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Welcome

Welcome
New year, new world
The unexpected result in the
US presidential election in
November last year, despite
polls strongly pointing in
another direction, sent
shockwaves around the world. Similar reverberations were
felt back in the summer of 2016 when Europe was stunned
by news that the UK had voted to leave a union it had been
part of for more than 20 years.
These two headline-making events feature on the list of
factors that are likely to be keeping global CFOs awake this year.
Read the full story, which is our cover feature, beginning on page
16. You can also read our columnist Peter Williams on the Trump
effect (page 19) and our Africa columnist Alnoor Amlani on the
concerns for Africa over the new US presidency (page 21).
In our profile we speak with the former accountant general
of the Republic of Cyprus and now member of the European
Court of Auditors, Lazaros S Lazarou FCCA. He explains how
the European Union’s watchdog ensures that governance
and accounting stay tight across the EU. When he spoke to
Accounting and Business, he had just completed a report on
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the governance of the European Commission for the EU’s
supreme audit institution, which he subsequently presented
to the European Parliament’s budgetary control committee in
December. Read more starting on page 12.
Meanwhile, the coming into force of the Paris climate
change agreement in November will mean a hike in demand
for professionals knowledgeable on environmental issues and
reporting. In our article on page 27, we look at the opportunities
for practitioners able to provide climate change and
sustainability services.
Elsewhere in this addition, we visit the concept of smart cities.
As the world becomes more urbanised, many cities are trying
to become smarter and more sustainable. What will the coming
changes mean for accountants?
On a personal note, this is my last editor’s Welcome. It has
been my privilege to edit the international edition of Accounting
and Business for the past five years. As I pass the mantle to
Annabella Gabb, I wish her every success in the role.
I’d like to wish all readers a happy and prosperous 2017.
Lesley Bolton, international editor, lesley.bolton@accaglobal.com
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News | Pictures

► Sky high

Dublin-based Grafton
Architects’ vertical
university campus in
Peru has won the Royal
Institute of British
Architects’ International
prize (Photo: Iwan Baan)

▲ Strictly taxing

Cafes, bars and clubs
in Brussels have been
hit by the enforcement
of a 2014 regulation
that taxes dancing,
with 40 cents levied on
each dancer

► Called to account

Ben Affleck arrives for the
Hollywood premiere of
Warner Brothers’ action
thriller The Accountant
in Los Angeles, in
which the actor plays a
mathematical savant

▲ Storms ahead

Australia’s economy
slipped by 0.5% in the
third quarter of 2016,
sparking fears that the
country may be heading
towards recession
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▼ Rip it up

India is scrapping 500
and 1,000 rupee notes,
as part of a crackdown
on corruption, with
new 2,000 and 500
rupee notes due to be
introduced

▼ Sour Note

A serious fault in
Samsung’s Galaxy Note7
saw the South Korean
company’s third-quarter
earnings plunge by 96%.
An internal investigation
is due to be published

▼ Reaching out

The International
Federation of
Accountants has
written to Pope Francis
explaining how the
profession can help him
fight corruption
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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
OECD approves
US president Donald Trump’s
planned major infrastructure
spend will help boost
world growth, predicts the
Organisation for Economic Cooperation and Development
(OECD). It says that ‘assumed
easing of fiscal policy leading
to infrastructure investment is
expected to lead to a welcome
strengthening of the economy,
in line with previous calls by
the OECD for governments
to take advantage of low
interest rates’. Secretarygeneral Angel Gurría added:
‘The OECD is calling for fiscal
policy to be used more wisely,
with spending targeted at
areas that boost growth, like
high-quality infrastructure
investment, innovation,
education and skills, which also
make growth more inclusive.’

EY fined US$12m
EY is to pay US$11.8m to settle
US Securities and Exchange
Commission (SEC) charges
related to failed audits of an
oil services company that
used deceptive income tax
accounting to inflate earnings.
The audit client, Weatherford,
has agreed to pay a penalty
of US$140m. The combined
amount will be returned to
investors who lost out as a
result of the fraud. The SEC
found that while EY placed
Weatherford in a high risk
category, it failed to detect the
fraud for more than four years.
EY consented to the order
without admitting or denying
the SEC findings.

