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Welcome
Greek tragedy informs Brexit debate
All eyes have been on
Greece in recent weeks.
The deal struck by the
Greek government with
its debtors has assured it
remains in the eurozone – for the time being at least. As
we went to press, parliament had passed a second set of
reforms, meaning that negotiations on a €86bn European
Union (EU) bailout could begin. But as the bill on the reforms
was being debated, protesters outside the parliament
building turned briefly violent.
This Greek tragedy will undoubtedly colour the debate taking
place in the UK over EU membership. The British public will form
their own opinions on how they feel the European institutions
have handled the Greek affair. In our feature beginning on
page 16, we examine the build up to the in-out referendum and
examine the arguments for and against membership.
For those sports lovers among you, this month the Rugby
World Cup 2015 kicks off at Twickenham. And it’s not just the
teams that are preparing to do battle. The organisers have spent
the last few years planning the biggest rugby tournament to
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date, which promises to generate £982m of value to national
GDP. Read our feature starting on page 42.
In our big interview, we meet Dalynn Hoch, CFO of
Zurich North America. She is a passionate advocate for the
insurance industry. Long before taking up her current role, she
developed a keen appreciation of the sector’s crucial role as
a pillar of economic growth. Beyond the obvious tasks of a
CFO, she sees it as her mission to ensure that all employees
understand the financial dynamics of the company. You can
read her profile on page 12.
And we continue our series of AB exclusive videos in which
we interview global finance leaders about their careers. Taiwo
Oyedele FCCA, PwC partner in Nigeria, explains why life was
difficult as he grew up, but his positivity has led to his career in
accountancy and fundraising. Find out more on page 9 and via
our AB hub (see www.accaglobal.com/ab).
You can view this and more videos by going to www.
accaglobal.com/ab/videos. Why not also download the AB
app version, which is available for android, iPad and iPhone.
Lesley Bolton, international editor, lesley.bolton@accaglobal.com
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▼ Not going
for gold
Talk of a rise in the
US interest rate led to
investors rushing to sell
gold, pushing the price
down to its lowest level
in over five years

► Time to go

Toshiba’s chief executive
and president Hisao
Tanaka stepped down
after the company
admitted that it had
overstated its profits for
the past six years

▲ Show and tell

US Republican
presidential candidate
Jeb Bush released 33
years of tax records in
a move that will push
Democrat Hillary Clinton
to do the same
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◄ Mad about Harry
JK Rowling’s Harry Potter
saga is set to continue
next year with a play
and a new film. The film
franchise previously
generated around
US$10bn over a decade

▼ Waiting game

Customers queue
outside the National
Bank of Greece’s Athens
headquarters as banks
started to reopen after
weeks of closure during
crisis talks

▼ Historic
homecoming
US president Barack
Obama praised Kenya’s
entrepreneurial spirit
during an official visit to
the country where his
father was born

▼ Pink paper to
change hands
Publishing group
Pearson announced it
would sell the Financial
Times Group to
Japanese media firm
Nikkei for £844m
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News roundup

This edition’s stories and infographics from across the globe, as well as a look at the
latest developments and issues affecting the finance profession
China stock market crisis
China’s nascent system of
consumer capitalism is on life
support, surviving on a series
of government interventions.
Government-owned banks
have pumped more than
US$200bn of liquidity into the
stock markets, through loans
to protect investors who have
made margin finance bets
on rising stock prices. A high
point on the Shanghai market
in June was followed by a
30% fall in share prices in the
following three weeks. The
government responded by
cutting interest rates, eased
banks’ reserves requirements,
instructed state-owned banks
to buy shares and arranged for
the suspension of trading of
many stocks.

Toshiba scandal deepens
Toshiba’s chief executive
and president Hisao Tanaka
has resigned following the
publication of an independent
investigation into accounting
errors at the Japanese
corporation. The investigation
concluded that profits had
been inflated by Y152bn
(US$1.2bn) over a seven-year
period. A corporate culture
that demanded adherence
to unachievable profit
targets was blamed for the
over-statements. According

to the investigation, senior
executives did not issue
instructions for profits to
be overstated, but some
– including Tanaka – were
aware that profit statements
were excessive. Toshiba’s
accounts since 2008 must now
be restated.

‘Forecasts are failures’
Most businesses’ planning,
budgeting and forecasting
processes do not meet the
strategic and operational
needs they are designed to
support, according to the
findings of new research
by KPMG and ACCA. The
study also revealed that
organisations struggle to
use data analytics effectively:
31% of finance professionals
surveyed said that data
quality was the biggest
impediment to using data
analytics in their planning
processes. A full report on the
study will be published in the
October issue of Accounting
and Business.

New chairman for Deloitte
David Cruickshank has been
appointed the new global
chairman of Deloitte. He has
been chairman of Deloitte
UK since 2007 and succeeds
Steve Almond, who has
retired after four years in the

role. Cruickshank has been
with Deloitte for 36 years
and is a council member of
the International Integrated
Reporting Council, a member
of the chairman’s group of the
World Economic Forum and
a founding member of the
30% Club, which encourages
companies to increase female
representation on boards.

Africa market on cards
A single Africa-wide common
market is on track following
a meeting in Cairo of senior
officials from 26 countries. The
‘Tripartite Free Trade Area’ will
bring together three existing
free trade zones, potentially
covering a market of 625
million people. The African
common market would aim to
increase trade within Africa,
across national boundaries.
At present, calculates the
United Nations, only 12%
of African trade takes place
within the continent. But
significant progress requires
substantial investment in
ports and airports to support
greater intertrade.

Big Four challenged
The US Securities and
Exchange Commission (SEC)
and the Public Company
Accounting Oversight Board
are developing proposals to

India gets tough on male-only boards
The Bombay Stock Exchange has fined 530 listed companies
for failing to appoint any women directors, in breach of a
gender diversity rule established last year by the Securities
and Exchange Board of India. Under the rule, listed companies
were required to have at least one woman director on their
board by 1 April. Fines are upward of 50,000 rupees (US$790)
and will increase the longer a company fails to comply.

challenge the Big Four’s audit
domination. Steps include
strengthening audit committee
disclosure requirements in
relation to the nature of their
relationships with auditors.
The SEC is also proposing
to increase the amount
of information provided
to investors about audit
committees’ responsibilities
and activities. The SEC
is asking for opinions on
possible required disclosures
on factors considered in
overseeing auditors and taken
into account when retaining or
appointing auditors.

Deloitte fined
Deloitte in the US has
paid more than US$1m to
settle charges raised by the
Securities and Exchange
Commission, which alleged
the firm had breached auditor
independence rules. Deloitte
paid disgorgement of audit
fees of nearly US$497,438,
plus interest of US$116,478
and a penalty of US$500,000.
The payment was made on
the basis of Deloitte neither
admitting nor denying
the charges. Deloitte was
accused by the SEC of
breaching rules because a
consulting affiliate of the firm
was a trustee of three funds
audited by Deloitte.

Carbon crunch
The first global ‘natural
capital protocol’ is to be
launched next year by the
Natural Capital Coalition,
with a pilot running from
October 2015. ‘Resources
such as fresh water and clean
air, and ecosystem services
such as pollination and flood
control, are fundamental for
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Take one
The latest in the series of video interviews with high-profile members features Taiwo Oyedele
FCCA, PwC partner in Nigeria, where he heads tax and regulatory services

His fast
track to
partnership broke
PwC records,
taking only seven
years

His ‘Impact
Africa
Foundation’
raises funds
and offers
mentoring for the
underprivileged

You can find
out more
about Taiwo
Oyedele’s views on
the profession and his
ACCA Qualification
at www.accaglobal.
com/ab/videos

Early life was difficult for Taiwo Oyedele, who was brought
up in a village in Nigeria with no electricity and few
aspirations. But his uncle’s advice – to do what fulfilled him

many businesses,’ said Steven
Lang, a partner in climate
change and sustainability
services team at coalition
member EY. ‘Yet, they are
largely invisible in company
accounts unless there is
an established market
mechanism to price them or
metric to measure them by,
such as a barrel of oil or a
tonne of carbon.’

IIRC market action call
The International Integrated
Reporting Council (IIRC) has
called for market reforms
to speed up the adoption
of IR. Michael Nugent, the
IIRC’s technical director, said:
‘Relative to the hundreds of
years that financial statement
auditing has been evolving, we

are now only at the beginning
of the IR assurance journey.
That journey cannot be taken
by one traveller alone.’ The
IIRC’s report overview and
call to action considers steps
that would assist companies
to improve the assurance of
financial information.

Looking to the future
Many investors, analysts
and audit committee
members want auditors
to be more proactive in
responding to changing
expectations of audit reports,
according to a survey
conducted by Deloitte.
All groups responding
to Deloitte’s Audit of the
Future survey said they
believe expanded assurance

– led him to embark on a career in accountancy with the
support of ACCA. Today, his positivity extends beyond the
profession to his hopes for the African continent.

would be valuable to capital
markets. Some 59% of
financial statement users
and 46% of audit committee
members want auditors
to be more proactive. The
survey also found support
for greater engagement
between auditors and users of
financial statements.

Fair’s fair?
Historical cost and fair value
should not be seen necessarily
as conflicting approaches,
the International Accounting
Standards Board’s chair Hans
Hoogervorst has said. First,
in many cases historical costs
are the same as fair value.
Second, historical costs do
get updated, though by less
than fair value, for example

through depreciation. ‘Thirdly,
the alleged stability resulting
from historical cost accounting
can be extremely misleading,’
Hoogervorst argued, referring
to the circumstances in which
savings and loans institutions
in the US collapsed in the
1980s. In addition, historical
costs can overlook ‘cliff’
events that dramatically
change valuations.

Review free zones
African governments should
review tax incentives for
free zone companies, says
the Tax Justice Network –
Africa. ‘Tax incentives must
apply to companies that
have something to show,’
said Savior Mwambwa, its
policy and advocacy

»
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manager. He urged
governments to abolish
automatic tax reliefs that
are not delivering benefits
for African citizens.
Mwambwa said that African
governments should learn
from the experience of
Kenya, which is taking a
hard line on tax evasion.
Tax Justice Network –
Africa is a pan-African
initiative, established in
2007 and backed by former
South African president
Thabo Mbeki.

international presence are
driving consolidation.

Age of opportunity
PwC’s new Golden Age Index compares countries’ success
in harnessing the power of older workers. Indicators
including employment, earnings and training were used to
reflect the labour market impact of workers aged over 55
in 34 OECD countries.

Tunisia concern
There has been ‘massive tax
fraud’ in Tunisia, according to
a World Bank report, Political
Connections and Tariff Evasion:
Evidence from Tunisia. It
estimates that tax revenues
of US$1.2bn due for payment
by the country’s elite were
evaded. The guilty businesses
had connections to former
president Zine El Abidine
Ben Ali, who was toppled in
the Arab Spring revolution
of 2011. The principal means
of tax evasion was through
falsified declarations of
import values, enabling
companies to underpay tariffs.
The frauds also gave the
companies an unfair advantage
against competitors.

Developing tax
The Organisation for
Economic Co-operation
and Development and the
United Nations Development
Programme are to work
with developing nations
to strengthen their tax
revenue-raising capacities.
The Tax Inspectors Without
Borders project was
launched in Addis Ababa
at the Third International
Conference on Financing
for Development. It will
provide tax audit assistance,
advice on international tax
law and operate as a clearing
house to match the demand
for auditing assistance
with appropriate expertise.

KPMG in HR acquisition
KPMG has acquired the human
resources service delivery
practice of Towers Watson, a
leading professional services
agency. It will operate offices
in the US, UK, China, Hong
Kong, Canada, Singapore
and the Philippines. Stephen
N Chase, US management
consulting leader of KPMG’s
advisory practice, said: ‘With
talent and culture change
topping company board
agendas, business leaders
are looking for providers
who understand the linkage
between HR management and
broader business goals.’

IAPA appoints new CEO

Make the most of older talent:
1 Iceland
4 Israel

2 New Zealand
5 Norway

Euro is top choice
International borrowers are
increasingly choosing the euro,
according to the European
Central Bank (ECB). ‘The share
of the euro in international
debt issuance increased by
nine percentage points to
almost 30% in the first quarter
of 2015, compared with the
same quarter of 2014,’ said the
ECB in its latest annual report.
The ECB pointed out that
the greater use of the euro
coincided with the eurozone’s
low and declining interest
rate environment.

EY partner boost
EY has announced its largest
increase in partners since
2008, promoting 753 of its
people worldwide. This is a
12% increase on the number
of partners accepted in 2014.

3 Sweden
6 Chile

A third of the new partners are
in emerging markets, while
30% are women. EY’s total
global headcount rose by
more than 20,000, to 210,000,
in the last year.

German firms consolidate
The accountancy market
in Germany is going
through a period of
consolidation, according to
the International Accounting
Bulletin’s latest national
survey. While the market has
traditionally been organised
regionally, the trend is
towards strong national
firms. The Big Four now
holds 68% of the market,
with EY overtaking KPMG as
the second largest national
firm, behind PwC. Regulatory
compliance, audit fee
pressures and the rewards for

Stephen Hamlet has been
appointed chief executive of
independent association of
accounting firms, IAPA. He
joins from BKR International
and replaces Susan Humphry,
who held the position for 11
years. IAPA was established
in 1979 and comprises more
than 200 firms operating in
70 countries. It is a top 25
accounting organisation,
with total member turnover
exceeding US$1bn.

Deloite acquires CIS
Deloitte has acquired
Compliance Implementation
Services, a life sciences
compliance consulting firm.
CIS is based in the US and is
now known as CIS by Deloitte,
operating as part of Deloitte
Advisory. Owen Ryan, CEO
of Deloitte Advisory, said that
the acquisition recognised
the ‘rapid pace of regulatory
change’. Meanwhile, EY
has agreed in principle to
acquire a governance, risk and
compliance advisory business,
Integrc, which operates in the
Netherlands, the UK, India and
the UAE. ■
Compiled by Paul Gosling,
journalist
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Premium role

Insurance companies underpin economic success by helping their corporate customers
operate sustainable businesses, says Dalynn Hoch, CFO of Zurich North America

T

here are few more passionate advocates for the
insurance industry than Dalynn Hoch. Long before
becoming the chief financial officer of Zurich North
America, part of one of the world’s largest insurers, she
developed a keen appreciation of the sector’s crucial role
as a pillar of economic growth. As a rookie auditor at
KPMG she cut her teeth by sifting through the books of an
insurance firm.
‘From the very start I was impressed with the contribution
that insurance made in helping businesses understand the risk
they face and in providing protection,’ she says, speaking from
her office at Zurich’s North American headquarters just outside
Chicago. ‘That puts insurers at the heart of creating a sustainable
business. When claims come in, insurers help businesses rebuild
and cope with shocks. Without that protection it would be harder
for companies to invest for the future and recover from setbacks.’

Music of destiny
Hoch’s journey to the C-suite of a major insurer has been a
circuitous one. Born in a small town in the midwest US state of
Minnesota to farming parents, she knew early on that she wanted
a career in finance and commerce. ‘I first became attracted to
the idea of global commerce after meeting a group of young
Japanese women at a band camp while I was still a teenager,’
she recalls. ‘I was immediately fascinated by the culture, and
my parents remind me that I came home and told them that I
wanted a career in international business.’
Hoch enrolled at the University of Northwestern – St Paul and
soon started to hone her leadership skills, helping to shape the
school’s Japan business programme and becoming the school’s
first exchange student to work in that country. She secured an
internship in Japan with Cargill, an agricultural multinational
founded in 1865 in Minnesota. There she assisted the company
in developing a new operating procedure, based on interviews
she conducted in Japanese and translated back into English.
Such precocious leadership experience helped win her an
associate role at KPMG, where she spent 15 years altogether. ‘My
very first job was auditing a company called American Hardware,
which I had expected to sell hammers but ended up being an
insurance company,’ she says. ‘That first contact with the industry
made a big impression.’
Hoch describes KPMG as an ideal launchpad for a career in
international business. ‘While I was mostly focused on auditing,
there was also plenty of consulting involved in my job in the
years before Sarbanes-Oxley [a US regulation passed in 2002].
It also gave me a wide exposure to different industries from

2012

Appointed Zurich North America CFO,
with responsibility for the actuarial,
controller’s, corporate tax, treasury,
planning and expense management,
and business performance and insight
functions

CV

2011

Head of global financial transformation at Zurich’s
corporate headquarters in Switzerland

2009-11

Head of planning and performance management at
Zurich North America

1994-2009

Worked at KPMG with roles including partner in charge of
recruiting and co-chair of the mentoring programme. In
2004 became audit partner at KPMG US, primarily serving
large, global clients in the private and public sectors.

insurance and retail to agriculture.’ She was made a partner in
2004, just 10 years after joining the firm.
She describes leaving to join Zurich as a tough choice. ‘It was
a real leap of faith to give up a job that was so stimulating and
enjoyable,’ she says. ‘But I wanted an opportunity to stretch my
leadership skills and to move a little out of my comfort zone.’
Her first role was head of performance management for
North America. In 2011, she served as head of global finance
transformation and relocated to Switzerland. ‘The goal was to
unify a slightly fragmented function into a shared centre,’ she
explains. ‘We wanted to identify four or five programmes that
needed to be global and set up a strategy and structure to
implement this.’

Coming back to America
After just 15 months at Zurich’s HQ she was promoted to CFO
for North American operations. The broad role involves oversight
of the business’s financial statements, performance metrics,
business insights, expenses, tax and treasury.
Beyond the obvious tasks of a CFO, Hoch sees it as her
mission to ensure that all employees understand the financial
dynamics of the company. ‘It is important for each employee

»
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‘It is important
for each
employee to
understand how
what they do
contributes to the
overall success of
the organisation’
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to understand how what they do contributes to the overall
success of the organisation,’ she explains. ‘I have tried to make
the presentation of the results easier to visualise. CFOs will often
turn to numbers too quickly.’
Hoch even uses emoticons such as smileys or confused faces
to make the implications of aspects of the financial statements
more immediately understandable. Wrapping up presentations
to staff, she often turns to a photo or anecdote to drive home
her point. She has used photos of her son’s football team to
emphasise the importance of teamwork in large organisations.
Hoch also invests significant time managing her extensive
team. ‘It is particularly vital that we have the right managers
in place. People don’t tend to leave companies, they leave
bad managers. These leaders have a huge effect on the job
satisfaction of their teams and ultimately on retention.’

Hoch has a large finance function to oversee and serve the
79 offices in the US and seven more in Canada. Professional
accountants, like herself, she says, have an important role to play,
although she thinks that ‘blended cross-functional teams’ have
the greatest impact. ‘The days when you could just have a finance
team comprised of 100% accountants are over. We want a mix of
finance specialists, engineers, economists and communication
specialists along with accountants to get the best results.’
Helping set strategy for the business as a whole is another
central part of her role. ‘We operate in an increasingly
competitive sector that is being transformed by technology,’ she
points out. ‘More organisations are able to harness the power of
big data to understand risk. The businesses that will win will be
those that are able to execute most effectively on the basis of
this information.’
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1872

Founded in Switzerland in 1872,
Zurich has evolved from a large Swiss
insurer into one of the world’s leading
insurance groups. It offers a wide
range of general insurance and life
insurance products and services to
individuals and to businesses of all sizes.

*
Basics

55,000

The number of Zurich employees as of December 2014

170

*

The number of countries in which the company operates

us$4.638bn

Business operating profit in 2014, compared with
US$4.68bn in 2013 and US$4.084bn in 2013

127%

Zurich economic capital model ratio – a measure of capital
adequacy

us$3.4bn

Shareholders’ equity as of 31 December 2014

73

*
*

Number of Zurich offices in the US, plus seven in Canada

£60m

Figure donated to social issues since 1972 by the Zurich
Community Trust, according to the organisation’s website.
In 2009, Zurich was awarded Charity Times’ Best Insurance
Services Award and was shortlisted again in 2010. In 2012
the Zurich Community Trust (UK) won the Cross-Sector
Partnership of the Year Award for its partnership with the
treatment charity Addaction.

Zurich has been proactive in harnessing this developing
technology, mining data for hidden trends in an effort to hone
its understanding of risk. This aspect of the industry is likely to
continue to expand as wearable devices such as smartwatches
gather data on people’s health. Similar devices are being used
to monitor driving patterns, enabling the safest road users to
benefit from lower insurance premiums.

Bond yield crash
Traditional insurance companies face other challenges. One of
the most important has been the contraction of government
bond yields. In early 2015, for example, roughly a quarter of the
bonds issued by eurozone governments offered a negative yield,
with investors effectively paying for the privilege of lending to
them. And as of mid-May even five-year US government bonds

*

Be authentic. Don’t be afraid to
bring all of who you are to the
role. This creates trust and can
inspire the people around you. ‘I
have always tried to be upfront
about all aspects of who I am,
including everything from farm
girl and mother to my love of sport.’

