulting, set out six major
reasons why Europe’s economy may continue to underperform over the next three
to five years. His comments reflected general concern that the global economy is
currently exposed to some significant risks.
SMEs still have problems accessing finance – Thorniley described the situation as
‘a financing cancer that goes up to the corporates and down to the consumer’, and
with no cure in sight.
Consumer confidence has been weak for the past five years, especially in Europe.
Austerity programmes have crippled the eurozone economy, with countries that
have implemented them now drifting away from such policies.
Aside from a few recent M&A deals in the US, companies are holding back on
investment because of the difficult global risk environment.
The rise in trade worldwide that happened early in 2014 has proven unsustainable,
and exports are not rising as expected, hurting the EU’s big exporters.
Exchange rates have remained volatile, which hurts the bottom line for companies
that may be seeing significant growth in particular countries but still have to
translate their profits into dollars for head office.

*
*
*
*
*
*

Accounting and Business

62

ACCA | INTERNATIONAL ASSEMBLY

Reaching new heights
In considering how strong networks and relationships can propel our organisation
forward, ACCA’s recent International Assembly was declared a rousing success
The end of each
International Assembly
– the annual gathering
of senior ACCA member
activists from across the
world to help inform policy
– is usually marked by
a declaration that it has
been the best one ever, and
there was certainly general
agreement that this was
also the case this year.
The level of engagement
– a constant theme –
and interaction hit new
heights. ACCA president
Anthony Harbinson had
asked the delegates to
share their thoughts and
for Council members and
staff to listen and learn
– and that is exactly what
happened during the two
days of presentations and
workshops at the event.
The Assembly considered
what the ACCA brand
promise should be and the
proof points that ACCA
needs to demonstrate in
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relation to that promise.
This was viewed from the
perspective of the range
of stakeholders: students,
prospective students,
members and employers.
Delegates were also
asked to consider how
ACCA could differentiate
itself from competitors.
This involved taking account
of various issues, such
as how the role of the
professional accountant will
change over the next decade
and employability.

International reach
ACCA’s differentiation is
seen most starkly through
its international reach, which
rival bodies struggle to
compete with and replicate.
It was agreed that
ACCA is doing a great
deal to create strategic
leaders as well as financial
professionals. Partnerships
with leading universities,
further qualifications and

▲ Our greatest asset

All of us are potential ambassadors and advocates for the
ACCA brand was the message at this year’s event
mentoring are all seen as
part of achieving this, as
is placing emphasis on
personal and leadership
development.
As IFAC president
Olivia Kirtley touched
on in her address,
over the next decade,
accountants will need to
‘build a career on deep
foundations’. This will mean
analytical and strategic
skills to create value for
organisations, as well as
skills in communication,
project management,
risk management,
business restructuring
and internal control. The
Assembly highlighted the
interdependence of all
these skills, and the need
to test them through
correctly contextualised
case studies.

Speaking at the close of
the event about how ACCA
attracts members and
markets its qualification,
Harbinson said: ‘The key
message that came from
the workshops I visited was
that we are actually the best
form of direct marketing
and that we have a huge role
to play in ensuring members
are aware of the value of
the designation.
‘One group even
suggested that every
International Assembly
member should make a
pledge today to personally
attract and develop students
and members, and we
should all go back to our
markets and spread the
word about ACCA.’
He added: ‘We have an
amazing resource in this
room. We are all potential
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ambassadors and advocates.
Your success and your
stories will inspire others.’
Harbinson also said that
if ACCA is going to market
itself more digitally, then
its members also need to
ensure that face-to-face
contact remains a critical
part of what we do, be that
conventions, conferences or
even informal get-togethers.
‘ACCA’s established
message of ‘think global,
act local’ is as true as it ever
was,’ he said.

Partnerships
Harbinson also picked
up on the theme of
partnerships discussed in
the workshops. ‘We need
to work in partnerships,’
he said, ‘whether that be
with accountancy bodies or
learning providers’.
He went on to cite the
working partnership with
the Accountants & Auditors
Association in the United
Arab Emirates. ‘This is
hugely significant for us in
the Middle East,’ he said,

‘and has resonance further
afield. I am delighted to tell
you that, having spoken to a
number of bodies at World
Congress of Accountants
(WCOA), many more bodies
also want to work with ACCA
to develop partnerships.’
It was left to ACCA’s
deputy president Alexandra
Chin to wrap up the
proceedings. ‘Much of the
work that ACCA will be
undertaking in the future
will be shaped by what
has been discussed here,’
she said.
‘This Assembly provides
a unique opportunity to
hear the views of members
at first hand and to debate
issues in depth that directly
affect them, particularly
in terms of employability
and opportunity.
‘Council will take a great
deal from today’s debates.
Your conclusions have given
us a great deal to consider,’
Chin concluded. ■
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▲ point of view

Maneet Kathpal from Botswana was one of the members who
gave feedback and contributed on the day

▼ opportunity knocks

Deputy president Alexandra Chin: ‘This is a unique opportunity
once a year to hear the views of members’