Brazil settlement
Deloitte Touche Tohmatsu
Auditores Independentes
Brazil has agreed to pay

US$8m to the US Public
Company Accounting
Oversight Board (PCAOB)
to settle allegations that it
knowingly issued false audit
reports. The firm admitted
to violations, including
failing to cooperate with the
PCAOB investigation. This
is the first time a major firm
has admitted breaches of
this kind and the civil penalty
paid by Deloitte Brazil is
the largest ever imposed
by PCAOB. Meanwhile,
Deloitte’s Mexican firm Galaz,
Yamazaki, Ruiz Urquiza will pay
a US$750,000 penalty to settle
charges for failing to properly
implement quality control
policies and procedures for
audit documents. Two former
Deloitte Mexico partners
and another former auditor
were sanctioned for audit
deficiencies and for altering
work papers on the 2010 audit
of a US mining company.
From 2011 to 2015, Deloitte
Mexico failed to archive
audit documentation of
numerous public companies
within the specified time
limits and violated quality
control standards.

Business confidence up
Global business confidence
rose to a 12-month high in
the period preceding the
US presidential election,
the latest global economic
conditions survey from
ACCA and the Institute of
Management Accountants
has found. Confidence in
North America improved
during Q3, with only 32% of
firms reporting they were less
confident. Confidence among
UK businesses persisted,
despite the Brexit vote.

Generation Next is highly ambitious
Young finance professionals have their eye on a jump
to a new job within the next two years, and most intend
one day to set up on their own, according to Generation
Next, a report based on an ACCA survey of over 18,000
professionals under the age of 36. Launched in November,
the report examined the career aspirations of the younger
generation in finance today and found them to be
aspirational, entrepreneurial and unafraid of going solo.
The report also reveals that almost 70% of respondents
are looking to move jobs in the next two years, with 67%
looking for a promotion.
‘Generation Next is “generation now” when it comes
to mobility,’ says ACCA chief executive Helen Brand.
‘There is no doubt that the “job for life” is less prevalent
within the modern world and employers who don’t deliver
on their high expectations risk haemorrhaging their best
talent to competitors. Employers need to ensure career
planning packages are available, from learning and
development to talent spotting initiatives.’
See highlights of the survey in AB, October 2016 issue.
For more information, see accaglobal.com/thefuture.

Lowest EU corporate tax
Hungary is to become the
European Union’s lowest
corporation tax regime later
this year. Its corporate tax rate
will fall to 9%, for both large

companies and SMEs. ‘With
these taxes Hungary will offer
the European Union’s best
fiscal conditions,’ explained
prime minister Viktor Orbán.
At present, large corporations
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pay tax at 19%, while SMEs
pay 10%. Hungary’s move
will undercut the 12.5% rate
in Ireland and Cyprus and 10%
in Bulgaria.

CFOs need empathy
The traditional CFO role
is evolving, with empathy,
innovation and measuring
against organisational purpose
seen as just as critical as the
accounting role, according
to the latest report in EY’s
The DNA of the CFO series.
Hanne Jesca Bax, EY EMEIA
managing partner, markets
and accounts, explained: ‘As
finance organisations face a
more connected, globalised
and heavily scrutinised future,
tomorrow’s finance leaders
need to think strategically about
the knowhow and experiences
they will need to succeed.’

Airbnb after tax deals
Airbnb is seeking local tax
agreements with 700 cities
globally to resolve regulatory
disputes, its chief executive
has told the Financial Times.
Brian Chesky said Airbnb has
200 such agreements in place
and is negotiating 500 further
arrangements. Airbnb has
generated hostility in many
of the 34,000 cities in which it
operates because of its threat
to the hotel trade and the
local taxes collected by the
hotels for municipalities and
other government bodies.

Prince meets leaders
The Prince of Wales has met
global accountancy leaders
to discuss action being taken
by companies to embed
sustainability into their business
models. At The Prince’s
Accounting for Sustainability
Summit, Prince Charles said:
‘It is not necessarily a choice
between making money on the
one hand and “doing the right
thing” on the other. On the
contrary, once it is recognised
that “business as usual” is
unsustainable it follows naturally
that those organisations which

start to develop resilient
business models will be the
ones that succeed.’

Audit must evolve
Audit must innovate and
adapt to the modern global,
interconnected and digital
world, an ACCA/Grant
Thornton conference in Brussels
has heard. Maggie McGhee,
ACCA’s director of professional
insights, told delegates:
‘The audit profession is at an
important crossroad. It can
either retreat, losing relevance
as technology takes over, or
grab hold of opportunities,
including those offered by new
digital possibilities and new
non-traditional information.
As former [European]
commissioner Michel Barnier
used to say, “Status quo is
not an option”.’ See our report
on page 54.

EY grows revenues
EY has increased its global
revenues by 9% to US$29.6bn
in the year ending June 2016.
Assurance revenues increased

by 4.8%, advisory by 13.1%,
tax by 9.6% and transaction
advisory by 14.2%. The AsiaPacific region reported the
strongest growth at 12.5%,
followed by the Americas
at 9.7%, EMEIA at 7.5% and
Japan at 6.4%.