Tips

Ensure a good work-life balance. The balance
between work and personal life will vary over
time. There will be times when your career takes
precedence over the rest of your life and vice versa.
‘I recently turned down a very tempting speaking
opportunity in order to be there for my son’s eighth
birthday party,’ Hoch says. ‘As a result, when I had to
miss his ninth birthday for an unavoidable business
obligation, he understood.’
Don’t be in a rush. ‘You need time to gain the
experiences that are going to help you as your career
progresses,’ she says. ‘It is important to strike the
right balance between ambition and impatience.’
Learn from everything you do. ‘It is important to
be both curious and to listen,’ she says. ‘I always
attempted to learn something from even seemingly
mundane tasks. When I was asked to photocopy
documents at the early stages of my career I would
always try to extract some knowledge from what
they contained.’
Choose an organisation that matches your values.
‘In both KPMG and Zurich I found companies in
which I was a good cultural fit,’ she says. ‘That is
important if you are going to have a sustainable and
happy career.’

were offering a yield of only around 1.5% – a near-zero return if
inflation is taken into account.
‘We need to be able to earn an operating income from our
underwriting business by providing protection to our customers,’
Hoch says. ‘But we are also investing that income.’ The challenge
in a time of meagre returns on high-grade bonds is to strike
the right balance between delivering the higher returns without
taking imprudent levels of risk.
Hoch sees this division as a strategic partner to the rest of the
business, deploying data to help the business flourish. ‘One of
our main challenges is to ensure that the data we provide is used
most effectively to give the company the edge over its rivals and
help staff understand how they contribute to our success.’ ■
Christopher Fitzgerald and Fernando Florez, journalists
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Focus | Brexit

In or out?

The noise level is rising in the build-up
to the referendum on the UK’s continued
membership of the EU, and strong
arguments are being made both for and
against an exit

B

ritish voters have barely had time to catch their breath:
within days of the May general election, unofficial
campaigning had started over whether the UK should
become the first nation to quit the European Union and go it
alone. It is not clear when the prime minister, David Cameron,
will hold the referendum, which he agreed to in order to
pacify the anti-EU members of his own party. But business
leaders and politicians on both sides of the debate have lost
no time in issuing statements and writing newspaper columns,
although recent events in Greece have pushed these debates
off the front pages – for now.
As in a general election, voters will be bombarded with
a bewildering array of conflicting arguments and mutually
incompatible statistics. Already one set of economists has
estimated that leaving the EU could cost the UK a staggering 9%
of GDP – more than the shrinkage caused by the 2008 financial
crisis – while another believes that the nation would end up 11%
of GDP better off.
So is there a real chance that Britain will decide to leave the
EU, and what would be the costs and benefits if it did? Could
even the prospect of exit have a negative effect on the British
economy until the issue is resolved?
As the campaign gets under way, EU proponents start off
with a comfortable lead. The most recent polls in June showed
60% of voters content to stay within the EU versus 27% favouring
an exit. Aside from this opening advantage, the campaign
to stay will be able to count on some very heavy hitters, says
Andrew Hilton, founder of the Centre for the Study of Financial
Innovation, a think tank. ‘The entire British establishment is lining
up behind continued membership, including most likely all of the
main political parties, along with the business and trade union
lobbies,’ he says.
The UK Independence Party, which took 13% of the vote in
the May general election, is the only significant political faction
that is so far campaigning vigorously for a departure.
Cameron is expected to negotiate concessions from the
EU that should neutralise some of the opposition to the bloc,
including agreement to restrict UK welfare benefits for new
immigrants and to secure an exemption from the ‘ever closer
union’ clause of the 1957 Treaty of Rome, which laid the
foundations for the EU. Most EU members are likely to fear the
unsettling impact of a British departure and so will want to offer

Cameron at least some face-saving concessions to keep the UK
in. Leaked documents indicate that Germany and Italy have so
far responded positively to British requests for concessions.
Yet it could be a mistake to write off the possibility of exit
altogether. Public opinion could change swiftly, especially in
response to problems within Europe. And a lot can happen
before the vote is actually held. ‘While Cameron promised a
debate before the end of 2017, it now looks more likely that he
will opt to get this out of the way in 2016,’ says John Springford,
a researcher at the Centre for European Reform in London.
‘There is still at least a year in which accidents could happen.’
Events in Greece could lead to an economic slump in the EU,
or a growing wave of immigrants into the UK from poorer parts
of the EU. All those possibilities could sway public opinion even
though none of them relates to the substance of the debate,
Springford argues. ‘We would be wise to take the risk of an exit
seriously,’ agrees Gianmarco Ottaviano, an economics professor
at the London School of Economics.

Swings and roundabouts
The case for exit so far is broadly as follows. Britain makes a net
annual contribution of around £10bn to poorer EU members
– equivalent to roughly 0.5% of GDP. That equates to about a
third of the defence budget or around £150 per person per year.
Still, opponents of EU membership claim there would be other
benefits to departure. Professor Tim Congdon, an economist and
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leading UKIP member, argues that EU regulation stifles British
business, costing the country about 6% of GDP. Brits could also
benefit from ditching the EU’s Common Agricultural Policy, which
imposes high tariffs on food imported from outside the EU and
so raises food prices in the UK. In addition, an independent UK
would be free to negotiate its own trade deals around the globe
far more quickly than the EU can. ‘The best strategy for the antiEU campaign is to paint themselves as globalists and portray the
yes campaign as Little-Europers,’ says Hilton.
Finally, the ‘out’ campaign has pointed to the success
of European nations that flourish outside the EU, including
Switzerland and Norway. Both countries have negotiated access
to the free trade zone and can pick which EU regulations they
want to abide by, EU opponents argue.
Sadly, says Springford, each of these reassuring assumptions
has drawbacks. ‘We cannot totally take it for granted that jilted
EU members would want to make life easy for the UK. They may
take the view that giving Britain immediate access to the free
trade area would set a precedent that nations could choose all
the benefits of membership and shirk the responsibilities.’
Negotiations could also drag on for years. It took Switzerland
nine years to negotiate 120 agreements to gain access to the EU
market. Meanwhile Norway, though not an EU member, still has
to contribute to the EU budget. And Britain would inevitably be
the supplicant in any trade talks with the EU. ‘The EU members
buy 45% of British exports, while Britain buys only 7% of theirs,’

17

says Springford. ‘That makes for a lopsided negotiation.’
Furthermore, the idea that Britain could make a bonfire of
EU regulations on departure is a myth, according to Ottaviano.
‘A lot of these rules are necessary to guarantee access to the
single market, and exporters would have to adhere to them
anyway,’ he points out. ‘The main change would be that the UK
would lose its ability to block or dilute rules it doesn’t like.’ It is
also worth noting that despite EU regulation, Britain still ranks
high in international measures of competitiveness, ease of doing
business and labour market flexibility.
This leads on to the potentially substantial opportunity costs
of an exit, EU advocates argue. ‘We should not think of the EU
as something static,’ says Ottaviano. ‘It is still negotiating trade
deals that could grant Britain access to even larger markets.’
The free trade zone covers a market worth around $24 trillion,
according to the Confederation of British Industry (CBI). An EU
trade deal has just been struck with Canada. If talks with the
US and Japan end in success, EU members could end up with
privileged trading terms within a $47 trillion market – a huge
prize. As a small independent nation, EU proponents argue,
Britain would be far worse placed to extract a comparable deal.
In addition, the UK would risk losing out on further
improvements within the EU. ‘The union is still making progress
in reducing non-tariff barriers to trade, which these days are
often as or more important,’ says Ottaviano. The EU is also trying
to forge ahead with a common market in services,

»
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Immigrant economics

including banking. Exclusion
▲ Tough talk
from this process could prove
(Left to right) Italian prime
extremely costly for the UK, say
minister Matteo Renzi, IMF
EU advocates. Britain’s economy
chief Christine Lagarde, US
is strongest in precisely these
president Barack Obama,
areas – with a trade surplus of
British prime minister
around 5.1% in services compared David Cameron, German
with a 6.4% deficit in goods.
chancellor Angela Merkel,
The big loser could be
and Liberian president
London. ‘London is often
Ellen Johnson Sirleaf at the
envied and unloved in Europe,’
G7 summit in June 2015
says Springford. Currently the
City dominates lucrative elements of the eurozone trading
infrastructure, such as the clearing and settlements system. The
European Central Bank has already attempted to shift some such
functions to within the eurozone. So far Britain has managed to
resist such pressures. ‘It would be far harder to do so outside the
EU,’ says Hilton. ‘London could still flourish as a global financial
centre, but it would take a large initial hit.’
Inward investment will also be at risk. EU businesses have
invested around £1.2 trillion in the UK – close to half the total
stock of inward investment, according
to the CBI. One investor, Deutsche
Bank, which employs 9,000 people
in the UK, has already warned about
the consequences of the UK leaving
the union. And even this large stock
of EU investment may understate
the potential cost of exit, since many
non-EU companies invest in the
UK as an export bridgehead to the
continent. ‘It is hard to determine
exactly how much investment would
be under threat,’ says Ottaviano, ‘but
it could be substantial.’ Including
lost competitiveness and innovation,
admittedly hard to pin down, Ottaviano
suggests the overall cost of exit could
range between 6% and 9% of GDP.

Finally, while immigration is unpopular in many parts of the UK,
British businesses benefit greatly from the unfettered access they
gain to workers from across the continent. A recent CBI study
reported that 63% of its members regarded the ability to recruit
from around the EU as positive for business. Only 1% said it had
been negative.
Contrary to popular belief, immigrants also appear to make
a net fiscal contribution to the UK, probably as they are more
likely to be young and healthy workers than the non-working old
or infirm. Research by Christian Dustmann and Tommaso Frattini
calculated in 2013 that the average Eastern European immigrant
contributed 4% more to the UK exchequer than they withdrew in
benefits and transfers.
Even if these drawbacks are disputable, it is harder to deny
the considerable turmoil that a British exit could cause in
financial markets. ‘Investors generally hate uncertainty,’ says Marc
Chandler, chief currency strategist at Brown Brothers Harriman
in New York. ‘A Brexit would be the ultimate in confusion and
uncertainty, with years of complex negotiations and haggling. If
this starts to seem a real threat, investors will certainly demand
a higher risk premium for putting their money into Britain.’ That
risk premium is likely to mean a fall in the value of UK stocks, gilts
and sterling.
Brits might also want to spare a thought for the rest of the EU.
‘Without the moderating influence of the UK, the EU would be
at risk of drifting towards more regulation and interventionism,’
Springford argues. ‘Britain has tended to align itself with northwestern European countries such as Germany and Denmark,
which favour a lighter regulatory touch than the likes of France.
This is partly why these north-western European countries are so
keen to see the UK stay at the negotiating table.’
Most economists and investors still believe that the chances
of British exit are relatively small. ‘An EU departure is not
something we are building into our forecasts or models,’ says
Victoria Redwood, chief UK analyst at Capital Economics, a
consultancy. ‘The odds are in favour of continued membership.’
And in a campaign that is likely to
be characterised by hyperbole, it is
worth putting the stakes in perspective:
even most pro-EU advocates admit
that Britain could continue to flourish
outside the EU. ‘The country would
clearly not fall into the sea if it left,’
says Springford. ‘It is simply that the
gains from an exit would be modest,
especially set alongside the risks and
missed opportunities.’
Even so, most economists would
agree that the referendum will have
a far larger potential impact than a
typical general election. ■

‘A Brexit would
be the ultimate
in confusion and
uncertainty, with
years of complex
negotiations
and haggling’

Fernando Florez and Christopher
Alkan, journalists
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Comment | Ramona Dzinkowski

COSO declares war on risk
COSO’s latest defensive thinking around ERM comes at a time when risk management in
the US is in a weakened state, says Ramona Dzinkowski

Ramona Dzinkowski is a
Canadian economist and
editor-in-chief of
the Sustainable
Accounting Review
In 2013, the Committee of
Sponsoring Organizations of the
Treadway Commission (COSO),
which is a joint initiative of US-based
professional accountancy bodies,
released a revised and updated
framework for managing and
controlling risk, known as Internal
Control – Integrated Framework.
Amid some controversy, companies
have begun applying this expanded
control model. The complexity of risk
management activities and potential
accountabilities specified with the
framework were points of discussion,
which may have led to a recent COSO
thought leadership paper on who does
what and when in applying the framework
within organisations, which was published
in July.

Perhaps a sign of the times generally,
the paper, Leveraging COSO across
the three lines of defense, describes
roles and responsibilities in distinctly
combative terms.
For example, it categorises risk
management activities as first line of
defence (operational management),
second line of defence (internal
monitoring and oversight) and third line of
defence (internal audit).
According to the paper, directors
and management should understand
the critical differences in roles and
responsibilities of these duties and how
they should be optimally assigned.
Specifically, senior management
is accountable for the selection,
development and evaluation of the
system of internal control with oversight

by the board of directors, while
operational managers develop and
implement the organisation’s control
and risk management processes. The
latter include internal control processes
designed to identify and assess significant
risks, execute activities as intended,
highlight inadequate processes, address
control breakdowns and communicate
activity to key stakeholders.
In today’s risk environment, the combat
metaphor might not be too far-fetched.
According to the results of the latest study
by the ERM Initiative at North Carolina
State University and the American
Institute of Certified Public Accountants
(AICPA), many companies remain
vulnerable to unanticipated risk.
The survey shows that despite more
than 59% of the 1,093 respondents
believing that the volume and complexity
of business risks had increased
considerably in the past five years, only
23% of them described the level of
their organisation’s risk management as
‘mature’ or ‘robust’.
The survey also reported weakness
at the board level, where only 27% of
executives indicated that their boards
substantially discussed the top risk
exposures facing the company in relation
to its strategic plan.
Finally, and perhaps of even greater
concern, 43% of respondents indicated
that their companies had no structured
process for identifying and reporting top
risk exposures to the board. Another 27%
describe their risk management processes
as informal and unstructured.
Perhaps the guidance from COSO
will illustrate the need for more strategic
and defensive thinking around risk
management. ■
For more information:
Read COSO’s paper at
bit.ly/COSO-3LoD
The Sustainable Accounting
Review is at www.
sustainableaccountingreview.com
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Alnoor Amlani | Comment

A better deal for Africa

The continent must present its case and find an effective way to mitigate the effects of
climate change as the long-term implications grow ever graver, says Alnoor Amlani
According to the Pew Research
Center’s 2015 global research
survey of the greatest international
threats, climate change ranks as the
most important concern for people
living in Africa – higher than economic
instability and ISIS.
More than a third of the continent
is desert land occupied by very poor
people, and there is scant protection from
the effects of global warming.
In North Africa the Sahara desert
makes up an estimated 3,500,000 square
miles, covering much of Morocco, Algeria,
Tunisia, Mauritania, Mali, Niger, Sudan,
Egypt and Chad. The Sahel desert covers
1,178,000 square miles in West Africa in
Senegal, Mauritania, Mali, Niger, Burkina
Faso, Gambia, Ivory Coast, Ghana, Togo,
Benin, Nigeria, Chad, Cameroon, Sudan
and Djibouti. The Kalahari in the south
covers 362,000 square miles of Botswana,
Namibia and South Africa. And the
Danakil covers 23,000 square miles of
Ethiopia and Eritrea.
According to the United Nations
Environmental Programme (UNEP), by
2050, average temperatures in Africa are
predicted to increase by 1.5°C to 3°C, and
will continue further upwards beyond this
time. Warming is very likely to be higher
than the global annual mean throughout
the continent and in all seasons, with drier
subtropical regions warming more than
the moister tropics.
UNEP predicts that the area of arid
and semi-arid land is likely to increase by
5% to 8%, rainfall patterns are likely to be
altered tremendously, drought occurrence
increased, and overall human health
negatively impacted by disease and water
stress, with between 350 million and 600
million people exposed to water stress by
2050. There will also be massive effects
on agricultural productivity, sea levels and
energy access. No wonder Africans feel
extremely vulnerable.
Historically with the slave trade and
the partition of Africa by the European
colonial empires, Africa’s resources were
used to drive the Industrial Revolution in
Europe. Africa’s people, however, have

Alnoor Amlani FCCA
is an independent
consultant based in
East Africa
not polluted the environment in order
to develop their economies. Now Africa
faces the most dangerous effects of the
pollutants generated by this revolution.
Ironically, this is happening just when
its own people are beginning their own
industrial revolution for a leap to middle
income status.
The developed world has initiated
efforts to reduce carbon emissions via
the Kyoto Protocol, which set up the
carbon trading system. There is little
evidence, though, that this mechanism
has had much impact on reducing
emissions and checking the pace of
climate change.
Clearly a better way is needed to
mitigate the effects of climate change
before they destroy the lives of millions
of Africans.

The upcoming UN Paris Climate
Change Conference in November –
whose aim is to reach a consensus on
reducing greenhouse gas emissions –
offers the best opportunity for Africa to
make its case.
African countries have long held
positions in favour of an ambitious
global climate agreement. But the
developed world has been expected to
lead the change. It is time now for the
developing world, and especially Africa,
to present its case and campaign for a
better deal. ■
For more information:
Pew Research Center’s global
survey on climate change is at
bit.ly/pew-clim
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Comment | Anthony Harbinson

Moving forward

After 12 months as ACCA president, Anthony Harbinson looks back over his term
of office and pays tribute to the commitment of students, members and staff
It is with a great sense of pride and
some very fond memories that I look
back on my year as ACCA president. It
has been a huge honour and privilege
to have served the members and
students that make up our fantastic
body and to be an ambassador for you
and ACCA in so many forums.
Among the many highlights was
leading the ACCA delegation to the
World Congress of Accountants in Rome
last year. We were, I believe, able to
demonstrate how ACCA is helping to lead
and develop the accountancy profession
globally while making a valuable
contribution to debates and presentations.
Travelling around the world has given
me the opportunity to meet so many of our
students and members, and to recognise
that we are indeed one very large family,
with shared values and commitments.
That has also enabled me to see how
they engage with ACCA within their local
markets and to understand how they help
develop our communities and economies.
It has also been a privilege to meet
with the staff teams that deliver so much
for us as members and students – the
individuals who make ACCA work and
help us all to get the most from our
Qualification and our careers. They are the
true heroes of ACCA!
At the start of my presidential year,
I said I wanted to put the public sector
at the forefront of the profession and
to highlight the strengths, threats and

I have thoroughly
enjoyed the
chance to really
discuss public
value and the
public interest on
the world stage

opportunities that this sector faces.
As someone who works in this vital
sector, it has been a source of pride that
I had the opportunity not only to have
met with and influenced so many key
stakeholders but also to have launched
ACCA’s Certificate in International Public
Sector Accounting Standards, which will
help many thousands of public servants
around the world.
I have also thoroughly enjoyed the
chance the last year has given to me to
really discuss public value and the public
interest on the world stage, and explain
how ACCA puts this at the very heart

of all that we do, particularly in terms
of espousing our commitment to ethics
and doing the right thing, no matter how
difficult that may be.
I have many special memories of my
presidential year – not least being made a
‘chief’ while visiting Uganda in November
last year. I want to conclude by thanking
you once again for the opportunity to serve
ACCA at the highest level and to wish you
all future success in your careers. ■
Anthony Harbinson FCCA is director of
safer communities in Northern Ireland’s
Department of Justice
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The view from

Michael O’Connell FCCA, founding director, Sapphire
Recruitment, Brisbane, Australia
do business, and a viable alternative to
longer-established business centres like
Sydney and Melbourne.