Peter Williams, accountant
and journalist
For more information:

IFAC president Olivia Kirtley spoke at the International
Assembly. See her interview on page 40

◄ Inspiration

ACCA president Anthony Harbinson: ‘We have an amazing
resource in this room… Your success will inspire others’
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Warning lights flash for recovery
The global economy faces a dangerous period of uncertainty, with a precarious recovery
dependent on one sector and a few emerging markets, says survey of finance professionals
The global economy is
entering a dangerous period
of uncertainty, according
to the latest findings
of the largest regular
global survey of finance
professionals.
The Global Economic
Conditions Survey
(GECS) of ACCA and IMA
(Institute of Management
Accountants) members
found that capital spending
and business confidence
in the real economy both
took a direct hit in the third
quarter of 2014. Only the
continued strength of the
financial sector and selected
emerging markets helps
maintain the illusion of
global recovery.
The headline GECS
figures are not in themselves
particularly alarming – 58%
of finance professionals
were still optimistic about
the state of the economic
recovery in their countries,
with 37% pessimistic (a fall
of one percentage point on
the last survey).
However, the survey
analysis uncovers a number
of worrying trends: a
second consecutive quarter
of falling global business
confidence, growing reliance
on government spending,
fears of deflation in
developed markets, and a
fall in capital spending in
most of the world.
Although what confidence
gains there were came from
emerging markets – the
Middle East was up 10%,
Central and Eastern Europe
up 11% and Africa 8% –
only the Middle East has
been consistently trending
upward. In South Asia, hope
has triumphed over business
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▲ at the event

Left to right: ACCA's Dr Afra Sajjad, professor Marcela Žarová of Prague's University of
Economics, ACCA's Ewan Willars, and professor Donna Street of the University of Dayton in Ohio

talent pipeline engineers confer in poland
An ACCA event exploring how aspiring finance professionals can prepare themselves
fully for the demands of today’s business world was held in Warsaw and focused on
what needs to be done to bridge the gap from education to employment.
Lucia Real-Martin, ACCA’s director of emerging markets, said: ‘We know the global
demand for professional accountants exists. Global recruiting company Randstad
warned recently that for London to remain a financial powerhouse it needs the right
people with the right skills. This should also be seen as a warning for countries such
as Poland which have fast-developing financial service sectors and will need to ensure
there is a healthy pipeline of talent coming through.’
Alan Hatfield, ACCA’s director of learning, spoke about why ACCA’s partnerships
with universities are so important, offering students a compelling proposition to
support their employment prospects. He also spoke about the ACCA Qualification and
how ACCA ensures its graduates are work-ready as complete finance professionals.
The Federation of European Accountants (FEE) deputy president Petr Kriz spoke
about making the profession attractive and future-ready: ‘We need to promote the
profession and its new job profiles to gain new potentials now, recruit people who are
technology-enabled, with knowledge about cross-border transactions, cross-cultural soft
skills, languages and with a global view, people who can be creative and innovative.’
Magda Krupa-Hernandez, ACCA’s head of emerging Europe, said: ‘The challenge
of securing future generations of well-qualified finance professionals is critical for
Poland, to ensure it can continue to enjoy economic development.’
More information at www.accaglobal.com/ab147

fundamentals as India’s
election boom persists,
with 64% (up from 58%
in quarter two) optimistic
about the state of national
recovery and 25% (down
from 37%) pessimistic.

Report author Manos
Schizas, senior economic
analyst with ACCA, said: ‘It
is clear that the buoyancy
of the financial sector has
masked the true picture in
the real economy. Despite

growth capital being at
its most accessible since
the global economic
crisis, the lack of genuine
business opportunities has
subdued investment around
the world.’ ■
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Changes to the ACCA Rulebook
The ACCA Rulebook – the regulations and code of ethics and conduct that
members must comply with – has fewer changes than in previous years
Following last year’s
substantial review of the
ACCA Rulebook, fewer
changes have needed to be
considered during 2014.
Nevertheless, each year,
changes to the Rulebook
arise out of Council
policy decisions, changes
to legislation, regulator
requirements and the
need to clarify existing
regulations.
The ACCA Rulebook
is usually updated once
a year. However, during
2014, interim changes were
made to the Designated
Professional Body
Regulations (in April) and
the Regulatory Board and
Committee Regulations
(in September). These
concerned, respectively,
changes in consumer
credit regulation and a
restructuring of ACCA’s
own regulatory oversight
arrangements. These interim
changes were reflected in
the online version of the
ACCA Rulebook before they
took effect.

The regulations
Some of the changes are
reflected in more than one
set of regulations. These
changes:
include a definition
of ‘Chairman’ in
the Authorisation
Regulations, Complaints
and Disciplinary
Regulations (CDRs),
Appeal Regulations
and Interim Orders
Regulations
clarify the definition of
‘order’ in both the CDRs
and Appeal Regulations,
which in turn clarify the
provisions concerning the

*

*

effective dates of orders
include a slip rule in both
the Appeal Regulations
and Health Regulations,
providing consistency
with the other regulations.
Other changes that have
been made are specific
to individual sets of
regulations. These changes
are set out below.