Russian minister charged
Russian economy minister
Alexei Ulyukayev has been
sacked after being charged
with allegedly extorting
US$2m from state oil company
Rosneft. It is claimed that
Ulyukayev had demanded
the sum to approve Rosneft’s
takeover of rival oil company
Bashneft. Ulyukayev denies
the charges. He is reported
to have been in a political
disagreement with President
Vladimir Putin before he was
charged. Maxim Oreshkin has
been promoted from his role
as deputy finance minister to
take over as economy minister.

Gulf banks look to Africa
Banks in the Gulf states are
looking to Africa for new

business opportunities,
according to EY’s GCC Wealth
and Asset Management
Report 2016. George Triplow,
EY’s MENA wealth and asset
management advisoroy
leader, explained: ‘Although
market shares between local
and international banks may
fluctuate, the region is now
arguably overbanked. With
high levels of protection in
the GCC markets, some of
the larger local players are
starting to focus on markets
further afield. The UAE’s
strong ties with African
markets have encouraged a
number of African businesses
to use Dubai and the Dubai
International Financial Centre
as an infrastructure hub.’

SEC chair steps down
Mary Jo White has stepped
down as chair of the US
Securities and Exchange
Commission, to coincide with
the end of Barack Obama’s
presidency. As head of the SEC,
she oversaw more than 2,850
enforcement actions, the

»

All around the world
Workers in Angola commute the greatest distance in the course of their working life – 433,124
miles each, equivalent to 17 round-the-world trips, according to a study by Global Positioning
Specialists (GPS). GPS used data on commuting distances and number of days worked from
110 countries to calculate how many times the average worker could have circumnavigated the
globe. ‘So many of us spend hours each week travelling, yet our destination is depressingly
familiar,’ said Lucile Michaut, head of GPS. ‘The findings remind us all that there is more to
life than the daily grind.’
Lifetime commuting distances (in circumnavigations of the globe)
13.7 US
11.7 Hong Kong
10.5 Australia

17.4 Angola

8 UK
6.9 Singapore
11.9 Japan

Source: gps.com.au
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most in any three-year period
of the SEC’s history. In that
time, the commission obtained
over US$13.4bn in sanctions.
James Schnurr has retired as
the SEC’s chief accountant and
is replaced by Wesley R Bricker,
the deputy chief accountant
who has been interim chief
accountant since July.

IFRS benefits Australia
Australia has benefited
from International Financial
Reporting Standards, with the
quality and comparability of
Australian financial reporting
improving in the decade
since its adoption, concludes
a research paper from the
Financial Reporting Council
and Australian Accounting
Standards Board. Helen Brand
OBE, ACCA chief executive,
said: ‘Australia was at the

Less taxing tax
A report by PwC and
the World Bank Group
ranks Qatar and the
United Arab Emirates in
joint first place for ease
of paying taxes. Hong
Kong and Bahrain take
second and third place
respectively.

South Africa sets standard for governance
South Africa has become the first country in the world to adopt integrated reporting as
a mainstream component of its corporate governance. The new corporate governance
code – King IV – is the first outcomes based governance code in the world and is modelled
on the International Integrated Reporting Council’s framework. Richard Howitt, CEO of
IIRC, said: ‘South Africa has a unique history where inclusion and integration have been
fundamental to building the pillars of a modern corporate governance system.’

Bahrain

forefront of global accounting
standards when it adopted
IFRS a decade ago, and it is
great to see that this has had
a tangible positive impact on
the local economy and the
value of Australian companies
and their financial reports on a
global scale.’

Ireland

Vinci shares hit by hoax

Top 10 global tax rankings
Qatar, joint with
United Arab Emirates
Hong Kong

Kuwait
Denmark
Singapore
Macedonia
UK
Source: PwC/World Bank

French construction company
Vinci fell victim to a scam
which initially knocked 19% off
its share value. A hoax press
release had been circulated,
claiming that Vinci was
restating its financial results
after accounting irregularities
had been found and that the
chief financial officer had been
sacked. Both these statements
were untrue and the shares
subsequently recovered

their value. Similar false
press statements have been
issued in the name of other
companies in recent months to
undermine their share price.

Deloitte’s US–Israel link
Deloitte has launched an
Innovation Tech Terminal in
Tel Aviv to link with potential
US investors in high-growth
startups. Israel has become a
base for around 6,000 young
startup businesses, many
focused on cyber, mobile
and blockchain technologies
servicing the finance sector.
The country also hosts around
300 R&D centres for global
high-tech corporations.
‘The ITT opens doors for
multinational clients who
wish to become part of the
innovative technological hub

that is Israel,’ said Amit Harel,
director, Deloitte Israel.