Competition for top finance talent
in Queensland is intense. Busiest
industries include construction, energy,
tourism, retail and professional services,
with financial control, internal audit
and business analysis among the skills
in highest demand. The mining and
natural resources sector has long been
a cornerstone of the local economy, but
efforts to diversify and attract investment
– into Brisbane, along the Gold Coast and
across the state – mean the job market for
accountants has held up well, despite the
volatility of global commodities markets.
Employers in non-profit sectors such as
education, housing and healthcare are
also stepping up recruitment activity, as
are charities and social enterprises. In my
view, the job market reflects Queensland’s
success in promoting itself as a place to

The job
market reflects
Queensland’s
success in
promoting itself as
a viable alternative
to Sydney and
Melbourne

Successful recruiting is all about
relationships. When a CFO or HR
manager entrusts you to manage a
critical appointment on their behalf, it’s
crucial to demonstrate your commitment
and capacity to go the extra mile. That’s
what encourages repeat business and
generates word-of-mouth referrals. We’re
also conscious that every candidate we
help to make a career move is also a
potential client, regardless of whether
they ultimately find their new role
through us. We use social media to
maintain our profile and engage a wider
audience – but it’s the attention you
give people individually that makes a
lasting impression.
We celebrated three years in business
in August. I spent six years working at the
Sydney office of a global finance recruiter,
becoming the manager of its qualified
division before relocating to Queensland.
Moving here provided the impetus for
setting up a business from scratch with
my business partner, and today we’re
well ahead of our projections in terms
of revenue, client base and our standing
among local employers. Yes, starting from
scratch represented a big risk – but we’ve
always been confident in our ability from a
delivery perspective. Once we’d identified
a gap in the market for a niche finance
recruiter in Brisbane, making a fresh start
was an easy decision to make. We haven’t
looked back.
I’m a passionate advocate for ACCA.
I sit on the Member Network Panel for
Queensland, helping to come up with
ideas and get the message out there
about events or new ACCA initiatives.
Getting involved is great for networking,
and speaking with fellow members who
work in mainstream finance keeps me in
touch with the issues typically faced by
my clients and candidates, which in turn
informs the advice and support I give. ■

Snapshot: automotive
The automotive sector is heavily
affected by regulation. The need
to design engines emitting less
CO2 is increasing costs quickly
and will reduce manufacturers’
profits, especially in the European
Union, which has the most
stringent standards.
Globalisation has progressed
a long way into the industry and
almost all future growth will come
from emerging markets. While
China has been strong in this sector
so far, the industry must respond
to today’s downward pressure on
prices following the government
crackdown on corruption and the
slowing Chinese economy.
In addition, this is an industry
where a great deal of technological
change and innovation is taking
place. Vehicles are becoming
internet-connected and
customised, and there is also the
switch to electric models. All of this
will happen over a generation.
From a career point of view, a
global outlook and a thirst to learn
about how consumers around the
world look at motor vehicles are
imperative. Commercial expertise
is essential. Around one-third
of profits typically come from
consumer finance products, while
the connectivity of today’s vehicles,
and widening customer product
and design preferences make
big data and predictive analytics
increasingly important.
John Leech, UK head of automotive
at KPMG
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Turn the tables

Cybercriminals have shown what it takes to operate effectively, so let’s turn their
weapons of technology, cooperation and agility against them, says Alister Shepherd
Almost £1bn a day is spent online.
In a hyper-connected world that has
more mobile devices than people,
it should come as no surprise that
online crime is intensifying. Yet we
continue to leave ourselves vulnerable
in cyberspace because of a collective
failure of information sharing. If we
want to create a properly protected
digital environment, a fundamental
shift is required in our approach to
cybersecurity threat intelligence, with
governments, corporates and small
businesses all playing their part.
The Hatton Garden heist, in the heart
of London’s jewellery quarter, where
enterprising thieves tunnelled into the
vault of Hatton Garden Safe Deposit,
netted the robbers an estimated £200m
in valuables earlier this year. This was an
audacious and well-planned robbery.
The incident garnered massive media
attention and captured the public

imagination until the alleged burglars
were arrested six weeks after the theft.
Compare this to Carbanak – an
online hacking campaign that reportedly
generated US$1bn from around 100 banks
worldwide. The highly sophisticated
theft required a network of criminals with
specialist digital skills, with each attack
taking up to four months to execute. No
arrests have yet been made and coverage
of the attack has been extremely limited.
Which brings us to our first problem: the
poor visibility of cybercrime.

Don’t dodge it
There are several interconnecting factors
at play here. First is the perception that
cybercrime is too technical and difficult
to understand for non-IT staff. However,
IT is now a pervasive and critical part of
our lives, massively improving connectivity
and thus productivity. Given that
employees themselves make extensive

use of a constantly evolving array of
gadgets and methods of communication,
all staff have a responsibility to
understand the risks and to use such
devices securely.
This is not difficult: short awareness
sessions of one to two hours should
be sufficient to give employees the
rudiments of cybersecurity and how to
counter social engineering attacks and
phishing emails. Given these techniques
have cost companies dearly, with one
attack alone thought to have cost a US
retailer US$500m, such learning is surely a
reasonable investment.
Victims are also often reluctant to
report cybercrime to law enforcement
agencies. Businesses may be concerned
about the interruption and loss of control
caused by an investigation, believe
there is little chance of recovering
stolen assets, and hope to minimise
reputational damage by restricting
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reporting to outside
entities. However, in a
world where breaches are
increasingly commonplace,
reputations can be more
tarnished by efforts to
suppress the reporting of
an incident than through
an early declaration; the
positive media coverage of
US health insurer Anthem’s
prompt response to a
cyber attack earlier this
year demonstrates this.
Enforcement
authorities are also gaining
experience of investigating
cybercrime, and doing so
effectively with corporates.
This usually involves
collaboration with incident
response businesses that
seek to minimise disruption
within the corporate
estate. More organisations
need to follow this model:
enforcement authorities require visibility
to provide a proper response but until
they have more scope to disrupt the
activities of cybercriminals, the rate of
attacks is unlikely to diminish.
Cyber threat actors are constantly
evolving and, more worryingly,
cooperating. Malware and infrastructure
are shared, recycled and reused at an
alarming rate, with a recent banking
malware campaign reportedly lasting
just five hours. Criminals are also
adopting and adapting the sophisticated
techniques used by government agencies
as these leak into the public domain.

Stovepiped
Some of this should make it easier to
defend against attacks, except that
defenders are not cooperating in the
same way. Even the best efforts, such as
the ISAC knowledge sharing system in the
US, are ‘stovepiped’ – businesses share
information within their industry but not
with their own supply chains, a strategy
that seems inexplicable from a risk
management perspective. Furthermore,
attackers do not think primarily in terms of
industry or sector – they consider profit,
intellectual property or, perhaps, ideology.
Reviewing even the most sophisticated
attacks, attributed to highly cybercapable nation states, there is a pattern
of the same malware (or ‘implants’ in
government parlance) and command and

◄ Offline heist in the headlines

In an ‘old-style’ break-in, the gang
that raided Hatton Garden in London
tunnelled their way into a concrete vault
stuffed with safety deposit boxes

▲ Blaze of publicity

The raid and the ensuing police
investigation was a media event in a
way that cybercriminal activity is rarely
allowed to be
control infrastructure being used against
multiple victims, across various sectors,
including finance, energy, telecoms and
governmental institutions.
What this tells us is our adversaries
are constantly adapting; they are agile,
unencumbered by regulatory or legal
restraints, unconcerned about national
jurisdictions, and developing attack
techniques so quickly that it is impossible
to keep pace without the broadest
possible coalition working to defend
against them. This requires a complete
paradigm shift in the approach to sharing
intelligence about cyber threats.
Cyber intelligence has a unique
attribute, where its value increases the
more widely it is shared. Of course,
attackers can change their command
infrastructure or obfuscate their code,
but no-one has limitless resources.
Recent reporting on cybercriminal groups
has shown their operations can be

severely damaged by sharing
information about their tools
and infrastructure.
While governments
should lead the way, they
are no longer the main
owners of intelligence in this
space. Commercial entities
almost certainly top the
charts for cyber-attacks by
volume, including the most
sophisticated malware.
In the hyper-connected
world, the private sector
often has defensive tools
or capabilities that rival or
exceed those in the public
sector. Many organisations
also have the capacity
to share information and
initiate investigations across
international borders far more
quickly than government
agencies, an area where
change is also required to
redress the balance.
Real collaboration between the
public and private sectors is required
to make this work. This is not about the
sort of sharing envisaged in proposed
EU and US legislation, intended largely
as a data privacy measure. Nor are
closed systems such as ISAC sufficient.
Instead, there needs to be a new model
of willing cooperation that expands
existing relationships. Government should
build on its links with critical national
infrastructure to engender exchanges that
go into greater depth. That infrastructure
should in turn share with its supply
chain, creating a trickle-down effect
for capability, and a two-way flow of
intelligence on the cyber threat.
Cybercriminals have demonstrated
some of the elements required to
operate effectively in this space: they are
early adopters, embracing technology;
they collaborate, sharing information,
techniques and assets; and they are agile
and international in approach. Defenders
must respond accordingly, or risk being
constantly outpaced by the attackers. ■
Alister Shepherd is a security and
investigations expert at Stroz Friedberg,
an investigations, intelligence and risk
management company
For more information:
www.strozfriedberg.com
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Time to fix your FX

Foreign exchange movements can wipe out profits and put SMEs in danger. In the first of
three articles in association with WorldFirst, we look at why you need an FX strategy

W

hen the Swiss National Bank decoupled its franc
from the euro in January, it created turmoil in
foreign currency markets. Jeremy Cook, chief
economist at WorldFirst, recalls: ‘I was transfixed as the Swiss
franc strengthened by 33% in just two hours. If you weren’t
hedged, you’d have taken a considerable bath.’
Indeed in the days after, there were rumours of large
companies having lost millions of euros. It is also likely that there
were some small and medium-sized companies who found their
bath water had dropped unexpectedly in temperature.
It all underlined the importance for companies large and
small of mitigating their foreign exchange exposure through a
well-founded risk strategy. But while corporates have the financial
backing to hire the experts they need to run their strategies,
SMEs don’t usually have that luxury.

Open window
Managing an FX strategy often involves an SME business owner
or FD taking responsibility for an area in which they will admit
they are not experts. Robert Cullum, managing director at Pacific
Produce, a £31m-turnover importer of
fruit, is one SME owner who needs to
keep a close watch on FX movements.
His company imports satsumas,
avocados, mangoes and other fruit,
mostly from Peru, along with other
parts of South America. Cullum’s FX
dilemma is easy to state, less simple to
solve. In his purchase-to-sale cycle, he
orders product in week one, waits for
around four weeks while it is shipped
across the Atlantic, then sells it in week
six, but then waits up to four more
weeks – and sometimes longer – to get
paid. In short, he has a 10-week window
between buying and being paid, when
FX movements could wipe out any
profit he’d hoped to make on the deal.

‘If you look at the volatility of currency rates, that can
sometimes be the difference for me between making money and
losing money because produce margins are very low,’ he says.
His conundrum revolves around an eternal triangle of three
main currencies – the pound, the euro and the US dollar. He
must pay for his produce in dollars, but gets paid by customers
in pounds, or euros when he sells into the eurozone.
Some of the time, Cullum mitigates the risk by paying
regularly. ‘You win some, you lose some that way,’ he says. Over
time, the gains and losses tend to even themselves out. But if
he’s arranged a fixed price with the seller in dollars and with the
buyer in pounds or euros, he will buy a forward FX contract to
lock in the buying and selling rates.
Ian Marsh, a professor at London’s Cass Business School
whose research interests include FX markets, argues that each
SME needs a foreign exchange strategy that matches the risk
profile of its business. ‘There’s a lot of theory that suggests
you don’t really need to hedge FX risk if you’re diversified,’ he
says. The problem, though, is that SMEs are rarely sufficiently
diversified either in the nature of their business or the currencies
they use to take that chance.
Few SMEs with any significant level
of overseas business should ignore
the need to develop a well thought
out FX strategy, says Marsh. ‘You need
to prioritise the deals that will bear
the most risk and ask: what is the risk
of a deal putting the company into
financial distress?’
Marsh points out that making
risk judgments is not new for finance
professionals and other senior
executives. There are risks in interest
rates, commodity prices, market
competition and other areas. In dealing
with FX, executives are using exactly
the same kind of risk management
skills they use in other areas.

‘The volatility
of currency
rates can
sometimes be the
difference for me
between making
money and
losing money’
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Master and servant
There is a cost to hedging and it is important to build that into
calculations about the budget rate. And, says Marsh, it is also
important for SMEs to recognise that FX strategy should be the
servant of the business, not its master. That is a good reason for
keeping the FX strategy simple, he says.
‘Foreign currency trading won’t be a core competency in
most SMEs, so don’t worry too much about making or losing
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Cook says that companies that have given a lower priority to FX
risk in the past may need to review that decision in the future.
Currency fluctuations are certainly not new. He has seen major
currencies move by 3-4% in a day and up to 8% over a month. ‘At
that level, the movement has the potential to take a considerable
lump out of your take-home profit,’ he says.
Looking forward, FX fluctuations may increase both in
frequency and size. The global economy is about to leave a
prolonged period of record low interest rates. That could create
more uncertainty about whether different economies can sustain
their growth rates. In turn, that may feed through into more
currency volatility as strong economies continue to grow despite
interest rate rises, while weaker economies find their growth
rates falling back.
‘We’re moving from an atmosphere where every single action
of central banks has been aimed at stimulating growth to an
environment now where interest rate rises may cause some
economic contraction,’ Cook says. ‘This is something that we
haven’t had to deal with for a while and will be a test for just how
secure economies are.’
So what should an SME do if it decides that it needs to
develop an FX strategy or revise its current strategy in the light
of changing economic conditions? Cook suggests a three-step
approach. First, he says, you need to know your ‘budget rate’ –
the rate at which you expect to buy or sell a given currency to
maintain your profit margin at the desired level. ‘The budget
rate is at the heart of an FX strategy,’ he says. ‘You must know
exactly what your costings are. If your budget rate doesn’t help
to protect your business strategy, it is not doing its job.’
Second, you need to explore ways to protect your budget
rate, which in turn underpins your business strategy. This
essentially involves deciding what the business’s appetite is for
risk. ‘If you’re very risk-averse, you may just want to protect your
budget rate, and there are hedging products that can do that,’
says Cook. On the other hand, the business may have a higher
appetite for risk – perhaps because it has a more generous
underlying profit margin – and want to seek opportunities for an
upside from its currency trading. In which case, it may choose
to hedge away some its FX risk but leave some flexibility to take
advantage of favourable currency movements.
Third, you need to focus on the relationship between your
foreign currency payments and receipts and your underlying
liquidity. ‘Do you have a balance sheet that gives you the ability
to pay down margin against trades that will be booked out for the
future, depending on how far you want to hedge?’ says Cook.

Value of sterling against US dollar
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the odd 1-2% in foreign currency markets,’ he says. ‘Make your
money where you know you create your value.’
Cook agrees: ‘Don’t rush into things you don’t understand:
you have a budget rate to protect.’
But when it comes to foreign currency considerations,
there is a twist in the tale. Even companies that don’t have
FX transactions may be vulnerable to the broader economic
impact of world currency movements, says Marsh. For example,
movements in currencies may give overseas competitors an extra
edge in key markets.
‘Just because you don’t have a transaction exposure, don’t
fall into the trap of thinking you have no risk exposure,’ he says.
‘Don’t become complacent over it because we’re living in an
internationally competitive world.’ ■
Peter Bartram, journalist
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The view from

Azad Huseynov ACCA, audit manager at Baker Tilly in
Baku, Azerbaijan, who has international experience
My work is a varied mix of mostly audit
and tax, along with advisory services
for local companies. Historically my client
portfolios have involved specialising in
industrial sectors, energy and natural
resources, but it’s now broader, with
everything from consumer markets to
railways, transport and infrastructure.
Azerbaijan’s geographic location attracts
investment from Europe, Russia, Central
Asia and beyond; we help entrepreneurs
and local companies become equipped
to compete effectively, here and in
new markets. So while my primary
responsibilities are around financial
reporting and regulatory requirements,
providing clients with the benefit of extra
observations and recommendations is an
integral part of the service.
I gained Big Four-firm experience in
Moscow, Istanbul and Hong Kong
over seven years before returning to
Azerbaijan with Baker Tilly. Each was
unique in terms of working culture,
management styles and ways of life. It
is always a challenge when you settle
in a new country. You have to prove
yourself all over again, showing that
you’re not behind the others just
because you are settling in, and that
your commitment and the quality
of your work will not be
impacted negatively. It
takes courage, energy
and time, but each
move makes you
stronger and I’m
never afraid of
new places or
new people. It
was also helpful
for when I
returned to Baku,
since Azerbaijan
had changed an
incredible amount while
I was away. International
experience changes
how you perceive and
evaluate different
situations.

Expert view
Watch the video on the
challenges and opportunities that
new technology offers the profession
at www.accaglobal.com/ab/videos

I appreciate the freedom and
encouragement we get to provide client
support beyond simply formal reporting
and compliance issues. Experience has
taught me that it’s not so much about
where you work but the people you
work with. I’m given a relative degree
of autonomy without the restrictions
of a bureaucracy or complex approval
processes when opportunities for making
improvements are identified. Many of
the senior management team have come
from Big Four backgrounds, so as a firm
we operate to high standards
in terms of methodology
and best practice – but
with a more collegiate
environment.
Getting involved in
student and graduate
recruitment at Baker
Tilly opened
up lecturing
opportunities,
and now I
teach ACCA
too. It gives me
a completely
different form of
job satisfaction.
I particularly like
using examples from
my own experience
and when you train
other people you
invariably end up
learning more
about yourself too,
adding to your
skills portfolio.
Everyone
wins! ■

Snapshot: financial
services
Since 2008 the driving force
in financial services has been
regulatory reform. The initial focus
was prudential – restoring safety
and soundness to the global
system. More recently, the focus
has been on conduct and cultural
renewal, especially within the
banking system.
However, we see greater focus
on jobs and growth. Politicians
recognise the pivotal role financial
services play in extending credit
to boost economic activity and
supporting long-term infrastructure
investment. The challenge
is generating a return in this
environment. Regulatory reform
has increased the level of capital
employed, while compliance costs
have soared, returns have dropped
and interest rates have remained
low. In response, we are seeing the
return of large-scale international
mergers and acquisitions within the
insurance industry and nationallevel consolidation of a fragmented
banking sector in many countries.
As the industry responds to
these challenges, so must the
profession in order to provide the
right advice and assurance. With
ever greater use of technology,
integrating more specialist
expertise alongside accountants
is key to broadening the
perspective and skills of the next
generation of accountants.
Andy Baldwin, global financial
services leader at EY
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Could do better

A third annual survey of global audit inspections finds that audit still fails to provide users
of financial statements with the consistent level of assurance that it should be offering
Audit quality around the world leaves
plenty of room for improvement,
according to the most recent survey
of audit inspection findings from the
International Forum of Independent
Audit Regulators (IFIAR).
The global survey, which incorporated
input from 29 IFIAR members in different
jurisdictions, identified areas where audit
procedures tend to be deficient, resulting
in insufficient evidence to support the
auditor’s opinion. According to the
survey results, the areas where the most
deficiencies were identified are also those
that are most fundamental to the quality
of financial statements.
Audits of publicly listed companies
had the most deficiencies in the basic
areas of internal control testing and fair
value measurement. Audits of systemically
important financial institutions had
the most deficiencies in allowance for
auditing of loan losses and impairments,
as well as internal control testing.
Audit firms themselves had the most
deficiencies in engagement performance,
independence and ethics requirements,
and human resources.
This is the third time in as many years
that the IFIAR survey has identified almost
all the above areas as those responsible
for the greatest number of deficiencies.
These deficiencies do not in themselves
indicate material misstatements of
the financial statements, but they do
imply that the audit does not provide
the level of assurance that it ought
to. As a recurring trend, this presents
a considerable issue – one that IFIAR
chair Lewis Ferguson has described as ‘a
problem for investors and other users of
financial statements around the world’.

Recurring deficiencies
Audit regulators in Asia Pacific are also
concerned about the recurring deficiencies
that turn up in their inspections. A number
have noted that despite continuing
efforts by firms to improve audit quality,
the recurring deficiencies suggest that
multiple underlying issues exist that have
not yet been resolved by the firms. This

About the survey
The IFIAR Survey of Inspection Findings has been conducted annually since
2012 to identify common audit inspection deficiencies on a global basis.
The survey focuses primarily on the findings from IFIAR members’ inspections
of audit firms affiliated with the six largest international audit firm networks.
It covers audits of publicly listed companies and systemically important
financial institutions.

is true even in jurisdictions that pride
themselves on consistently high audit
quality, such as Singapore.
The Accounting and Corporate
Regulatory Authority of Singapore (ACRA)
observed in its 2014 Practice Monitoring
Programme report that while firms have
made considerable improvements in their
quality controls, it remains concerned
over recurring deficiencies found in areas
including fair value measurement, revenue
recognition and group audits. Some
parallel the global survey findings.
Malaysia’s Audit Oversight Board
(AOB) similarly noted, in its most recent
inspection report, that although there was
‘positive progression’ from audit firms,
there were still recurring deficiencies in
areas such as going-concern assessment
and the understanding of management’s
processes and controls relating to
accounting estimates.
The Securities and Exchange
Commission Thailand (SEC) reported that
despite ‘significant improvements in most

IFIAR has
encouraged audit
firms to evaluate
and understand
the root causes
of deficiencies
and to take action
accordingly

aspects’, deficiencies in engagement
performance, one of its key areas of focus,
persisted for a number of inspected firms.
Meanwhile, the Australian Securities
and Investments Commission (ASIC)
found that while firms had made good
efforts to improve audit quality, ‘these
efforts were yet to be reflected in its riskbased inspection findings’.
ACRA, AOB and SEC are founder
members of the ASEAN Audit Regulators
Group, an informal cooperation body
set up in 2011 to help promote audit
quality in the region through enhanced
collaboration between audit regulators. All
three, with ASIC, are members of IFIAR.