*

Membership
There has only been one
change to membership
regulations. This sets
out that the period
within which a student is
required to complete all
the ACCA Professional
level examinations.
Each Professional level
examination pass will be
valid for seven years.

Global practising
Changes to the Annexes
to the Global Practising
Regulations include
widening the requirement
to demonstrate recent audit
experience by removing the
wording that specifically
relates the requirement to
applications made more
than two years after the
relevant audit experience
was gained or a certificate
was previously held (Annexes
1, 2 and 3).

Authorisation
Regulation 5 has been

amended to allow ACCA to
apply for an Interim Order at
any time before a decision
is made by the Admissions
and Licensing Committee
(consistent with CDR 4(3)).
For similar consistency
reasons, regulation 6 now
includes a specific provision
to allow the Admissions
and Licensing Committee
to reconstitute itself as an
Interim Orders Committee. It
also provides an ‘avoidance
of doubt’ provision to clarify
that documents do not
have to be re-served simply
because a case has been
adjourned.
The Authorisation
Regulations provide
regulatory assessors with
powers to impose conditions
on certificates. In the past,
these decisions were not
published. For the 2015
Rulebook, the Authorisation
Regulations now include
a provision that allows
regulatory assessors’
decisions and reasons to
be published, subject to
any directions given by the
assessor. Such publicity is
not avoided by the relevant
person relinquishing his or
her certificate before the
assessor’s decision is made.

Complaints and
disciplinary
Changes to the CDRs
include:
allowing ACCA greater
flexibility to amend
allegations (up until the
time a notice of hearing
is served)
simplifying and clarifying
the provisions relating
to admissions by the
relevant person at a
hearing, and
allowing necessary
sanctions to be imposed
on former members,
former affiliates and
former registered
students, regarding
future applications for
readmission.

*
*
*

Interim orders
The changes to the Interim
Orders Regulations include
removing a cross-application
provision (regulation 3),
which is, in fact, more
clearly expressed in
Appendix 1 to the
Regulatory Board and
Committee Regulations.
The regulations have also
been amended to give the
Interim Orders Committee
a specific power to adjourn
a hearing. ■
For more information:

The current version of the ACCA Rulebook may be viewed
on ACCA’s website at: www.accaglobal.com/rulebook
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168 MILLION

The number of children
aged between five and 17
(10.6% of all children)
who work as child
labourers, according to
ACCA’s report Accounting
for children: implementing
child rights for better
business, available
for download at www.
accaglobal.com/ab137

ABOUT
ACCA
ACCA is the global
body for professional
accountants.
We aim to offer
business-relevant,
first-choice
qualifications
to people of
application, ability
and ambition around
the world who seek a
rewarding career in
accountancy, finance
and management.
We support our
170,000 members
and 436,000
students throughout
their careers,
providing services
through a network
of 91 offices and
active centres.
www.accaglobal.com
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IFAC reps meet up with
ACCA senior staff

Members of the International Federation of Accountants’ boards
and committees hold coordination talks with ACCA
ACCA senior staff and
ACCA-nominated members
of IFAC boards and
committees met in October
to discuss common areas of
interest for ACCA and IFAC
in the future, and to explore
ways that ACCA can support
IFAC in representing and
developing the profession
effectively at a global level.
ACCA-nominated
members currently serve
on the board of IFAC, the
International Auditing
and Assurance Standards
Board (IAASB), the Small
and Medium Practices
(SMP) Committee, the
Nominating Committee, the
Professional Accountants in
Business Committee and the
Professional Accountancy
Organisation Development
Committee.

▲ ACCA’S IFAC FIVE

Left to right: Brendan Murtagh, Keto Kayemba, Japheth Katto,
Marta Rejman and Alan Johnson

HAPPY BIRTHDAY TO ACCA!
ACCA celebrated its 110th birthday on 30 November last year. Founded in 1904 with
core values of opportunity, diversity, innovation, integrity and accountability, the body
has been developing professional accountants ever since.
Significant expansion in the past four decades has seen membership grow from
12,500 in 1970 to 170,000 in 180 countries in 2014.
‘There has never been a greater or more urgent need to develop sustainable
economies,’ says Helen Brand, ACCA chief executive. ‘A well-coordinated international
accountancy profession, which demands the highest ethical and technical standards of
the world’s professional accountants, is key to positive economic development.’
ACCA has continued to support new markets and launched its 91st office last year,
in Myanmar. In many parts of the world, ACCA is the only international body working
hand-in-hand with national bodies, governments, employers and education providers to
help build the financial capacity needed to underpin economic development.
‘ACCA’s Strategy to 2020, which we launched in this anniversary year, has been
designed to respond to specific needs identified in a range of economies around the
world,’ says Brand. ‘As part of this, we strongly believe in the development of complete
finance professionals who are supported, trained, examined and regulated to the
same high standard globally. We will continue to invest in the very important long-term
projects that are going to enable us to deliver this and fulfil our public value remit,
which will always remain at the heart of what ACCA does.’
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