Saudis closer to IFRS
Saudi Arabia has signed a
licence agreement with the
IFRS Foundation, prior to
incorporating IFRS into its legal
framework. The agreement
gives the Saudi Organization
for Certified Public Accountants
the right to publish the official
Arabic translation of IFRS and
the IFRS for SMEs standard
for the purpose of adoption
into law. Banks and insurance
firms are already required to
use IFRS, with listed companies
due to follow suit from 2017.
The IFRS for SMEs standard
must be used from 2018. ■
Compiled by Paul Gosling,
journalist
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A true and fair view

The European Court of Auditors’ Lazaros S Lazarou FCCA explains how his watchdog
ensures that governance and accounting stay tight across the EU

T

he European Commission needs to reform its
governance systems to boost its efficiency and make
it compliant with the standards it has set for European
public interest entities, explains Lazaros S Lazarou FCCA, the
Cypriot member of the European Union’s financial watchdog,
the European Court of Auditors (ECA).
Speaking in his Luxembourg office, Lazarou has recently
completed a report on the governance of the commission
for the EU’s supreme audit institution, which he subsequently
presented to the European Parliament’s budgetary control
committee in December. He says the report found that new
governance arrangements introduced in 2000, following the
resignation of the commission led by Jacques Santer in 1999,
were ‘good for that time, but since then a lot of things have
happened, a lot of water has passed under the bridge, and the
governance structure needs to be updated and brought in line
with best practice’.
The report, Governance at the European Commission – best
practice?, recommends among other things that the commission
should publish its annual accounts earlier, noting that currently
they come out later than best practice examples, and that
they should give more non-financial information, in line with
other organisations. The commission also needs to consider
operational and strategic risks in its internal control framework,
the report suggests.
Such advice is meat and drink to the Court of Auditors, which
is also charged with giving governance advice while it audits
the EU accounts, commanding a budget worth around €150bn
in 2017. Indeed, the court regularly issues special reports on
specific subjects, often more narrow in scope, such as recent
reports on land parcel identification and EU maritime transport
policy. In 2015, 25 special reports were released.
As the member responsible for the court’s annual report,
Lazarou is pivotal in this work, the purpose of which, he says,
is ‘to provide the European Parliament and the Council of EU
Ministers with a statement of assurance as to the reliability
of the accounts’.
The Court of Auditors reports on ‘whether the EU accounts
present a true and fair view, and on the legality and regularity
of the underlying transactions. We also report on whether the
financial management has been sound,’ he explains.
The watchdog’s audit work is also diverse, as it carries out
three kinds of audits at EU level: financial, compliance and
performance. The latter leads to specific reports ‘where we
express our opinion on whether the money spent on that
particular policy action has been spent in line with the

»

2016

Dean of the Court of Auditors’ newly
created Chamber V on financing
and administering the EU, and
member responsible for the court’s
annual report

CV

2014

Court of Auditors permanent member for the now-defunct
chamber on coordination, evaluation, assurance and
development (CEAD), and member responsible for the
court’s annual statement of assurance on the EU accounts

2013–14

Member of Chamber II

2011

Non-permanent member of the court’s CEAD chamber,
representing other chambers – initially Chamber I on
preservation and management of natural resources,
and subsequently Chamber II on structural policies,
transport and energy

2010–12

Member of Chamber I

2010

Appointed member of the European Court of Auditors

2000

Accountant general of the Republic of Cyprus

1996

Master’s degree in public administration from the
Kennedy School of Government, Harvard University,
US; also international tax programme certificate from
Harvard Law School

1989–99

Inland Revenue department, Cyprus

1982–89

Professional accountant/auditor with audit firms in the
UK and Cyprus
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‘Having the ACCA
Qualification
gives you
knowledge and
insight into the
business world,
and also into
public service’
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principles of sound financial management – meaning with
economy, efficiency and effectiveness,’ says Lazarou.
‘When we talk about performance and the principles of
performance management, we talk about delivering value for
money. We warn of risks, provide recommendations to European
policymakers on how to improve the management of public
finances and ensure that EU citizens know how their money is
being spent.’
The court audits the EU budget, the commission and
other EU institutions (the European Parliament, Council of
EU Ministers, European Economic and Social Committee,
Committee of the Regions) and also 33 EU agencies, eight
executive bodies, various joint undertakings and the EU’s
European schools.