Addressing root causes
In its global survey results report,
IFIAR has encouraged audit firms to
evaluate and understand the root
causes of deficiencies and to take action
accordingly. It places high priority on
professional scepticism, highlighting this
as a significant contributor to the quality
of audits, or lack of it.
Audit regulators have already taken
steps to identify root causes, as well as
engaging audit firms and implementing
initiatives to assist the firms’ efforts.
Some root causes differ widely between
jurisdictions, but others, including human
resources and leadership, emerge
repeatedly. Lack of leadership and talent
attrition, for example, were highlighted
by the Singapore, Malaysia and Thailand
regulators. Professional scepticism has
also emerged as a common theme.
In Singapore, ACRA has identified
several broad categories of root causes
including structural, organisational
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and accountability issues related to
human resource management. Its current
priority is ensuring that senior personnel,
such as partners and managers,
are adequately involved in audit
engagements. It has enhanced its audit
inspection programme to take a more
targeted, risk-based approach.
‘Singapore has maintained a
consistently high quality of audit, although
some of the deficiencies observed by
IFIAR’s survey feature in our own inspection
findings,’ says ACRA chief executive
Kenneth Yap. ‘Nevertheless, audit quality is
constantly a work in progress.’
In Malaysia, the AOB has previously
highlighted root causes such as lack of
human resources due to a high talent
attrition rate, lack of emphasis on
audit quality by the leadership of firms,
inadequate understanding of the audit
client’s business, and lack of application of
professional scepticism in evaluating audit
evidence. It has currently identified audit
firms’ internal monitoring processes as a
potential key to improving effectiveness.
‘More honest and holistic approaches
in identifying root causes and devising
appropriate remediation plans to address
the actual drivers of the deficiencies
would strengthen audit firms’ systems
of quality control,’ says Nik Mohd
Hasyudeen Yusoff, executive chairman
of the AOB.
ASIC has also identified three broad
areas where audit firms need to improve:
the sufficiency and appropriateness of
audit evidence obtained by the auditor,
the level of professional scepticism
exercised by auditors, and ensuring
appropriate reliance on the work of
experts and other auditors.
‘We see audit quality as a key
to consumer and investor trust and
confidence in our markets,’ says the
Australian regulator. It has asked the
country’s six largest audit firms to prepare
action plans for addressing deficiencies.

‘We believe
securities
regulators and
auditors have
a joint interest
in achieving
quality financial
reporting’
‘ACRA views audit quality as a work
in progress that involves a myriad of
regulatory and non-regulatory levers and,
crucially, support from stakeholders,’
says the Singapore regulator, which
recently stepped up its engagement
with audit committees to help them
better distinguish and demand quality
audits. ‘Crucially, we want to help audit
committees extract more value out of the
audit by engaging in deeper discussions
with their auditors on the audit process
and how audit risks were addressed.’
Meanwhile, Malaysia’s AOB has
taken steps to engage with audit firms,
particularly small and medium ones,
to help them better understand and
address practical challenges such as
talent retention and keeping abreast with
standards. It also collaborated with ACCA
in a 2012 survey, Optimising talent in
accounting firms, which reported positive
findings about the state of audit talent in
the country.

Mint Kang, journalist
For more information:
IFIAR’s global Survey of Inspection
Findings is at bit.ly/IFIAR-survey
Optimising talent in accounting
firms is available at www.
accaglobal.com/ab/203

Main deficiencies in audits of publicly listed companies
For audits of publicly listed companies, a distinct trend has emerged in the areas
with the largest number of inspection findings over the three years since
IFIAR began its annual survey. For each year, in descending order of occurrence,
the areas are as shown here.

Taking action
IFIAR’s report includes a list of action
plans that audit firms may implement to
address quality issues.
In addition, it suggests that nonexecutive directors and audit committees
could assist in creating a high-quality
audit environment. Audit regulators
concur: besides supporting the firms’
individual action plans, they are
undertaking initiatives to bring in other
stakeholders who can help.

ASIC has adopted a third approach,
leveraging ASIC chairman Greg
Medcraft’s role as chairman of the
board of the International Organization
of Securities Commissions. It recently
suggested improvements to auditing
standards in Australia and is now pressing
for better auditor guidance.
‘We believe securities regulators and
auditors have a joint interest in quality
financial reporting,’ says ASIC.
On the whole, however, audit
regulators have indicated there is no
quick and easy solution to improving
audit quality. Although the IFIAR survey
suggests that some regulators have
observed an overall improvement in audit
quality, regulators and audit firms have
described their own initiatives as ongoing
and works in progress. IFIAR itself has
indicated that the audit profession may
not be doing enough to understand and
address issues with audit quality.
However, awareness of the recurring
trends provides a starting point for
auditors, regulators and stakeholders
to take action, and may be the first step
towards solving a problem that affects all
users of financial statements. ■

2012

*
*
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Fair value
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Internal control
testing
Engagement quality
control reviews

2013

*
*
*

Fair value
measurement
Internal control
testing
Adequacy of
financial statements
and disclosures

2014

*
*
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Internal control
testing
Fair value
measurement
Revenue recognition
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Redefining excellence

Connectivity and automation are transforming the face of finance, resulting in changes to
the kind of people needed to run the finance department, says PwC

The new numbers

Function costs take a nosedive

PwC’s annual finance function
benchmark report, Breaking away:
how leading finance functions are
redefining excellence, shows how the
best-performing finance functions have
ditched the focus on bookkeeping
and information gathering. Instead,
they are producing real-time analytics
and management information for use
by other parts of the business. These
changes mean that there is a demand
for a new type of numbers professional
– one with soft skills and able to
navigate the new business landscape,
and partner more meaningfully with
the business.

As fewer people are needed to run finance, so the cost of the average
finance function as a percentage of revenue has fallen since 2011/12 by
more than 10%. A combination of automation, shared services and more
efficient use of capacity means that the cost of finance is a full 40% lower in
the best-performing organisations.

5,600+ finance teams surveyed
100+ countries

1.02%
0.93%

0.93%

0.89%

0.56%

0.53%

2012/13

2013/14

0.82%

0.54%

0.56%

2009

2010

0.61%

2011/12

Median

Top quartile

400+ companies
50% The amount of time finance
professionals now spend on
analysing rather than gathering
data (up from 36% last year)

Rewards for the first rank
PwC benchmark data reveals that cost
efficiency is improving across the board,
though much more quickly within topperforming finance teams, where average
finance cost as a percentage of revenue
is continuing to fall to below levels
reported before the global financial crisis.

Complexity and compliance push up costs
There are significant differences between industries. Complexity and
regulation mean that the finance function remains more costly within the
financial services sector than any other (1.32% of revenue for the median).
Cost of the finance function in selected sectors
0.99%

Financial services
Industrial

0.79%

Technology

0.80%
0.70%

Power/utilities
Retail

0.21%

1.32%
1.18%
1.11%

0.83%

0.34%

What sets top performers apart?
Top quartile
Scale and complexity still drive
costs up, but top performers run at
40% lower cost
Top performers spend 20% more
time on data analysis

Median

For more information:
You can read and download PwC’s 2015 finance function benchmark study,
Breaking away: how leading finance functions are redefining excellence,
at bit.ly/PwC-BA
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Crystal ball gazing
Rosanna Choi brings together the results of roundtables held globally that looked at
future funding scenarios for SMEs and the role of accountants in this brave new world
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onsidering future scenarios is an important aspect of
running sustainable organisations. As the Economist
Intelligence Unit identifies in its report Long-term
macroeconomic forecasts: key trends to 2050, major
economic changes are underway. By 2050, China’s GDP
could exceed that of the US, while each of the largest three
economies in the world (China, the US and India) will be
richer than the next five put together. Asia overall could
account for 53% of global GDP.
Other research has also attempted to see into the future.
A report, In safe hands? The future of financial services, published
by Long Finance with the support of the Qatar Financial Centre,
looked at the future of financial services globally up to 2050. It
developed four scenarios based on varying assumptions about
the longevity of the Washington Consensus (where policies
support liberal democracy, free markets and trade, financial codes
and standards) and about the future of human connections. For
example, might a future global crisis result in nation states being
replaced by a group of dominant cities, or in the rising importance
of global affinity groups (for example, religious or political)? What
could happen if global market integration continues rapidly
and disruptive technology challenges current ways of living and
conducting business?
Inspired by such forward-thinking analysis, ACCA conducted
a number of roundtables around the world, in conjunction with
SAMI Consulting, specialists in strategy and scenario planning.
The roundtables considered how a number of different future
scenarios could affect the way that small and medium-sized
enterprises (SMEs) access finance, how the role of accountants
in this process might change and therefore the skills they would
need to develop. ACCA’s Global Forum for SMEs has also
discussed these issues, including emerging challenges around
assessing business prospects and valuing businesses.

Translators
Such discussions highlighted how professional accountants
have traditionally been called on to translate financial
information for entrepreneurs. Business owners draw on a variety
of information sources when running their businesses, but don’t
necessarily use their financial statements as effectively as they
could. It is important that accountants, as SMEs’ trusted advisers,
make sure that entrepreneurs understand and take account of
the current financial position of their business, particularly when
it comes to making decisions about funding.
This role is likely to become even more important in the
future, particularly as business models become increasingly
dependent on intangible assets. For example, Uber, the world’s
largest taxi company, owns no vehicles; Alibaba, the world’s most
valuable retailer, owns no inventory; and Airbnb, the world’s
largest accommodation provider, owns no real estate.
Traditional providers of SME finance such as banks struggle
to lend when they can’t secure their loans against borrowers’
physical assets. Accountants need to develop new ways of
evaluating the future cashflows that intangible assets will
deliver. In this way, they can help SMEs to demonstrate their

»
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Gabriel Low, CFO, GEA Westfalia Separator Ltd
‘The transformation of SME funding is happening
already. It used to be based on traditional bricks and
mortar funding from a bank. Now it’s very much based
on intellectual property, technology, software, intangible
assets, but banks struggle with lending in those
situations. Because of that, crowdfunding is becoming a
transformative way of funding SMEs.
‘Accountants need to influence governments to
develop good frameworks for governing this – regulatory
systems that embrace crowdfunding. Accountants also
need to be better trained to value intellectual propertybased business models. Stock exchanges have moved fast
in this direction, but the accountants are behind the curve.
‘Accountants need to develop skills so they can
support SMEs with these new business models and help
them in accessing finance.’

Ellis Quinlan, Ellis J Quinlan & Co
‘It’s extremely difficult to value intellectual property and
any intangible assets, but if you know there’s enough of a
market for your product that people will fund it, then you
know you’ve got a decent business concept. In this way
crowdfunding has the potential to validate a business idea
for a potential product or service.
‘Banks have seen the mistakes they made in the past
in terms of asset-backed funding and are now more
interested in repayment capacity. Your repayment capacity
is about your future, not what’s happened in the last 18
months or five years.
‘So there are a great deal of opportunities for
accountants to get into this space – to learn about valuing
intellectual property and using information available
through crowdfunding, and in doing so provide much
better support to SMEs.’

Anne Kimari, COO, African Academy of Sciences
‘In developing countries like Kenya there has been a lot of
innovation in business funding in the last few years, with
financing coming from non-traditional sources. A lot of
telecoms companies are forming alliances with financing
institutions that are not necessarily banks and providing
access to funding in an innovative way. We also see
crowdfunding, which depends on internet connectivity,
but there are some programmes that potentially will
revolutionise access to funding.
‘But there are challenges, because funding comes with
risk for the funder in terms of how the money will be paid
back and around whether recipients really understand
what happens if funders don’t get their money back.
Accountants are key in guiding entrepreneurs to access
these new sources, and in influencing government policy
on how non-traditional financing can be encouraged.’

09/2015 Accounting and Business

GL_I_SMEfinance_v2.indd 37

27/07/2015 17:14

38

Insight | SME finance

◄ New model

The role of accountants
is changing as
businesses
such as Uber
become increasingly
dependent on
intangible assets

repayment capacity, and so provide the necessary comfort to
lenders.
The inability of banks to finance new business models is in
part being addressed by the rise of innovative funding models
such as crowdfunding, whose importance is only likely to
increase. Crowdfunding models vary, but a powerful version
involves individuals being willing to lend relatively small sums in
return for rewards in the form of novel products or services. By
definition, where crowdfunding succeeds in raising the finance
an SME needs, the business has identified a valid demand for
its product or service. There are also emerging forms of supply
chain finance. For example, the ability of e-commerce platforms
to finance businesses based on knowledge of their past trading
and payment activity is potentially hugely powerful.

New skills
Francis Chittenden ACCA, professor of small
business finance, Manchester Business School
‘The traceability of money, people, assets and transactions
will be transformed in the coming decades. For example,
Bitcoin is a novel exchange mechanism where each Bitcoin
has its own identity and can be traced. So the custodial roles
of accountants – in auditing or checking that assets exist –
are going to become largely irrelevant. Big data will hold
huge reserves of traceability for all kinds of assets and people.
If you want to judge how well equipped an entrepreneur is to
conduct their affairs, you will be able to observe many things
about their lifestyle and habits. That’s going to have a big
influence on access to finance.
‘Accountants need to become skilled in capturing and
understanding this kind of information, as it will help inform
decisions about businesses. There’s an opportunity for
accountants here, but also a requirement to learn new skills.’

Ng Boon Yew, chair of ACCA’s Futures Academy
‘Big data is a trend that cannot be ignored. Collected
through devices and technologies such as credit and
loyalty cards, the internet, social media, WiFi sensors and
electronic tags, big data has the potential to radically
change how businesses operate, how they are assessed
and the roles accountants play.
‘At the moment, the analytical tools and skills required
to make the most of big data – characterised by its
volume, variety and velocity – are still developing. As
professional accountants, we need to be at the forefront
of this activity – looking for ways to use big data to
enhance business success. SMEs seeking to raise finance
will increasingly find that their big data profile influences
investment and lending decisions. Accountants will need
to advise entrepreneurs on how to manage that profile
in order to present their business – and themselves as
business owners – in the best light.’

Both crowdfunding and e-commerce finance models represent a
move away from the use of intermediaries. This has implications
for accountants and the skills they require. Although accountants
won’t necessarily be making approaches to lenders on behalf of
clients, they could still have a vital role in guiding SMEs through
the range of loan finance options available. They will also need
to play a role when SMEs seek equity finance. This is expected
to become more widespread, particularly among SMEs in fastgrowing Asian economies. Professional accountants will need to
help SMEs in presenting their businesses in a way that appeals
to investment banks, and find methods (as already highlighted)
to ensure that businesses based on intangible assets receive
appropriate valuations.
This will require professional accountants to draw on all the
new and extensive information being created through the use of
modern technology – the huge reserves of ‘big data’. Business
transactions and the actions of business owners will become
increasingly traceable (for example, through Bitcoin transactions
or Facebook postings). This information will be increasingly
used by investors and lenders when making funding decisions.
Professional accountants need to make sure they too know how
to use this data most effectively, so maintaining their relevance to
SMEs and funders over the coming decades.
Predicting the future is difficult, but ongoing developments
in technology and innovations in funding models will change the
business landscape. Professional accountants need to stay ahead
of the curve and develop the skills they need to help SMEs
access the finance they need. ■
Rosanna Choi, partner at professional advisory firm CWCC
and chair of ACCA’s Global Forum for SMEs
For more information:
Long-term macroeconomic forecasts: key trends
to 2050 is available at tinyurl.com/pdm9b3e
In safe hands? The future of financial services is available
at www.samiconsulting.co.uk/5insafehands.pdf

Accounting and Business 09/2015

GL_I_SMEfinance_v2.indd 38

27/07/2015 17:14

Art | Insight

39

Painting by numbers

The eye-watering figures that works of art are selling for at auction puts the sector
firmly in the same asset class as equities, bonds or precious metals

T

he wealthy have always spent lavishly
▲ Arm and a leg
executive and now chief executive of the Fine Art
on art. But many are increasingly
Pablo Picasso’s painting
Fund Group, which manages about US$500m of
seeing their wall-candy as a source of
Les femmes d’Alger and
assets. ‘For those who know what they are doing,
return too. Along with gold or hedge funds,
Alberto Giacometti’s
the returns can be appealing. Our business has
paintings and sculptures have become an
L’homme au doigt at
grown 50-fold over the past 10 years.’
established part of the financial portfolios
auction in Christie’s, New
Even so, opinion is divided on how art stacks
of rich investors. An industry has sprung
York. Both sold for recordup compared to other asset classes, such as
up to counsel high-net-worth individuals on
breaking prices
equities, bonds or precious metals. ‘Most people
which works of art to consider, just as wealth
still get a huge amount of pleasure from art,’ says
managers help their clients pick stocks.
Kathryn Graddy, an economics professor at Brandeis University
The potential rewards of treating art as an investment were
who has devoted years to understanding the market for paintings
highlighted when Picasso’s Les Femmes d’Alger broke auction
and musical instruments. ‘But to evaluate art as an investment
records by selling for US$179.4m this May – more than five times
you have to take an unsentimental look at its potential for capital
the US$31.9m (US$47m in current prices) it fetched when it last
appreciation, price volatility, levels of liquidity and its degree of
exchanged hands in 1997. That’s a return that is multiples better
correlation to other investments.’ And since not all works of art
than the FTSE 100.
will rise in value, how many pieces do investors need to buy to
‘Art has considerable appeal as part of a balanced portfolio,’
get an adequate level of diversification?
says Philip Hoffman, a former KPMG accountant, Christie’s
It is the price appreciation of this calculation that grabs

»
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► Master strokes

Van Gogh Museum in
Amsterdam – Old Master
paintings offer lower
potential returns than
undiscovered artists’ works

most attention. In recent years the market for world-famous
works of art has been going from strength to strength.
‘The ultra top end appears to be getting a boost from the
rising number of ultra-rich individuals around the world,’ says
Grady. As of early 2015 there were 1,826 billionaires – with 290
individuals entering this category for the first time over the past
year, according to Forbes. Billionaires also added about US$600bn
to their net worth over the past 12 months, with their total fortune
rising to roughly US$7 trillion. ‘Such people usually have money in
almost every asset class, from equities and bonds to hedge funds
and private equity,’ says Graddy. ‘It is a small leap to put a small
share of their wealth in art. Art seems especially tempting when
many financial professionals believe that returns on equities and
bonds will be relatively muted over coming years.’
There is often a big gulf between the most celebrated works
of Picasso and van Gogh and the broader market. While returns
for here have been good, they have been less spectacular than at
the highest end, according to the Mei Moses index, which tracks
the repeat sales of around 40,000 works. The index has increased
5.4% a year to date as of early June, swinging from being down
4.4% as of April. That return, which modestly beats US equities, is
relatively strong by historical standards, says Mike Moses, a New
York University professor who co-founded the index.
‘Over the past 60 years art has done about 1 percentage
point per year worse than equities,’ he says. Using a longer
timeframe, others believe art lags equities by a larger margin.
Graddy calculates that between 1875 and 2008 the Mei Moses
index returned an average 2.26% – slightly less than the 2.5%
return on US government bonds and far less than the 6.1%
from the S&P stock index. ‘You might get disappointed if you

Accounting for art
Accounting firms have become major sponsors of
art exhibitions. EY, for example, is one of the largest
corporate sponsors of the Tate gallery in London. Most
recently the firm backed an exhibition of late Turner
paintings. In April this year KPMG sponsored a show by
students, tutors and alumni of The Art Academy.
The accounting industry has also been tracking what
Deloitte calls the ‘financialisation’ of the art market. In its
third annual report on the subject, Art & Finance, Deloitte
found that 76% of collectors now looked at art at least
partly from an increment standpoint, up from 53% in 2012.
The report also found that half of family offices
surveyed stated that one of the most important
motivations for including art in their service offering was
for its role in balancing a portfolio.

expect your art to outpace your equities in terms of pure return,’
she says.
As with stocks or real estate, however, individual returns can
vary massively, points out Roman Kräussl, a professor of finance
specialising in art at the Luxembourg School of Finance. ‘If you
invest in a young undiscovered artist you can achieve a 1,000%
return in just six months when things go right,’ he says. On the
other hand, Old Masters, where investors needn’t fear a flood
of new supply or a collapse in the artist’s reputation, have lower
levels of volatility and offer correspondingly lower returns.
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▲ Wade in the money
Wade Guyton works, on
display here at the White
Cube in Bermondsey in
2011, have sold for as
much as £6m

Again as with stocks, investors can benefit from the greater
safety of diversification in several ways, explains Hoffman.
The most obvious is to buy a broad selection of pictures from
different artists and periods. Firms like his Fine Art Fund Group
advise clients on how to do this for the maximum risk-adjusted
return. They have also offered pooled investment products, by
which purely financial investors can spread a smaller amount of
money over a larger amount of art. ‘The downside is that they
will lose the pleasure of seeing the pieces hanging on their
walls,’ observes Graddy.

Art versus equities
When it comes to volatility, the broad art market is very similar to
that for equities. ‘The gyrations for the overall asset class are very
similar to equities over the long run,’ Moses says. ‘Art has the
added advantage that it is not correlated to other asset classes,
so it tends to make a portfolio more stable. That’s a quality
that good investors prize greatly.’ For example, while the world
stock market fell sharply in 2008, art prices only started to slide
in 2009. ‘The reason is that art is pretty much the last thing that
a struggling investor will sell, since transaction costs are high,’
explains Kräussl. His research concludes: ‘By the time art prices
fell in 2009, stock prices were already on the up again.’
The flip side of this benefit is that art can be illiquid and
transaction costs are relatively high. ‘A quality piece of art can
always be sold, but not in a great rush,’ says Kräussl. ‘It’s certainly
not like the quick liquidity you can get in stocks, bonds or gold.’
Meanwhile, bringing a piece to market at the wrong time can be
a mistake. ‘If the work does not sell it can be seen as damaged
goods, harming its long-term value,’ says Graddy.

The purely financial drawbacks don’t end there. In terms
of cashflow, art is pretty much a dud – much like gold or oil. It
offers no coupon payments or dividends to compensate for the
potential price fluctuations. That said, creative minds in the art
world have devised some ways to make art earn its keep. ‘Art can
increasingly be used as a form of collateral against loans,’ says
Graddy. ‘In that way it can reduce the owner’s cost of borrowing,
which is in itself a form of return.’ Funds like Hoffman’s can also
make money from art by underwriting auctions. Since many
works of art fail to meet the reserve price and so are not sold, a
dealer can guarantee to pick up the piece at a certain minimum
in exchange for a percentage of the upside if the work fetches far
more than expected. Such deals have become relatively routine,
according to Graddy.
Overall, however, the biggest returns from art are intangible,
says Kräussl. ‘For the genuine connoisseur, there is the pleasure
of seeing a great work of art whenever you please,’ he says.
There is also a potential status dividend, he adds, and becoming
a collector puts you at the centre of a vibrant global social scene.
Of course, even the most glamorous gallery openings and
receptions won’t convince many rich individuals to invest if there
is a substantial risk of a huge capital loss. So far most art finance
experts do not believe there is yet a price bubble. ‘We have not
seen the surge in transactions, a common sign that the market
is overheating,’ says Kräussl. ‘That is despite pockets of mania,
mostly at the very top end.’
Crashes in art valuations, however, do happen. ‘Prices of
impressionist art suffered a sharp setback in the early 1990s after
the Japanese property and equity bubbles burst,’ says Kräussl.
‘And there was a downturn in 2009 too, the result of the wealth
destruction caused by the 2008 financial crisis.’
A repeat of such economic and financial disruptions could
certainly do the same again, experts warn. ‘One of the main
drivers of art prices in recent years has been the surge in wealth
in China – where there has always been an intense interest in art,’
says Hoffman. ‘This should continue to be the case. But clearly
any setback for China would be bad news for global art prices.’
A sharp rise in the yield of rich-nation government bonds could
also stop art prices in their tracks, he adds. ‘If you were to see the
risk-free rate of return climbing to 10%-15%, that would diminish
the relative financial appeal of art.’
Such bleak scenarios, however, are not what most experts
anticipate. Steady global growth combined with faster wealth
creation at the very pinnacle of the income pyramid is expected
to keep prices pushing higher. And even if prices do disappoint,
it is increasingly clear that art has entered the mainstream as an
investment class. ■
Christopher Fitzgerald and Fernando Florez, journalists
For more information:
Read more research by Roman Kräussl at www.art-finance.com
Read Deloitte’s Art & Finance report at tinyurl.com/q9qyd9d
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Ruck and roll

It’s not just the teams that are preparing to do battle in the 2015 Rugby World Cup – the
organisers have spent the last few years planning the biggest rugby tournament to date

W

hile the world’s best players prepare for what is
will generate economic output of £39m, with £17m added to
expected to be the biggest ever Rugby World
the local economy. In Newcastle, the tournament is estimated
Cup (RWC), a report by EY entitled The economic
to generate economic output of £93m and, of this, £43m will be
impact of Rugby World Cup 2015 estimates that the
added to the local economy.
tournament in England is set to generate £982m of value to
The former chief executive of England Rugby 2015, Debbie
national GDP and £2.2bn of output into the economy.
Jevans, says: ‘RWC 2015 is set to create a wide range of
The last time the tournament was held in Europe was in
economic opportunities across many different sectors. Whether
2007. When France hosted the event, it produced a total direct
through investment in infrastructure, supporting jobs or
economic impact of £800m, with domestic spectator spending
generating revenue in fanzones, the economic benefits will be
adding a further £1.7bn to the French economy. Post-event
shared around the 11 host cities and beyond.’
study estimates found that more than £363m was produced in
Rugby World Cup Limited chairman Bernard Lapasset adds:
net additional economic gain to the French economy during the
‘RWC is one of the world’s biggest and most popular global
seven-week tournament.
sporting events that attracts sports and major event fans from
The EY report also predicts that record numbers of
around the world for a six-week celebration of rugby and the
international visitors are expected to visit England for the RWC.
host nation.
An estimated 500,000 visitors are expected to contribute up to
‘The findings of the EY report outline the enormous
£869m in direct expenditure through travel and accommodation. economic, sporting and social benefits of RWC, reaffirming its
In comparison, the last tournament held in New Zealand in
low-risk, high-return attractiveness to future host unions and
2011 saw 133,000 visitors staying for an average 23 nights
governments and just why the tournament increasingly is great
during the 44-day event, making an overall economic impact of
for rugby and great for the host nation.’
approximately £740m.
The report is in stark contrast to the concern from New
The author of the EY report, Peter Arnold, a director at the
Zealand following the 2011 tournament. Steve Tew, chief
firm, says: ‘Our forecasts are based on a range of direct, indirect
executive of the New Zealand Rugby Union, claimed at the time
and induced benefits of RWC 2015, from the investment that will
that the whole future of the competition was under threat.
be made in infrastructure to the ticket and tax revenues that will
Tew revealed that competing at that RWC had cost his union
be generated. The tournament creates economic activity and
more than £6.6m – a loss it could ill afford at a time when player
employment throughout the supply chain, which can bolster the
costs were rising and the world economy was stagnating.
growth of the host cities as well as the UK.’
The losses were compounded because for the host nation
In preparation for this year’s
incoming tours were halted in World
tournament, £85m has been invested
Cup year and competing nations were
in infrastructure, including the £76m
not allowed to have any association
redevelopment of Twickenham Stadium
World Cup 2015
with their sponsors for the duration of
by the Rugby Football Union (RFU),
the tournament.
which will continue to deliver benefits
48 matches to be played
These revelations preceded
to fans and local communities long
18 September –
the International Rugby Board
after the tournament has finished.
group matches
(IRB) undertaking a review
An estimated 41,000 jobs will
start (England v Fiji)
of the financial model of the
be supported around the country,
11 October – group
World Cup the following year.
including 16,000 employees directly
matches conclude
The IRB also undertook a full
linked to the tournament and 12,000
17/18 October –
review of RWC commercial rules and
along the supply chain.
quarter finals
money flows.
With the tournament being hosted
24/25 October –
Tew was adamant that unless
across 13 venues in 11 cities, the
semi finals
changes were made, the All Blacks
economic benefits will be spread
30 October – bronze final
would have considered sitting out
around the country. The EY report
31 October – final
this year’s tournament. Other nations
estimates that in Exeter the tournament
were also clamouring for change.

*
*
*
*
*
*
*
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► Game on

England battle it
out with Wales during
the recent Six Nations
Rugby tournament
in Cardiff, one of the
many UK cities that will
benefit from the even
more high-profile Rugby
World Cup 2015

However, Lapasset subsequently delivered significant changes
that have eased many of the financial problems from 2011. The
IRB Council supported an increase in the level of distributions
from RWC revenues to international rugby associations across
the period between the 2011 and 2015 tournaments.
In addition, by setting the 2015 RWC start date as 18
September, the IRB has also set aside a £10m allocation to lessen
any impact the timing may have on the Castrol Edge Rugby
Championship and the finances of Australia, New Zealand, South
Africa and Argentina. The allocation will be distributed between
the four individual unions on the basis of any proven revenue
shortfalls they suffer as a result of RWC timing.

Commercial rules
A further significant outcome was the decision by the IRB Council
to review and relax the commercial rules of the tournament to
change the way commercial partners are associated with the
national teams during the tournament. Previously sponsors only
had limited visibility during RWC. But changes have seen a move
more towards the FIFA World Cup model where the commercial
partners of national unions can have association at training, on
training kit and on media backdrops.
Earlier this year Rugby World Cup Limited announced that
global electronics company Toshiba had remained with the family
of official tournament sponsors after successful renegotiations.
The announcement extended Toshiba’s association with the
event and reconfirmed the global prestige of the event. Toshiba
pointed out this tournament was on track to be the most viewed,
best attended and most engaged RWC to date. Rising audience
numbers also continue to attract and retain sponsors.
Television audiences for the tournament have grown across
the world. The inaugural RWC was broadcasted to 17 territories

and could have been watched by 200 million people. The 2011
edition had a reach of 207 territories and a potential television
audience of four billion.
Rugby World Cup Limited head of commercial, broadcast
and marketing Murray Barnett adds: ‘With the expanded reach
of RWC, we are working together to reach people wherever and
whenever they are watching, talking about or playing rugby.’
The RWC financial model generates revenues that are
entirely reinvested and distributed by the board across the 117
member unions during the four-year cycle between tournaments
to increase competitiveness and advance the strategic goal of
implementing development plans in order that rugby can be a
truly global sport.
The IRB spent £150m between 2009 and 2012, with
approximately 50% of the revenues going to the tier-one nations.
For World Cup 2015, tournament organiser England Rugby
2015 needs to sell 2.9 million tickets to cover the £80m guarantee
owed to the IRB for this year’s tournament. The 2007 tournament
sold over 2.2 million tickets, with average attendance of almost
47,000 and capacity utilisation of 94%.
The 2015 target looks set to be achieved due to the
phenomenal demand for tickets. In the region of 950,000 tickets
were sold last September, while another 340,000 tickets were
sold by England Rugby 2015 to fans through rugby clubs in
England and Wales. ■
Alex Miller, journalist
For more information:
EY’s The economic impact of Rugby World Cup 2015
can be read at: tinyurl.com/p6ueacw
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Career boost

Dr Rob Yeung explains how understanding others’ perspectives is a vital business
skill. Plus, the best Big Four firm to work for, and the perfect team dynamic

Talent doctor: empathising

Dr Rob Yeung is
an organisational
psychologist and coach at
consultancy Talentspace
Several years ago, I worked with a
managing director who ultimately
sold his chilled food business in
a multimillion-pound deal. When
I began coaching him, he had
been criticised for seeming not
to care about his employees, for
not empathising with them. Yet he
was a brilliant business developer:
he had a sales background and an
almost uncanny ability to understand
customers’ often unspoken needs.
He could seemingly empathise with
customers, but not his own employees.
It turns out that the ability to see
the world from the viewpoints of others
requires more than one skill. If you’ve
ever been told to empathise more with
other people – whether colleagues or

customers – it’s worth thinking about what
you’re actually being asked to do.
To explain, allow me to walk you
through research conducted by Adam
Galinsky, currently a management
professor at Columbia Business School.
In one study, he asked negotiators to
bargain over the sale of a hypothetical
business. All of the experimental
participants were given a week to read
materials pertaining to the business and
to prepare their negotiation strategies.
Mere minutes before engaging in
the negotiations, however, the would-be
buyers were split into three groups. One
group was given no further instruction.
Another group was asked to ‘try to
understand what [the sellers] are feeling,
what emotions they may be experiencing’.

Ov

A third group was asked to ‘try to
understand what [the sellers] are
thinking, what their interests and
purposes are in selling the business’.
The research team found that the
negotiators given no further instruction
managed to reach an agreement only
39% of the time; negotiators instructed
to focus on the feelings of the seller
reached an agreement 54% of the time;
those focused on the thoughts of the
seller were successful 76% of the time.
The researchers established that
understanding others’ viewpoints
actually consists of two related
but separate skills. Empathy is the
emotional ability to feel the feelings
of another person – to experience
their excitement, anxiety, anger and so
on. On the other hand, perspectivetaking is the rational ability to work out
someone else’s objectives.
Some people are naturally stronger
at empathy; others are stronger at
perspective-taking – but all of us can
develop both skills.
Returning to the chilled food
business owner, we discovered that he
was more gifted at perspective-taking,
at working out others’ thoughts and
objectives. Empathy came less easily
to him. But just because it wasn’t
instinctive for him didn’t mean he
couldn’t do it. With instruction and
persistence, he improved his empathy
considerably. The result: his team
didn’t just feel happier; he thought
that they became more productive and
engaged too.
Understanding the world from
others’ viewpoints is a vital skill. But
remember that it is not one but two
skills. Which one might you need to
develop more? ■
For more information:
www.talentspace.co.uk
@robyeung
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Strong Singapore
Singapore is showing positive
hiring signs for talent in 2015,
according to a report by
recruitment company Hays.
The race to secure top
talent is getting hotter given
rising demand for candidates
and government rules on how
long an employer must search
for local talent before looking
outside Singapore.
The Hays report also
expects the extensive use of
contractors and temporary
staff to continue. Singaporeans
now view temporary
assignments as an attractive
employment option given
the higher pay rates and the
quality of assignments on
offer. The trend has sharpened
the competition for those
candidates who are available
to fill permanent jobs.
In the Singaporean
professional services market,
the downward pressures on
mainstream audit fee income
have encouraged firms to
diversify, with salaries for
roles in the new areas on the
rise. The report also noted
strong demand for candidates
specialising in corporate
governance, internal audit and
regulatory control.

The perfect: team dynamic
An effective team is one that in some elusive way is greater than the sum of its parts. If
your place in the pecking order means you are more likely to be a team member rather
than someone charged with putting a team together, you will be aware that at times your
performance is judged by how you operate within that team environment rather than by how
you act solo. Feeling anxious already? Worried that an assessment of your sparkling qualities
might get downgraded by the performance of your less glittering colleagues? Chill – the
best teams make the most of the talents they have, with the complementary nature of those
talents filling the skill gaps and accentuating the exceptional areas.
So what does the team leader need to do to get the team dynamic firing on all cylinders?
First off, there’s that all-important team
spirit. Everyone – and that includes
you as team leader – needs to be
contributing here. Get to know
everyone in the team.
Second, acknowledge that you are
all equals and make sure you can speak
honestly with other team members.
Ask questions, and be willing to
fill in others’ knowledge gaps.
Third, when assessing the
tasks at hand, put your own
ego to one side, decide who
is best placed to lead and
how everyone else can
contribute. Stamp out
(as tactfully as you can)
any tendency of any
one person to dominate.
And finally, get to grips
with Skype, Facetime or your
colleagues’ favoured meet-up
technology. The chances are that,
in today’s environment, you’re
going to be a virtual team.

Best firm to work for
US ranking and review site
Vault has ranked PwC as
the top accountancy firm to
work for in the US. The Vault
Accounting 50 is compiled
to reflect the issues that
accountancy professionals care
most about. The algorithm
combines quality-of-life
rankings (such as culture,
satisfaction, work-life balance,
and compensation) with
overall prestige.
EY was ranked second
in the Vault Accounting 50,
followed by Deloitte, KPMG
and Grant Thornton.

Confidence in the UK
A survey by APSCo, the
Association for Professional
Staffing Companies, has found

that UK recruitment firms
have 13% more permanent
vacancies on their books than
this time last year.
While the IT jobs sector
leads the way with 14% more
vacancies, accountancy
vacancies were up 11%.
Median salaries across all
professional sectors have risen
by 5.7% year-on-year.
APSCo chief executive Ann
Swain said: ‘Wages jumping
so significantly across the
professional sectors is a sure
sign that market confidence
is soaring. Organisations are
scrambling to get their hands
on the brightest talent, and
those that can offer attractive
remuneration packages stand
a fighting chance.’

Temporary and contract
vacancies remain resilient
across the professional market,
with opportunities up by 2%
across the board year-on-year.

Big Four hopping
Figures from salary
benchmarking company
Emolument contrasting relative
pay for partners across the Big
Four in the UK put Deloitte at
the top on average, followed
by EY, PwC and KPMG.
A consideration of wider
pay grades across the 2,650
Big Four salaries analysed
suggests you might want to

start and end your career at
EY. The firm pays its juniors the
most – an average of £37,000.
After five years in the industry,
according to Emolument’s
figures, you might want to
work for Deloitte. After 10
years, you might want to work
for KPMG. However, for the
first 10 years of a Big Four
career, most firms pay much
the same, although PwC trails
the pack. ■
Compiled by Adam Akbar,
MD, Bronzegate – finance
leadership search
adamakbar@bronzegate.co.uk
For more information:
www.accacareers.com
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Through a lens

Opticians in the UK are enjoying favourable competitive forces, but they should beware
of potential new entrants who could do them some real damage, says Tony Grundy

T

he optical industry is typically
rest: bargaining power of suppliers;
profitable, but patterns of
‘How to’ video
bargaining power of customers; intensity
competition are changing.
of competitive rivalry; and threat of
Tony Grundy looks at London’s
It is geared partially to dealing
substitute products or services.
Crossrail link and the importance of
with physically related issues and
having strategic vision for major projects.
Bargaining power
thus health, while also sharing
See www.accaglobal.com/ab/videos
While customers have an apparently
the characteristics of the fiercely
wide choice of optician and there are
competitive world of retailers.
lots of deals around, buying spectacles
When I first started to wear glasses
is an emotional decision: glasses are part of a person’s look and
some decades ago, opticians were either independent retailers
identity, and this offers opportunities for opticians to reduce and
or low-profile chains. It was a fragmented market, which normally
generates greater competition but in this case this was restrained maybe manipulate buyers’ bargaining power.
There is a lot of discussion on the internet around pricing
by an informal understanding that avoiding pricing competition
and cost behaviour in the sector and the dynamics between
was in the best interests of all (which I like to call a ‘tacit
the chains and the independents. But there’s no substitute for
oligopoly’). The UK high street pharmacy chain Boots entered
real-life experience. The buy-one-get-another-pair-half-price
the market and demonstrated that a branded and bigger chain
offers abound and are heavily promoted by the salespeople
could be an attractive proposition.
in the stores. In fact when you purchase new glasses you often
Then, according to the story, the wife of the founder of Vision
need to argue quite hard if you don’t want to do so under this
Express came home in tears after she felt that an optician had
deal. This kind of anticompetitive behaviour is used by some
not dealt with her as ethically as they should have. He decided
players to create temporary superior returns. But I doubt whether
to simplify, make the deals on offer more transparent, offer a
this is sustainable longer term and I believe this leaves some
one-hour faster service and compete on price. Vision Express
players exposed to new forms of competition. In addition,
grew rapidly and became very profitable. (It has been a carefully
confusing pricing structures and processes leave the industry
guarded secret that the manufacturing cost of frames and lenses
potentially exposed.
are a relatively small proportion of the total price, so sales
In my view, supermarket opticians could take huge
margins are high.)
advantage of this confusing market, not only by offering more
Of course that mini-monopoly position owned by Vision
transparency but by being more direct and aggressive in
Express and Boots wasn’t to last, and Specsavers came
their marketing (Boots, for example,
along with a similar model but a
simplified its pricing structure in 2014).
different positioning: cheaper prices
and some cunning marketing (‘You
Competitive rivalry
should have gone to Specsavers’
Competitive rivalry has led to
became quite a catchphrase in
a proliferation of offers, which
the UK). This made it the number one
are replicated by many opticians
player. Asda and Tesco later entered
without much innovation, so the
the market, so we now had a number
competition hasn’t differentiated
of powerful players, with the top four
itself and offers are predictable,
accounting for an estimated 70% of
which undermines their impact.
the market. Since then, the market
has been quite static as a a result of
Threat of substitutes
economic austerity, although that is
Other models – or ‘substitutes’ – are
slowly changing.
not really possible, other than the
Having addressed one of Michael
internet for supplies of contact lenses,
Porter’s five forces – threat of new
for example.
entrants (see above) – let’s analyse the
Entry barriers are a bit of a
industry with regard to some of the

Buying spectacles
is an emotional
decision, offering
opticians the
chance to
reduce buyers’
bargaining power
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concern, as these seem to be more financial than about
competences or brand. It would be easy to come up with an
equally if not sexier brand than Vision Express or Specsavers,
especially with the vulnerabilities that I have identified in
terms of customer service, pricing and sales process. A
new upstart could do some real damage to the existing
players, especially if it had a new business model that was
difficult for others to imitate.
So we have seen that while opticians in the UK have
reasonable profits on the back of generally favourable
competitive forces, this could change with new entrants with a
new positioning, business model and mindset. Watch out!
Postscript: I just did a final Google search and found that

an alien ship had already landed – Glasses Direct, an internet
business that supplies cheaper frames and lenses to anyone with
a prescription. There you go. ■
Tony Grundy is an independent consultant, 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

09/2015 Accounting and Business

GL_I_Grundy.indd 47

21/07/2015 11:59

48

Management | Agile methods

Introducing kaizen

Ov

In the first in a series of articles on ‘agile methods’, David Parmenter looks at the lean
techniques that will transform your finance team, your enjoyment of work and your career

A

good starting point
for this series on
‘agile methods’ in
business is to investigate
what makes Toyota so
special. One aspect that
sets Toyota apart from
nearly all organisations
is its focus on continuous
improvement (kaizen). In
a marvellous book about
the car manufacturer,
The Toyota Way, author
Jeffery Liker reports that
every Toyota employee is
expected to reflect each day
on ‘What could I do better
tomorrow?’ and come up
with at least one innovation
per month, no matter how
small. The Toyota average,
internationally, is 10
innovations per employee
per year.
Far too often finance teams will perpetuate and support
systems and processes that have been broken for some time. All
the great paradigm shifters, such as Peter Drucker, Jim Collins,
Tom Peters and Robert Waterman, have preached the need to
innovate and not spend too much time trying to second-guess
whether an innovation will work or not. Get your finance team to
see innovation, as Motorola does, as a growing tree: you let it
branch out, but you are also constantly pruning.
Jim Collins has created a blueprint for evolutionary progress
based on analysing technology company 3M. The five steps are:
Give it a try and make it quick. Vary, change, solve the
problem, seize the opportunity and try something new even if
you can’t predict how things will turn out.
Accept that mistakes will be made. As you can’t tell ahead of
time which variations will prove to be favourable, you have to
accept failures as an evolutionary process.
Take small steps. It’s easier to tolerate failed experiments
when they are just that – experiments, not massive
corporate failures.
Give people room to act. By doing this you can’t predict
precisely what they will do, and this can be beneficial. 3M
gives its staff 15% of discretionary time to play around with

*
*
*
*

ideas. The Post-it note was
developed this way.
Build a ticking clock.
3M ideology creates
an environment where
innovation is cut loose and
lights a hot fire under the
‘innovation’ pot and stirs
vigorously.
‘Abandonment’ needs to
be embraced alongside
innovation, as you need
to clear the way and free
up time for innovations to
have a chance to succeed.
Drucker frequently said that
abandonment is the key to
innovation; it could also be
your key to adopting a lean
month-end.
Here are some tips
for embracing kaizen and
abandonment:
Hold an abandonment and kaizen session once a month.
Use a scrum meeting (a stand-up meeting where each
attendee talks to some defined issues) where each team
member suggests one innovation and one abandonment.
Ask if each of these suggestions will be of concern if it fails
and if there is any reason why you should not undertake it.
If there are no barriers, then agree to implement. Remember that
the goal is to match Toyota’s 10 innovations/abandonments per
year for each finance team member. ■

*

*
*
*

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

Next steps

*
*
*

Hold your first scrum meeting within the next week,
focusing on month-end processing abandonments.
Access my website at www.davidparmenter.com for
some easy abandonments.
Email me at parmenter@waymark.co.nz for details of
an executive summary of the Jeffery Liker’s book.
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Forex rate changes
Graham Holt examines the issues raised by IASB research that
referred to a KASB study into whether IAS 21 needs amending

The International Accounting
Standards Board (IASB)
recently initiated a research
project, which examined the
previous research conducted
by the Korean Accounting
Standards Board (KASB).
This research considered
whether any work on IAS
21, The Effects of Changes
in Foreign Exchange Rates,
was appropriate. This article
looks at some of the issues
raised by the project in the
context of IAS 21.
The foreign exchange
market is affected by many
factors, and in countries with
a floating exchange rate, their
foreign exchange rates are
inevitably exposed to volatility
due to the effects of the
different factors influencing
the market. For example, the
ongoing problem of Greece
repaying its enormous debts
has significantly affected the
value of the euro.
As the barriers to
international flows of
capital are further relaxed,
the volatility of the foreign
exchange market is likely
to continue. This volatility
affects entities that engage in
foreign currency transactions

and there has been
a resultant call in
some quarters to
amend IAS 21.
IFRS 7,
Financial
Instruments:
Disclosure
requires
disclosure
of market
risk, which
is the risk
that the
fair value or
cashflows of a
financial instrument
will fluctuate due
to changes in market
prices. Market risk reflects,
in part, currency risk. In IFRS
7, the definition of foreign
currency risk relates only to
financial instruments. IFRS 7
and IAS 21 have a different
conceptual basis. IFRS 7 is
based upon the distinction
between financial/nonfinancial elements, whereas
IAS 21 utilises the monetary/
non-monetary distinction.
The financial/nonfinancial distinction
determines whether
an item is
subject
to foreign
currency
risk under
IFRS 7, whereas
translation in IAS
There is little
21 uses monetary/
conceptual
non-monetary
clarification of
distinction,
thereby possibly
the translation
causing potential
requirements
conceptual
confusion. Foreign
in IAS 21
currency risk is little
mentioned in IAS

21 and on applying the
definition in IFRS 7 to
IAS 21, non-financial
instruments could
be interpreted as
carrying no foreign
currency risk. Under
IAS 21, certain
monetary items include

executory contracts, which
do not meet the definition of
a financial instrument. These
items would be translated
at the closing rate, but as
such items are not financial
instruments, they could be
deemed not to carry foreign
currency risk under IFRS 7.
Foreign currency
translation should be
conceptually consistent with
the conceptual framework.
IAS 21 was issued in 1983 with
the objective of prescribing
how to include foreign
currency transactions and
foreign operations in the
financial statements of an
entity and how to translate
financial statements into a
presentation currency.
There is little
conceptual
clarification of
the translation
requirements
in IAS 21.
The requirements of
IAS 21 can
be divided
into two
main areas:
the reporting of
foreign currency
transactions in the
functional currency;
and the translation to the
presentation currency.
Exchange differences
arising from monetary items
are reported in profit or loss
in the period, with one
exception which is that
exchange differences
arising on monetary
items that form part of
the reporting entity’s
net investment in a
foreign operation are
recognised initially in

»
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There is an
argument that the
current accounting
It may not be
standards might
appropriate to
not reflect the
true economic
recognise foreign
substance
exchange gains
of long-term
or losses of all
monetary assets
and liabilities
monetary items
denominated in
as realised gains
foreign currency
because foreign
or losses
exchange rates
at the end of
the reporting
period are used
to translate
amounts that
are to be
repaid
in the
future.
IAS 21
states
that
foreign
currency
monetary
amounts
should be
reported
using the
closing rate with
gains or losses
recognised in profit or
loss in the period in which
they arise, even when the
rate is abnormally high
other comprehensive
or low.
income, and in profit or
There are cases where an
loss on disposal of the
exchange rate change is likely
net investment.
to be reversed, and thus it
However, it would be
may not be appropriate
useful to re-examine
to recognise foreign
whether it is more
exchange gains or
appropriate to
losses of all monetary
recognise a
items as realised gains
gain or loss on
or losses. Thus there
a monetary
is an argument that
item in other
consideration should
comprehensive
be given as to whether
income instead of
foreign exchange gains
profit or loss in the
or losses should be
period and to define
recognised in profit or loss
the objective of translation.
or in other comprehensive
Due to the apparent lack of
income (OCI) based on the
principles in IAS 21, difficulty
distinction between current
could arise in determining the
items and non-current items.
nature of the information to
Any potential fluctuation
be provided on translation.
in profit or loss account would

be reduced by
recognising in OCI
those foreign
exchange gains
or losses of
non-current
items with a
high possibility
of reversal.
Furthermore,
the question
would arise as
to whether these
items recognised
in OCI could be
reclassified.
However, the IASB
is currently determining
via its conceptual framework
project the purpose and
nature of OCI, as there is no
obvious principle that drives
gains and losses out of profit
or loss and into OCI, and there
is no shared view among the
IASB’s constituents about what
should be in profit or loss and
what should be in OCI.
IAS 21 does provide some
guidance on non-monetary
items by stating that when
a gain or loss on a nonmonetary item is recognised
in OCI, any exchange
component of that gain or loss
shall be recognised in OCI.
Conversely, when a gain or
loss on a non-monetary item
is recognised in profit or loss,
any exchange component
of that gain or loss shall be
recognised in profit or loss.

Long-term liabilities
In the case of long-term
liabilities, although any
translation gains must be
recognised in profit or
loss, and treated as part
of reported profit, in some
jurisdictions, these gains
are treated as unrealised for
the purpose of computing
distributable profit.
The reasoning is that there
is a greater likelihood in the
case of long-term liabilities
that the favourable fluctuation
in the exchange rate will
reverse before repayment of
the liability falls due.

As stated already, IAS 21
requires all foreign currency
monetary amounts to be
reported using the closing
rate; non-monetary items
carried at historical cost
are reported using the
exchange rate at the date of
the transaction and nonmonetary items carried at
fair value are reported at the
rate that existed when the fair
values were determined. As
monetary items are translated
at the closing rate, although
the items are not stated at fair
value, the use of the closing
rate does provide some fair
value information. However,
this principle is not applied
to non-monetary items as,
unless an item is measured at
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fair value, the recognition of a
change in the exchange rate
appears not to provide useful
information.
A foreign operation
is defined in IAS 21 as a
subsidiary, associate, joint
venture, or branch whose
activities are based in a
country or currency other
than that of the reporting
entity. Thus the definition of
a foreign operation is quite
restrictive. It is possible to
conduct operations in other
ways; for example, using a
foreign broker. Therefore,

the definition of a foreign
operation needs to
be based upon the
substance of the
relationship and not
the legal form.
Although the
exchange rate at
the transaction
date is required to
be used for foreign
currency transactions
at initial recognition,
an average exchange
rate may also be used.
The date of a transaction
is the date on which the
transaction first qualifies for
recognition in accordance
with International Financial
Reporting Standards. For
practical reasons, a rate
that approximates
to the actual rate
at the date of
the transaction
is often used.
For example, an
average rate for a
week or a month
might be used for
all transactions
in each foreign
currency occurring
during that
period. However, if
exchange rates fluctuate
significantly, the use of the
average rate for a period is
inappropriate.

Average exchange rate
A question arises as to which
exchange rate to use and
therefore it would be useful to
have more specific guidance
on the use of the average
exchange rate. IAS 21 allows
a certain amount of flexibility
in calculating the average
rate. The determination of the
average rate depends upon
factors such as the frequency
and value of transactions, the
period over which the rate will
apply and the nature of the
entity’s systems. There are a
large number of methods that
can be used to calculate the
average rate, but no guidance
is given in IAS 21 as to how

51

such a rate is determined.
The IASB has completed
its initial assessments on this
project and decided that
narrow scope amendments
were unnecessary. In May
2015, it had no plans to
undertake any additional work
and is to remove this project
from the research programme,
subject to feedback in the
next agenda consultation. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department at
Manchester Metropolitan
Business School
For more information:
www.ifrs.org

09/2015 Accounting and Business

GL_T_HoltCPD.indd 51

21/07/2015 17:36

52

Technical | Auditor reporting

KAM along…

Lock Peng Kuan, vice chair of the ACCA Global Forum for Audit and Assurance, looks at
the big changes that are coming with the new requirements around auditor reporting
The new and revised auditor
reporting standards from the
International Auditing and
Assurance Standards Board
(IAASB) are intended to
enhance the communicative
value of the auditor’s
report, to provide greater
transparency about the audit
that was performed, and to
increase users’ confidence in
the audit performed on the
financial statements.
All in all, the changes will
require auditors to provide
greater insights into the audit
by enhancing the form and
disclosure content of the
auditor’s report. So what are
the key enhancements that
auditors should be aware of?
Among the key changes is
the requirement to report key
audit matters (KAMs) and to

enhance the information that
is given in the report about an
entity’s ability to continue as a
going concern.

Key audit matters
KAMs are the subject of
ISA 701, Communicating
Key Audit Matters in the
Independent Auditor’s Report.
Significant audit matters are
currently reported to the
audit committee and board
members in the form of a
memorandum presented at
the end of the audit. However,
this information is not available
to other users of the financial
statements. The inclusion of
KAMs in the auditor’s report
is intended to highlight those
matters that, in the auditor’s
judgment, were the most
significant during the audit.

The emphasis of matter
and other matter paragraphs
in ISA 706, Emphasis of Matter
Paragraphs and Other Matter
Paragraphs, are retained and
cannot be used as a substitute
for KAMs.
The inclusion of KAMs
in the enhanced auditor’s
report does not change
the auditor’s underlying
responsibilities in accordance
with the ISA; nor does it
change the responsibilities
of the preparers of financial
statements and ‘those charged
with governance’.
The starting point for
identifying KAMs in an audit is
to look at the list of significant
audit matters that were
communicated to the audit
committee and the board.
From this, the auditor has

Key changes
All audits

*
*
*
*

Relocation of the auditor’s opinion. The auditor’s opinion is to be presented first,
followed by the ‘basis for opinion’ section (including unmodified opinions), unless law or
regulation prescribe otherwise.
Independence and other relevant ethical requirements. The auditor’s report should
include a statement that the auditor is independent of the entity and has fulfilled the
relevant auditor ethical requirements, with disclosure of the jurisdiction of origin of those
requirements or reference to the International Ethics Standards Board for Accountants’
code of ethics for professional accountants.
Auditor’s responsibilities. This will be an enhanced description of the auditor’s
responsibilities and the audit’s key features.
Enhanced auditor reporting on going concern. This includes a separate section
when a material uncertainty related to going concern exists, and descriptions of the
management’s and auditor’s responsibilities in relation to going concern.

Audits of listed entities

*
*

Key audit matters. KAMs to be included in the auditors’ report. KAMs are those matters
that, in the auditor’s judgment, were the most significant during the audit of financial
statements of the current period. They are usually identified from the list of significant
audit matters that were communicated to ‘those charged with governance’.
Engagement partner’s name. The auditor’s report will have to disclose the name of the
engagement partner unless, in rare circumstances, such disclosure is reasonably expected
to lead to a significant security threat to the individual.

Expert reaction
Watch our video
to find out experts’
reactions to the changes
to auditor reporting.
It’s at www.accaglobal.
com/ab/197

to determine which matters
will require their significant
audit attention.
This second list is then
narrowed down by identifying
the matters that were the most
significant in the audit of the
financial statements of the
current period.
This final list will then form
the KAMs.

KAM identification
In identifying the KAMs, the
auditor must consider:
areas of higher assessed
risks of material
misstatement, or significant
risks identified during
the audit
significant auditor
judgments relating
to areas that involved
significant management
judgment
the effect on the audit
of significant events or
transactions.
See the ‘Determining KAMs’
box opposite to see how the
process works.
The following items should
be included in the description
of a KAM:
why the matter was
considered to be a KAM
how it was addressed in
the audit
a reference to related
financial statement
disclosures, if any.

*
*
*

*
*
*
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The description of a KAM in
the auditor’s report should
be entity-specific, and the
auditor should try to avoid
generic, standardised or
overly technical language. The
description should not imply
that the matter has not been
appropriately resolved by the
auditor in forming the opinion
on the financial statements,
or contain or imply discrete
opinions on separate financial
statement elements.

Exceptions to
reporting KAMs
In very rare circumstances,
the auditor is allowed not
to communicate a matter
determined to be a KAM when
the adverse consequences of
doing so would reasonably
be expected to outweigh the
public interest benefits. This
does not apply if the entity has
publicly disclosed information
about the matter.
If the auditor determines
that there are no KAMs to
be communicated, the KAM
section would specifically
highlight that the auditor has
determined that there are no
KAMs.
When the auditor
disclaims an opinion
on the financial
statements,
the auditor’s
report should
not include a
KAM section,
unless it is
required by
law or by
regulation.
However,
a KAM section is
required
for a qualified or
adverse opinion.

Going Concern. The revised
ISA 570 enhances the auditor’s
work relating to going concern
disclosures by:
providing further guidance
regarding the consideration
of appropriate disclosures
when a material
uncertainty exists
requiring the auditor to
evaluate the adequacy
of disclosures in a going
concern ‘close calls’
situation
including a new description
of management’s
responsibility for assessing
the entity’s ability to
continue as a going
concern and whether the
use of the going concern
basis of accounting is
appropriate, as well as
disclosing, if applicable,
matters relating to
going concern
including a new
statement that the
auditor’s responsibilities
are to conclude on the
appropriateness of
management’s use of the
going concern basis of

*
*
*

*

*

*

Determining
KAMs

Matters communicated
to those charged
with governance

Matters that required
significant auditor attention

Effective date
The new requirements
are effective for audit of
financial statements for
periods ending on or after
15 December 2016. Early
application is permitted.
The requirements
will impact the entire
financial reporting chain
including the preparers
and ‘those charged
with governance’, as the
drafting and agreement
of KAM requires
communication
between many
parties. ■

Going concern
The IAASB revised ISA
700, Forming an Opinion
and Reporting on Financial
Statements, to enhance the
communications about going
concern in the auditor’s report,
as well as revisions to ISA 570,

significant doubt on the
entity’s ability to continue
as a going concern
requiring a separate
section under ‘material
uncertainty related to
going concern’, drawing
attention to those
disclosures if the entity’s
going concern disclosures
are adequate when a
material uncertainty related
to going concern exists
requiring a modified
opinion as the first section
of the auditor’s report
if the entity’s going
concern disclosures
are inadequate when a
material uncertainty related
to going concern exists.
In some circumstances,
matters relating to
going concern may be
determined to be a KAM
and communicated in the
auditor’s report in accordance
with the new ISA 701. On the
other hand, when a material
uncertainty related to going
concern exists, it is by nature
a KAM, but it is reported
separately in the ‘material
uncertainty related to going
concern’ section.
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accounting and, based
on the audit evidence
obtained, whether a
material uncertainty exists
relating to events or
conditions that may cast

Matters of most
significance in the audit

KAMs

Lock Peng Kuan is vice chair
of the ACCA Global Forum
for Audit and Assurance and
partner and co-leader of audit
and assurance at Baker Tilly
Monteiro Heng in Malaysia
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All change for Thailand

Against a backdrop of political upheaval, economic sluggishness and the arrival of
the ASEAN Economic Community, Thailand is set to undergo major tax reform
◄ Pulling power

Alongside planned changes to
the revenue code – currently
being drafted and due for
completion in November
– the Thai government has
introduced a set of incentives
aimed at companies that set
up international headquarters
in the country
he said. ‘The government is
currently collecting the least
tax in ASEAN.’

Economic malaise

In the past decade, Thailand
has undergone a series of
political upheavals, coups
and reversals of power that
have left deep divisions. But
while opposing factions are
still arguing about the future
direction of the country,
there is one point on which
almost every side in Thailand
can agree: the Thai tax

system is sorely in need of
an overhaul.
Thailand is still operating
under a Revenue Code that
was written in 1939 and, while
it has been tweaked and
modified over the years, the
last major addition was the
introduction of a value-added
tax (VAT) in 1992. The current
military government, which

seized power in May 2014, is
led by General Prayut Chan-ocha, who has made tax reform
a key priority.
Speaking at the Wharton
Global Forum, held in Bangkok
in March, General Prayut put
it bluntly: ‘The whole system
needs to be revised, including
land and construction, excise,
personal and corporate taxes,’

Adding to the urgency is
Thailand’s economic malaise
in the wake of the political
unrest in 2013 and 2014.
Last year, GDP grew an
anaemic 0.7%, while exports
have continued to fall in
2015 along with consumer
confidence. Stimulus
measures have been planned,
including a major overhaul of
the rail network in an effort
to make Thailand a regional
transport hub. However,
Thailand’s tax base is far
from sufficient to meet its
spending needs, which also
includes fulfilling populist
policies that have been
carried over from the previous
civilian administration.
It is a challenging situation
to say the least. For some
observers, the challenge is
to make the kind of lasting
changes that will position
Thailand for the future,
including its role in the
upcoming ASEAN Economic
Community (AEC). With a
constitution being rewritten
from scratch, and nearly every
major sector of Thai politics
under review, the time may
be ripe to get Thailand’s taxes
in order.
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‘We need to do a real
tax reform,’ says Kitipong
Urapeepatanapong, chairman
of global law firm Baker &
McKenzie’s Bangkok office.
‘And this is the only time
you can do it. We have so
many social, education and
investment projects but we
don’t have the money to pay
for them. For these extensive
welfare policies, we need to
have a good tax base. Until
now, we have been borrowing
money but we can’t do that
forever. We will be insolvent.’
Urapeepatanapong is
one of 16 members of the
tax reform committee on the
National Reform Council, an
appointee body that is part
of the military regime, which
is currently working on a draft
of a new revenue code; this
is expected to be ready by
November.

High rates, low base
Thailand’s basic tax problem
is twofold, according to
Urapeepatanapong: income
tax rates are too high and the
taxpayer base is too low. The
country lowered its corporate
income tax to 20% in 2013,
but its individual top rate
remains at 35%, which is much
higher than regional rivals,
such as Singapore at 20% and
Malaysia at 25%.
‘The tax rate is not up
to date. Thailand cannot
compete with ASEAN,’
Urapeepatanapong says.
At the same time, fewer
than 50% of Thailand’s 600,000
companies are paying tax, he
says. And, of 35 million workers
in the country, fewer than 10
million actually paid tax in
2013, with only about 25,000
taxpayers even subjected to
the maximum income tax rate.
Urapeepatanapong says it
is important to foster a ‘culture
of paying tax’ in Thailand. He
has proposed ideas such as
issuing electronic cards to all
taxpayers, which would store
information on income and
assets, and even give cash

payouts to first-time filers to
be applied to back taxes due.
One solution to raise more
tax revenue has been in the
works for some time: a tax on
land and buildings. However,
in March, General Prayut put
the tax on indefinite hold,
citing the sluggish economy

pricing, or the setting of prices
between goods and services
sold between entities within the
same company, is supposed
to be conducted at ‘arm’s
length’, ie similar to market
prices. However, in practice,
many companies set artificially
low prices to lower profits and
avoid taxes.
Under the new
transfer price rules,
taxpayers will be
‘We have so many
required to prepare
social, education
contemporaneous
documentation to
and investment
prove their transfer
projects but we
prices are at arm’s
length. Failure to
don’t have the
comply will result
money to pay for
in a penalty of up
to THB400,000
them. We need a
(US$11,700).
good tax base’
Meanwhile
in May, the Thai
government also
and saying it would impose a
approved a set of incentives
burden on too many people.
for companies that set up
The government also
international headquarters
announced it will not raise VAT, (IHQ) in Thailand. Highlights
maintaining its current rate of
include exemptions on profits
7% until September 2016.
from overseas subsidies as well
‘The government needs
as a withholding tax exemption
to increase the tax revenue
on dividends distributed to
from other sources,’ says
a non-resident entity. Capital
Benjamas Kullakattimas,
gains from sales of subsidiary
partner in charge and head of
branches overseas, as often
tax at KPMG in Thailand. ‘The
happens during restructuring,
choice may be trimmed down
are also exempt. Headquarters
to improving the efficiency of
functions, such as centralised
revenue collection,’ she says.
back office services, will receive
Kullakattimas says that a
tax breaks better than those
major problem in Thailand is
offered in Singapore. The new
not just tax evasion, but tax
rules also exempt interest
avoidance, for which there
income from providing treasury
is no provision in the Thai
centre services to overseas
tax code. She points out
associated enterprises, and
that base erosion and profit
trading income from ‘out-out
shifting (BEPS) has long been a transactions’, where goods
problem in Thailand, allowing
are bought and sold outside
companies to take advantage
of Thailand.
of gaps and mismatches in
Major step
tax rules between countries to
Anthony Visate Loh, managing
shift profits to locations with
tax partner at the Thailand
lower tax rates, resulting in
office of Deloitte Touche
little or no taxes being paid.
Tohmatsu, says this will be a
Kullakattimas says that the
major step towards increasing
government recently took a
Thailand’s tax base.
step forward in fighting BEPS
The new IHQ rules are
by approving a draft transfer
intended to attract both
pricing law in May. Transfer

55

multinationals and Thai
companies now based
overseas to maintain their
base of operations in Thailand.
Singapore, Hong Kong and
even Malaysia have become
more popular destinations
as company headquarters.
Singapore has around 2,000
companies headquartered
there, while Thailand only has
around 100, according to Loh.
But he thinks the new IHQ
rules could attract companies
to Thailand.
‘This incentive is going to
be the best there is, not just
for Thailand,’ he says. ‘It’s
actually the best there is in
the region. Going forward,
companies in Thailand
no longer need to go to
Singapore or go to Hong
Kong to set up a holding
company in those locations.’
What short-term effect
policies, such as the new
transfer pricing law and the
IHQ incentives, will have on
the Thai economy remains to
be seen. Some international
investors remain wary of
political instability, and other
factors such as a strong anticorruption drive in Thailand
are slowing disbursements for
stimulus projects.
Still, at this point, many
in the business community
are expressing a measure
of optimism, partly because
they feel that their voices
are being heard during this
current reform process.
The overall tax reform process
has been more inclusive
than in the past, according
to Urapeepatanapong.
‘The majority of the tax
reform committee is from
the private and academic
sectors,’ he explains. ‘This is
very rare in Thailand. Usually
it has been bureaucrats.
But now, the government
has been more open to
the private sector and
academic sector.’ ■
Thomas Maresca, journalist
based in Bangkok
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Technical update

A monthly roundup of the latest developments in financial reporting, audit, taxation and
legislation from the IASB, IFAC, the European Union, the OECD and elsewhere
Audit
Revision to standards
The International Auditing
and Assurance Standards
Board (IAASB) has released
Addressing disclosures in the
audit of financial statements.
The revisions to the
auditing standards aim to
focus auditors more explicitly
on disclosures throughout
the audit process and to
drive consistency in auditor
behaviour in applying the
requirements of International
Standards on Auditing (ISAs).
The revisions to the
standards encompass changes
to 10 ISAs and amendments
to five others. They will be

effective for audits of financial
statements for periods ending
on or after 15 December 2016.
More at bit.ly/IFAC-ADAFS.

Educational standards
The International Accounting
Education Standards Board
(IAESB) has issued a revised
framework for international
education standards for
professional accountants
and aspiring professional
accountants. The framework
sets out the concepts that
underlie its international
education standards. More at
bit.ly/IAESB-RevFrame.
Glenn Collins, head of
technical advisory, ACCA UK

European Union
Corporate tax action
The European Commission
has retabled its plan to create
a common consolidated
corporate tax base for
European Union countries,
within the broad-based
corporate taxation action
plan. Having failed to secure
approval from EU member
states after proposing this
base in 2011, Brussels will now
draft legislative proposals in
two stages.
First, in early 2016, it will
propose a mandatory common
base for multinationals, forcing
them to pay tax on all their
earnings, at the tax rate of the

member state where they are
generated. The commission
will only later propose a
system for consolidating
tax returns in one country for
all companies. Meanwhile, the
action plan aims to improve
the EU transfer pricing system
and implement stricter rules
for preferential tax regimes.
The commission has also
published a pan-EU list of 30
non-EU jurisdictions deemed
to be breaching international
tax information exchange
rules. These include British
dependent and overseas
territories such as Anguilla,
the British Virgin Islands,
Montserrat and Guernsey. The
jurisdictions are listed at bit.ly/
EU-tax-breachers.

Belgium taken to court

◄ Rhine’s blue
makes Swiss green
The hydroelectric power
plant at Laufenburg, on
the Swiss side of the
border with Germany,
generates 700 million
kWh of electricity a year

Promoting energy efficiency and cutting use through tax
The Organisation for Economic Cooperation and Development (OECD) has released analysis
explaining how best to use taxation to reduce the environmental impact of energy use. It
argues that current tax systems often poorly target the negative effects of energy use, and
do little to reduce energy use, improve energy efficiency and promote green energy. For the
OECD’s Taxing Energy Use 2015, see bit.ly/EnergyTax.

The European Commission
is taking Belgium to the
European Court of Justice
because the income that
Belgium residents earn from
property abroad is assessed
at higher values than from
comparable property in
Belgium itself.
Belgian law therefore
penalises investors in similar
properties in other EU states,
noted the commission,
breaking Belgium’s free
movement of capital
commitments under EU
treaties. The court could order
Belgium to reform the system,
and levy heavy recurring fines
if it refuses. More at curia.
europa.eu/juris.

In tax ruling hot water
Estonia and Poland have been
given until August to deliver
information requested by the
European Commission on their
tax ruling practices, having
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► Tallinn stalls on
tax demand
Estonia is one of two EU
states that have refused
to provide the European
Commission with a
detailed overview of tax
rulings between 2010
and 2013

refused to respond in full to
previous information requests.
The commission is threatening
European Court of Justice
action against the countries if
they do not comply.
More at bit.ly/EU-info.

Country by country
The European Parliament
has backed reforms to the
EU’s shareholders’ rights
directive (2007/36/EC), which
would force large firms and
listed companies to disclose
information on profits, taxes
paid and public subsidies
received, country by country.
Amendments to the
directive backed by MEPs
would also empower
shareholders to vote at least
every three years on directors’
pay policy.
Negotiations will now be
held with the EU’s Council of
Ministers to secure agreement
from member states to write
these reforms into law.
To see the MEPs’ proposed
amendments, go to bit.ly/
SRD-MEPs.

Tax haven blacklist
A formal resolution from the
European Parliament has
called for an international
blacklist of tax havens that
do not combat tax evasion,

with penalties imposed
on companies making
use of these jurisdictions
for financial services. The
blacklist would be based on
an internationally agreed
definition of tax havens.
MEPs also called on the
EU to support the economic
reconversion of developing
countries hosting tax havens,
and for member states such
as the UK with dependent
territories outside the EU to
ensure that these jurisdictions
abide by global rules
opposing tax evasion.
You can read the resolution
at bit.ly/EU-blacklist.

Mainland China
Chile agreement signed
China and Chile have signed an
agreement on avoiding double
taxation and tax evasion.
The agreement sets out
to encourage cross-border
investment and economic
exchange between the two
countries by reducing mutual
tax burdens, providing tax
certainty, ensuring nondiscriminatory treatment
and creating a resolution
mechanism for tax-related
disputes to protect investors.
The two countries will also
work together to prevent base

erosion and profit shifting
(BEPS), reflecting concerns
within both countries about
multinational companies
transferring profits to lowtax or no-tax locations to
avoid taxation.
More at bit.ly/chile-dta.

OECD

Hong Kong

Indebtedness dataset

DTAs agreed
Hong Kong has implemented
by order in council three
double taxation agreements
that were negotiated last
year with the UAE, Japan and
South Africa.
The UAE agreement avoids
double taxation by ensuring
that any Hong Kong income
tax paid by UAE residents or
companies shall be allowed
as a credit against any tax
payable on the same income
in the UAE.
For Japan, the deal
expands the exchange of
information arrangements
to a wider range of tax types
to meet global standards on
enhancing tax transparency.

The agreement with
South Africa enables tax
paid in Hong Kong to be
deducted against South
African tax liabilities.
More at bit.ly/hk-dta.

Data released by the
Organisation for Economic
Cooperation and
Development (OECD) has
shown that 12% of households
in Australia, Austria, Belgium,
Britain, Canada, Finland,
France, Germany, Greece,
Italy, Korea, Luxembourg,
the Netherlands, Norway,
Portugal, Slovakia, Spain and
the US have too much debt
– their debt exceeds 75% of
their assets.
National breakdowns
show ranges from 2% of all
households in the UK and Italy
with excess debt to 24% in the
US and Norway. More at bit.ly/
OECD-IDD. ■
Keith Nuthall, journalist
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Reporting for duty

Bob Herz, Accounting Hall of Fame incumbent and former FASB
chairman, describes his vision for corporate reporting in the US

In 2001, Herz co-authored
a book with Bob Eccles (the
SASB’s first chair and an
honorary ACCA member),
entitled The Value Reporting
Revolution – Moving Beyond
the Earnings Game, where
he explains key non-financial
performance indicators in
relation to the value drivers
of businesses.
‘I’ve devoted a lot of my
professional career to trying to
improve the information that
goes to the capital markets and
I’ve had a longstanding belief
that financial reporting is a very
important part of that, but it’s
not all that’s needed,’ he says.
‘When it comes to determining
the underlying sustainability of
a company, or its capacity for
growth, you’ve got to look at
more than financial reporting
if you want to understand
what creates or destroys
value over time. When I was a
partner at PwC, and before I
became chairman of the FASB
or a member of the SASB, I
advocated more systematic
reporting of information on key
value drivers, so my interest
in the subject of sustainability
reporting goes back a
long way.’

Passion for helping

A household name in the
standards-setting community,
Bob Herz has made history
on several fronts, not least
as chairman of the Financial
Accounting Standards Board
(FASB) in the US during
the rigorous process of
harmonising International
Financial Reporting Standards
(IFRS) and US GAAP. At the
time, Herz described the
process as ‘riding two horses
at the same time’.
Five years after his
retirement from the FASB,

Herz is again at the forefront
of international accounting
standards setting – perhaps
in an even trickier spot – as a
newly appointed member of
the board of directors of the USbased Sustainability Accounting
Standards Board (SASB).
When Herz left the FASB,
early retirement was never
on the cards. Since then, he
says, ‘my dance card has been
full’. In addition to lecturing at
Columbia University, Herz sits
on the board of directors of
Morgan Stanley, Fannie Mae,

Workiva and others, and is on
the advisory boards of several
companies and regulatory
bodies such as the Canadian
Accounting Standards
Oversight Council.
His decision to take on
his new role was the result of
a longstanding passion for
improving corporate reporting
worldwide. While most of us
know Herz as the force behind
standards reform in the US, his
enthusiasm for non-financial
reporting has its roots in his
early career.

He adds: ‘I am not a tree
hugger or an environmental
activist – just a citizen of this
planet concerned about the
welfare of future generations.
So as someone with a passion
for helping bring about
positive changes in accounting
and reporting, the realm of
integrated reporting and
accounting for sustainability
represents a new frontier of
accounting changes.’
Herz’s role as board
member at the SASB
is multifaceted but his
experience with the FASB adds
an important perspective.
The SASB has come a long
way since it was established
a few years back, and he says
it has developed an effective
set of processes for designing
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provisional standards on an
industry-by-industry basis.
‘However, where I think
I can add value from my
standard-setting experience
is to help develop a process
to finalise those provisional
standards, looking at how
people view them, whether
they’re cost-effective and can
be done in practice, and, very
importantly, determine what
investors think.’ The SASB will
soon be piloting its disclosures
with various companies as
part of a robust programme to
finalise its standards.
The SASB is around twothirds of the way through the
completion of its provisional
standards to 2016. The road
forward, as Herz explains,
will be to determine metrics
that are useful for the
investor community. The
hope is: ‘As more people
use the standards, they will
become generally accepted,
companies will see the
benefits, and investors will
ask for this information to be
included in SEC filings.’
When asked whether
he expects a more formal
relationship to evolve between
the SASB and the SEC, Herz
points to the current makeup of the board: ‘Our vice
chairman is Mary Shapiro,
former chairman of the SEC,
and we also have two other
former commissioners, Aulana
Peters and Elisse Walter.’

Evolutionary process
He adds that the SASB has
been meeting regularly
with SEC staff to keep them
informed. ‘There’s clearly
interest at the SEC,’ he
explains, ‘but it has to be an
evolutionary process. They
first have to see that there’s
growing market acceptance
and uptake, and as that occurs
then the regulators may
begin to consider mandating
such reporting.’
Herz provides three key
insights into things to come for
corporate reporting in the US,

potentially with the powerful
backing of the SEC: ‘First, I’d
encourage readers to go to the
SASB website and learn about
the process, read the standards
and the accompanying industry
briefs. You will see that we’re
trying to get at finite sets of
issues and metrics that really
matter from an investment
and value proposition on an
industry-by-industry basis.
‘Second, while the
sustainability folks in the
company are usually involved
in developing the information,
ultimately it will have to be
the finance function that
makes the decisions on what
they’re reporting in the 10-K
[the annual financial report
for the SEC] and on putting
internal controls around
that information.
‘Third, we’re designing
the sustainability reporting
standards so that the
information can be audited.
If the markets want more
assurance on this, then we
would want the auditors to be
able to provide that assurance.
And, ultimately, capturing the
essence of material issues is
the key consideration, along
with cost benefit.’
When considering the
potential future direction
of corporate reporting in
the US, it also helps to
remember Herz’s longstanding
relationship with the UK. As
well as his close relationship
with the IASB and its former
chairman Sir David Tweedie,
Herz is a graduate of the
University of Manchester
and articled with PwC in
Manchester and London.
In terms of his continued
reach across the pond, Herz
also explains his connection
to the recently developed
International Integrated
Reporting Framework of
the International Integrated
Reporting Council (IIRC): ‘I was
fortunate to also be involved
with the IIRC during the
formative days of integrated
reporting. When I was chairman

Bob Herz served as the chairman of
the US Financial Accounting Standards
Board from 2002 to 2010. Before
that, he was a senior partner at PwC
and a member of its global and US
boards. He also served as one of the
original members of the International
Accounting Standards Board (IASB). He has served as chair
of the American Institute of Certified Public Accountants’
SEC Regulations Committee and the Transnational
Auditors Committee of the International Federation
of Accountants (IFAC), and as a member of the FASB
Emerging Issues Task Force, the American Accounting
Association’s Financial Accounting Standards Committee,
and the International Capital Markets Advisory Committee
of the New York Stock Exchange. He is currently director
of two major public companies, on the Standing Advisory
Group of the Public Company Accounting Oversight
Board (PCAOB) and the Accounting Standards Oversight
Council of Canada, a trustee of the Kessler Foundation,
and executive in residence at Columbia Business School.

CV

The SASB
The Sustainability Accounting
Standards Board is an independent,
US-based accredited standard-setting
organisation that develops industryspecific standards for voluntary use in
disclosing material sustainability issues
in filings to the US Securities and Exchange Commission
(SEC). A not-for-profit organisation based in San Francisco,
the SASB is not affiliated with the Financial Accounting
Standards Board nor the SEC. By early 2016, the SASB
is expected to have developed provisional sustainability
accounting standards for over 80 industries in 10 sectors.

Basics

of the FASB I was invited to
the inaugural meeting of
the IIRC in London and also
became involved with the
Prince of Wales’s Accounting
for Sustainability project, which
was one of the motivators for
creating the IIRC.’
These connections have
had an effect. ‘I’ve become
much more aware of the
potential magnitude and
severity of these threats
to our ongoing economic,
environmental, social and
planetary welfare,’ he says,
‘and of the need for better
measurement and reporting
as part of a global effort to
address these issues.’

As for the reunion of the
‘dynamic duo’ with Tweedie
in directing the future of
corporate reporting and
disclosure, he says: ‘I would
say we’re both suckers for
what we view as a good
cause. We continue to share
a common goal of trying to
improve information for the
global capital markets, see
each other regularly and
remain good friends.’ ■
Ramona Dzinkowski,
economist and journalist
For more information:
www.sasb.org
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Rebuilding trust

Changing corporate culture rather than regulating corporate behaviour is the way to
restore trust in business, a recent ACCA conference in Brussels heard
Further regulation is not
necessarily the way to
restore trust in business,
and a greater emphasis on
improving corporate culture
could be more effective.
That was one of the
messages from a joint ACCA/
European Confederation
of Directors’ Associations
(ecoDa) conference held in
Brussels in May. Speakers
pointed out that this did not
mean regulation should be
scrapped or ignored, but that
carrots as well as sticks should
be deployed. The speakers at
the conference on corporate
culture and ethics accepted
that sanctions were important
for wrongdoers.
Event host, Dutch MEP
Cora van Nieuwenhuizen
said it was all about getting
the balance right between
the sticks and carrots. Van
Nieuwenhuizen, who knows
all about regulation as
she penned the European
parliament’s position on a
proposed European Union
regulation to prevent ratefraud, gave the keynote
address. She said: ‘Corporate
governance should be on
top of our minds all the time.

We talk about corporate
governance and integrity
and we talk about ethics only
if there is some scandal.’
This, she argued was a
poor approach. ‘Corporate
governance can only function
well if at all times it is on your
mind,’ she said.
The Dutch MEP stressed
that companies should focus
on corporate governance
regularly. ‘Otherwise we will
just be following up scandal
after scandal.’

The smell test

Pointing to the recent string
of tax avoidance scandals in
Europe, van Nieuwenhuizen
said it was the issue of
the moment, just as the
environment was a key focus
10 years ago. Often something
is legally possible but morally
questionable, she said, and
advocated the ‘smell test’:
‘If something doesn’t smell
OK, it probably isn’t OK – so
don’t do it.’
Moderator Jeroen Hooijer,
head of the company law unit
in the European Commission’s
directorate general for justice,
agreed with the need to
tackle corporate governance
regularly, not only
when there was a
scandal, and that
it was ‘better to do
‘Business ethics
things before they
are not about
become urgent’.
Peter
imposing rules,
Montagnon,
but encouraging
associate director
people to
of the Institute of
Business Ethics,
make good
acknowledged
decisions when
the need for
regulation, ‘but
under pressure’
not too much’.
He argued that

Europe has reached the limit
of what can be achieved this
way. He flagged up three main
risks of regulation becoming
a drag on good corporate
governance, starting with
stifling entrepreneurial flair.
He said that regulators want
to avoid scandals rather than
make money, which ‘tends to
sap entrepreneurs when we
need growth’.
Second, he warned that
imposing rules on senior
management engages them
in a compliance exercise and
makes them less likely to think
for themselves about how they
want people to behave.
Finally, regulation does not
build trust: ‘When you regulate
somebody you do it because
you don’t trust them.’
For Montagnon, the
critical point is to ensure
that boards and senior
management understand the
vital importance of a corporate
governance culture and how
it impacts on business. For
example, he said that with a
flawed culture, such as ripping
off customers, a business
‘won’t get far’.
Business ethics, he said,
were not about imposing
rules, but ‘encouraging people
to make good decisions when
under pressure’, and this relied
on establishing sound values
and good leadership.
He argued against
prescriptive legislation to
steer business towards good
values, but accepted it was
right to ‘introduce a bit of
stick into this’. Montagnon
said that in the financial crisis
there had clearly been cases
where people had done wrong
and not enough of them had
been held to account. ‘Where

people have done wrong they
should be punished.’
Former ACCA director of
policy Ewan Willars pointed
out that an ACCA study had
found that ‘since the crisis
we’ve had an overwhelming
focus on rules’, yet culture and
the corporate values that drive
behaviour are missing. Willars
underlined that it was critical
for corporate governance
culture to be high up on the
agenda of company finance
officers and boards around the
world but recognised that ‘it’s
a tough topic to engage with’.
The challenge is to understand
and assess culture consistently
and act on that, although
understanding culture is ‘like
trying to nail jelly to the wall’.
ACCA’s stance has
been informed by a survey
of 2,000 ACCA members
worldwide, conducted with
the UK’s Economic and Social
Research Council (ESRC),
which led to the study Culture
and channelling corporate
behaviour. It included
recommendations for 15
‘trade-offs’ that boards could
use as a framework to map out
their organisation’s culture.

Trade-offs
Willars explained that the
trade-offs allow boards to
decide where they sit on a
range of spectrums – from, for
example, innovation to control
and trust to accountability.
On the latter he said trust was
important but that regulators
were demanding more
accountability, adding ‘they’re
not mutually exclusive’.
While the tone at the top
is important, Willars said that
businesses are now spread
across many continents and
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are becoming very complex.
‘So it’s about tone at the top,
middle and bottom, not just
the top.’
David Herbinet, head of
corporate and public interest
markets at accountancy firm
Mazars, took the top-tobottom approach one step
further by suggesting the
need to question if companies
have ethics and integrity on
their lists during recruitment.
Willars also called for
improvements in accountancy
training on ethics.

Maier said more
responsible ownership would
go a long way to addressing
some of the challenges
currently facing companies.
She added that brand
trust was all the better in
companies that have a good
culture. However, while she
admitted that culture is hard
to measure, she warned: ‘It

An SME issue too
Luc Hendrickx, director
of enterprise policy and
external relations at European
small business organisation
UEAPME, made clear that
corporate governance was
not just for big business, but
could bring added value to
the 90% of EU companies
that are small or mediumsized enterprises (SMEs). ‘The
individual entrepreneur is
driven by ethics, by values,’
he said, adding his voice to
those calling on the EU to
stop legislating and to bring in
voluntary codes.
Paige Morrow, head of
Brussels operations at law
firm Frank Bold, said the
objective should not be more
or less regulation, but a critical
evaluation of whether existing
corporate governance rules
are fit for purpose.
Morrow also warned
against the danger of ‘shorttermism’, which is seen
as one of the underlying
causes of crisis, since it leads
to reluctance to invest in
innovation. She said that
focusing on the role of
shareholders over other
players, such as employees,
‘plays into short-termism’.
Despite this, she backed the
impact of the EU’s shareholder
rights directive (currently under
review), as did Stephanie
Maier, head of responsible
investment strategy and
research at Aviva Investors.

doesn’t mean we shouldn’t
be looking to measure it.’ She
said that one thing to look for
was employee engagement,
highlighting a recent study
into the performance of
companies listed on Australia’s
ASX 200, where leaders in
employee engagement
outperformed laggards that
neglected such policies.
Speaking at the end
of the conference,
Montagnon said that
one common factor
for the sectors that
got into trouble in the
financial crisis, such as
utilities and banks, was
weak competition. He
said that the regulators
needed to look at how
competition worked
and to do more on
that and corporate
governance, but
also that they should
‘take the foot off the pedal
on regulation’. ■
Sara Lewis, journalist based in
Brussels

For more information:
Read ACCA’s report, Culture and channelling corporate
behaviour, at www.accaglobal.com/culture
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No SME silver bullet

Reforming European capital markets to improve access to finance of SMEs and start-ups
will be no easy task, warned a recent ACCA event in Brussels
There is no silver bullet for
maximising SME and start-up
funding opportunities in the
EU, according to an expert
panel at a recent ACCA
event in Brussels.
The European Commission
plans to improve access to
investment finance for SMEs
and start-ups by developing
and integrating capital
markets across the EU, which
lags substantially behind the
US in this area.
As the public consultation
on the commission’s green
paper closed, stakeholders
addressed the issues at the
event, which was organised
by ACCA and Barclays in

collaboration with employers
organisation UEAPME and
EGIAN (the European Group
of International Accounting
Networks and Associations).
‘The capital markets
union project is one of the
most important initiatives in
recent years,’ Cyrus Ardalan,
vice-chairman of Barclays and
chairman of the International
Capital Market Association
told attendees.
He added: ‘There is a role
for a wide and deep reform of
capital markets in Europe to
deliver long-term, patient and
risk-bearing finance. A simple
goal, but a complex task.’
Developing such markets

requires an ecosystem that can
bring issuers, investors and
intermediaries together and
mutually reinforce them, he
said.
Peter Ujvari, member of
the ACCA Global Forum on
Corporate Reporting, who
moderated the roundtable
session at the event, said: ‘The
adverse impact of the financial
crisis on SMEs’ access to
finance has been exacerbated
by a number of persistent
market failures that pre-dated
the crisis and which continue
to be largely unaddressed.
The capital markets union
consultation aims to remedy
this, and seeks to identify ways

to knock down barriers to the
single market for capital from
the bottom up.’
All speakers welcomed the
main goal of the green paper
– to overcome the current
fragmentation of the markets
by changing the structure
of the EU financial system
towards a better and more
diversified mix of marketbased finance and bank credit.
Panellists discussed the
role that securitisation and
other alternative finance
channels could play, as well
as ways to allow retail and
institutional funds to be
mobilised more effectively for
productive investment. ■
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Council highlights

At its June meeting, Council discussed the 2014 annual report, endorsed the Regulatory
Board’s work programme and looked at the Strategic Delivery Plan, among other topics
Council held a scheduled
meeting on 20 June 2015.
The guest presenter at
the meeting was Antony
Townsend, chairman of
ACCA’s Regulatory Board,
who presented the board’s
annual report for 2014.
The Regulatory Board was
established in 2008 and
brings together all of ACCA’s
arrangements for regulation
and discipline in a single
entity. It stands at arm’s
length from Council, and the
majority of its members are
lay individuals.
This was Townsend’s first
chairman’s report to Council.
It focused on the priorities

for ACCA’s public interest
functions, the board’s work
programme for the next
three years and how its
arrangements need to change
to meet the challenges ahead.
An overarching theme in
the report was that the public
interest functions that the
board oversees are central to
the work of ACCA.
ACCA’s 2020 Strategy
includes numerous references
to public value and the public
interest, and the board sees
its role as assuring Council
that ACCA’s public interest
functions are demonstrably
delivered in the public interest.
Townsend’s presentation
was followed by a
question session
with Council,
after which
A theme in the
Council agreed
Regulatory Board’s
to endorse the
board’s proposed
report was that
direction and
the public interest
outline work
functions that the
programme for
2015-17.
board oversees
A number of
are central to the
other issues were
considered in
work of ACCA
Council’s formal
sessions.

*

*

*

*

Council discussed how the
Strategic Delivery Plan will
deliver ACCA’s difference
in terms of reach, relevance
and resources, for the
benefit of members and
other stakeholders.
Council took a number
of decisions around
amendments to the
strategic measures and
targets for 2015-16 and
updates to ACCA’s practical
experience requirements.
Council agreed
recommendations from the
Nominating Committee
regarding membership
of boards and standing
committees in the coming
Council year. It also agreed
that there should be
no change to Council’s
standing orders for the
2015-16 Council year.
Council approved the
financial statements, the
corporate governance
statement and the report
from the Audit Committee
for 2014-15, together with
the text of ACCA’s 2014-15
integrated report (see page
82). It also approved the
notice of meeting for the
2015 AGM. The reporting

suite of material is available
at www.accaglobal.
com/agm, together with
information relating to
the AGM and council
elections. (Members are
asked to submit their votes
by the closing date of 10
September.)
On international matters,
Council was pleased to
approve the renewal of the
Agreement for Recognition
Arrangements (as a Mutual
Recognition Agreement)
with the Hong Kong
Institute of Certified Public
Accountants (HKICPA).
In accordance with
Membership Regulation
3(f), Council agreed to
invite nine senior CICPA
members from China to
become full members of
ACCA, together with the
accountant general of
Malaysia, Dato’ Haji Che
Pee bin Samsudin.
ACCA’s AGM will be held at
1pm (BST) on Thursday 17
September 2015 at 29 Lincoln’s
Inn Fields, London. The AGM
will be followed by the annual
Council meeting, at which
ACCA’s officers for 2015-16 will
be chosen. ■

*
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Acting on your feedback

ACCA is using the findings from recent membership surveys to provide members with a
better all-round experience, as chief executive Helen Brand explains
guidance for the future and
showed where we need to
focus our attention.

Online improvements
The main request was to make
it easier to find the information
you need on the website.
Some of you also felt that
accaglobal.com could be used
more effectively to deliver
services to members.
Our most recent
So this year we have been
membership survey brought
working hard to improve the
plenty of good news. The
site. We launched a new home
overwhelming majority
page in March and have built
of respondents say they
a new section of the ACCA
are proud to be members
website for members; we
of ACCA, and more than
began testing it in June, and
two-thirds told us that the
are using feedback from a
ACCA Qualification increases
large group of members –
their career prospects
which has been very positive
and earning potential. But
so far – to refine the design
membership feedback is also
before it is launched at the
an essential part of finding
end of this year. We’ll be
ways to improve – that’s
offering all members the
why we regularly ask you
chance to review the new
if we are doing what you
section. Look out for an
expect of us.
invitation in AB Direct.
It’s my job to make sure
You also told us that you
we act on what you tell us
wanted quicker access to
and take every opportunity
sector-specific information.
to ensure that ACCA is
New developments on the
offering the best possible
website will make this easier,
value to members. Our latest
but we have also introduced a
research has given us valuable
series of hubs on the website
that bring together
all the relevant
resources for
members working
We have been
in key sectors: oil
working hard
and gas, SMEs,
financial services,
to improve the
public services and
website, launching
not for profit, and
a new home page
shared services/
outsourcing.
and building
There is also a
a new section
hub specifically
for members
for members
in practice and
another for

members working in the area
of internal audit.
In May, we launched a
series of apps for Accounting
and Business magazine that
make its content accessible on
iPads, iPhones and Android
devices as well as on the web.
The AB team is also working to
include more video and audio
content alongside the usual
high-quality articles.

Better access to CPD
The new members’ section of
the website will be designed to
give you better access to CPD

– another frequent request that
arose during our research.
In June we carried out a
CPD support survey, which
attracted a fantastic response,
from more than 5,300 members
in 122 countries. We will be
using the results of the survey
to review our existing CPD
resources and plan what we
offer, and how we offer it, in the
future. Many of you said that
you would appreciate more
flexible CPD options such as
webinar training and online
lectures, which is something we
are working on as a priority.

Latest developments for members

*
*
*
*
*
*
*
*

More user-friendly website with sector-specific hubs
Accounting and Business magazine available on iPad,
iPhone, Android devices and the web
Range of CPD resources extended
More affordable online learning resources
Book discounts from Pearson and bookboon.com
Official Microsoft Office Specialist (MOS) – Excel
2010/2013 certification
Further qualification opportunities from UoL and IIA
Coming soon: improved careers website.
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We asked you how valuable you found your current member
benefits, and here’s how you ranked them

1

Accounting
and Business
magazine

2
CPD Direct
monthly
ezine

My
Development
CPD area on
the website

3
Most valued
member
benefits

4
Social
media (eg
member
LinkedIn)

AB Direct
weekly
news and
technical
bulletin

Competency
Framework

5
6

ACCA
Careers
website

We will also make sure
that what we offer is much
easier for you to find; the
new members’ section of the
website will incorporate a CPD
resource finder that brings
together all CPD opportunities
on offer, from events to online
learning, in a single location.
We are constantly
increasing our range of
online learning resources.
One of our newest online
resources, for example, gives
members the opportunity to
gain official Microsoft Office
Specialist (MOS) – Excel
2010/2013 certification.
Your feedback told us that
CPD needs to be not only
flexible but also affordable. So
we are exploring how we can
offer free and low-cost CPD.
We have already put together
a series of free business skills
webinars and will begin trials
of low-cost webinars shortly.
Our commitment to
negotiate the best deal for
members was behind our
arrangement with Pearson,
which is offering ACCA

7

members a 40% discount on
hard copy and online books.
We have also come to an
agreement with bookboon.
com, under which ACCA
members can subscribe to 800
digital business books (rather
like a Netflix for business)
for £3.49 a month – a 30%
discount on the usual price.
The aim is always to give
our members the best-quality
learning at the lowest possible
price. Keep an eye out for
special offers and promotions
through the members’ section
of the website.

Partnerships
Our formal partnerships with
other membership bodies,
trade associations, training
providers and universities
around the world are
absolutely critical to us.
The 90 global accountancy
partnerships we have in
place not only enhance
the profile and standing of
ACCA members but also
open up many new training
opportunities and accelerated

R&I
Insights
app

8

career access routes.
Earlier this year we reached
an agreement with the
University of London for ACCA
members and affiliates to gain
a master’s by completing two
modules – global issues for
the finance professional, and a
strategic financial project.
Our most recent agreement
is with the Institute of Internal
Auditors, which has developed
an ACCA-CIA challenge
exam exclusively for ACCA
members to become a
Certified Internal Auditor from
November. Registration is
open until 30 September.

Employability and profile
The employability of our
members is at the centre of all

we do, and as part of this we
will be putting significant effort
into developing our ACCA
Careers site.
The site is a valuable
resource for members, offering
job opportunities as well as a
wealth of careers advice. You
will start seeing many changes
and improvements to the site
over the coming year.
Some of our responses
to your feedback will be very
visible, but a lot more is going
on behind the scenes. For
example, you told us that
maintaining and enhancing
the profile and reputation of
ACCA and its Qualification
should continue to be a
priority, and we plan to raise
the profile of what we do in
this area as a result.
ACCA and our members
play a central role in
influencing the development
of the profession across
the world, and we want to
draw more attention to this
work. We are represented by
members on many influential
bodies, we make sure the
voice of our members is heard
on many public consultations,
and through our research
and insights programme we
develop innovative thinking
and ideas that capture the
attention of policymakers
and the media, enhancing
ACCA’s reputation. We make
sure that our members are
heard, respected and valued,
and you will see this featuring
more prominently throughout
ACCA channels.
Everyone at ACCA wants
the organisation to be as good
as it can be; and we thank you
for sharing your views so that
we can do just that. ■
For more information:

To find out about Pearson and Bookboon’s offers, go to
www.accaglobal.com/ab/230
For more on the Certified Internal Auditor certification,
visit www.accaglobal.com/ab/231
To download AB apps, go to www.accaglobal.com/ab
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ACCA member
benefits
Employability
Membership improves
earning power and job
prospects on a global
scale.
Influence and
representation
Members play key
roles in representing
and developing the
profession, backed by
cutting-edge research.
Knowledge and
connections
Keep up to date with
our publications and
social media feeds. Our
events let you network
with a large peer group.
Personal development
CPD, training and career
progression support.
ACCA Careers
Our career portal gives
guidance and lists job
vacancies worldwide.
Customer care
Fast and efficient
support around the
clock, by phone, email
and webchat.
Go to www.accaglobal.
com/memberbenefits

How are we doing?
ACCA’s fourth integrated report examines the performance and
vision in the first year of its strategy to 2020
ACCA has published its
fourth annual integrated
report (IR) on its performance
for the year ended 31 March.
ACCA was an early adopter
of integrated reporting and
was the first international
professional body to
produce a report around
the International Integrated
Reporting Council’s emerging
IR framework back in 2011.
Every year, ACCA looks to
develop its reports based on
feedback from readers, and
consults groups of members
and other stakeholders around
the world on what and how it
reports. This year, workshops
were held in China, Malaysia,
Nigeria, Pakistan, Poland, the
UK and the US – the largest
consultation exercise to date.
As a result of the feedback,
ACCA has focused on overall
corporate performance,
explained how it engages with
stakeholders and the influence
they’ve had, and highlighted
the assurance measures it
takes, in addition to other
changes to present how it has
performed more clearly.
This year’s report focuses
on ACCA’s new strategy,
designed to take it forward to

Expert views: IR
Watch our videos
with Paul Druckman,
CEO of IIRC, and John
Lelliott, FD of The
Crown Estate, on the
importance to business
of an integrated report.
Go to www.accaglobal.
com/ab/videos

2020. ACCA’s vision is to be
number one in developing
professional accountants the
world needs; the report looks
at the substantial progress
made towards this in 2014/15
and highlights ambitious plans
for the future.
‘The past 12 months has
been about both establishing
immediate impetus behind the
strategy and investing for the
future so we are in the best
position to deliver our vision
on behalf of our members,’
said Helen Brand, ACCA
chief executive.
‘This has resulted in
some significant operational
changes during the year. We
have a new, focused executive
team and a new organisational

structure that underpins it,
firmly aligned to the execution
of our strategy to 2020.
‘As our report illustrates,
we have made a solid start
in this first year of our new
strategy. But it will require
continued effort and vision
and the ability to respond to
market needs with agility and
flexibility – thinking about
what we can do differently to
enable our stakeholders to
meet their goals.’
David Willingham, ACCA
head of strategic performance,
said: ‘We adopted IR primarily
to present a clear picture of
our strategic progress and as
a means of being accountable
and transparent to all our
stakeholders. Members
have invested significantly
in their ACCA Qualification,
and they need to know that
this investment is being
safeguarded. Above all, we
aim to show how we and our
members are delivering public
value – that is, acting in the
public interest, promoting
ethical business and
supporting economic growth.’
ACCA’s 110th annual general
meeting is on 17 September

Vocational education key to European renaissance
A conference has called for action on the skills gap and educational mismatches in Europe.
Organised by ACCA and PwC, and hosted by MEP Martina Dlabajova at the European
Parliament in Brussels, the conference concluded that a change of perception was needed
about ‘traditional manual’ professions and vocational education and training.
With the European Commission’s top priority being to get Europe growing again and
people back to work, the panellists considered how to address the ‘skills gap’ between
EU education systems and the real needs of employers. They called for policies to make
‘traditional manual professions’ and vocational education and training more attractive to
young people. The aim, they said, should be to develop soft skills, and also managerial and
entrepreneurial skills, combined with a strong focus on employment, which means making
apprenticeships more attractive.
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