Sensible choice
The upbeat Cypriot wanted to be an accountant from his highschool days at the English School in the Cypriot capital Nicosia. It
was a sensible choice, he says, as ‘at the time – and I’m pleased
that it is the case nowadays too – a professional qualification in
accounting was a qualification that would open doors for you,
and lead to employment at the end of your studies’.
He chose to study economics at the University of Hull, in
northern England, and then worked on his ACCA Qualification,
which he regards as ‘a natural progression into professional
accounting exams’.
Qualifying with ACCA, he says, has helped a lot with his
career. ‘Having the ACCA Qualification gives you knowledge
and insight into the business world, and also into public service,’
he explains. ‘It is the icing on the cake. Without it I wouldn’t have
had the opportunities I’ve had so far in my professional career.

‘You have to be professional at work, hardworking, a team
player, and you have to be able to build good and constructive
working relations. In addition to the professional skills you
need to have soft skills and the ACCA Qualification helps
you acquire or improve these, which will help you in your
career advancement.’
Lazarou started out in the private sector, first in the UK and
then in Cyprus for around 18 months until 1989, when he joined
the country’s Inland Revenue department.
‘I wanted to have the work experience in the public sector,
but not just anywhere, and the Inland Revenue department
provided the opportunity,’ he says, adding that he thought then
that even if he had decided to return to the private sector, this
tax experience would be useful.
However, he never looked back, and has remained in the
public sector ever since. He spent around 11 years in the Cypriot
Inland Revenue, starting as a tax assessor, serving for nearly two
years as a departmental district director and rising to the position
of chief revenue officer. In 2000, he was appointed accountant
general of the Republic of Cyprus, also for an 11-year stint.
In 2010, the Cypriot government nominated him for
appointment to the European Court of Auditors. The court has
28 members, one for each member state, serving renewable
six-year terms dependent on passing a European Parliament
hearing. Lazarou was reappointed in November 2016.
‘My hearings were a pleasant experience,’ he enthuses. ‘The
reception from the members of the budgetary control committee
was very good; they made me feel comfortable.’
As accountant general of the Republic of Cyprus,
Lazarou headed the country’s competent authority on public
procurement, and the certifying authority for EU funds.
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Based in Luxembourg, the
European Court of Auditors is the
independent audit institution of
the European Union. Its annual
budget in 2016 was €135.4m.

Basics

‘Our institution has 28 members,
and we employ around 900 audit and administrative
staff. We check that the EU funds are correctly
accounted for, raised and spent in accordance with
the relevant rules and regulations, and that they have
achieved value for money,’ says Lazarou.
All 28 member states nominate one member each,
and nominees face a hearing before the European
Parliament’s budgetary control committee. This is
followed by a vote in the committee, and in a full
plenary session of the parliament. The Council of EU
Ministers then appoints the 28 members, who serve
for a six-year term. The court employs 562 audit staff,
113 of whom work in the members’ private offices.
The court also employs translators (all reports are
translated into the official languages of the EU) and
interpreters for on-the-spot audits.
The ECA is divided into five chambers, with audit
responsibility on a thematic focus:
Chamber I Sustainable use of natural resources – EU
money is spent on agriculture, environment, fisheries.
Chamber II EU investment and regional development
programmes, such as the European Regional
Development Fund and the European Social Fund.
Chamber III EU programmes on external action,
security and justice.
Chamber IV EU regulation of markets and
competition.
Chamber V Financing and administration of the EU.
Every chamber comprises five members. They elect
a dean, who chairs the chamber. Lazarou is currently
dean of Chamber V.

Comparing this work to his current role in Luxembourg, he says:
‘Now I’m basically in the same field of business, but from the
perspective of the auditor – the other side of the fence.’
Lazarou explains that the ECA is different from the Cypriot
or British system, where there’s an audit service headed by an
auditor general. Instead it works on the board-style system with
a collegial body – a court – made up of 28 members. ‘We take
decisions at college level, all 28 of us, and we take decisions
at chamber level,’ says Lazarou. Special reports like the one
on governance are approved at chamber level, while the court
adopts all strategic decisions and the annual report.

*
*
*

15

‘Be professional and hardworking.
Work on building your soft skills
and be a team player.’

Tips

Aspiring finance professionals
should build good, constructive
working relations with colleagues
and stakeholders – clients, auditees, audit teams and
partners. ‘It’s always helpful to exchange views with
stakeholders. Listen to their interests and concerns and
take them into consideration in your work and planning.’
‘Get experience in the private sector in both large
and small firms before working in the public sector
– you get more varied experience. With a big firm,
you obtain experience of big clients. In smaller firms
you have the opportunity to get involved in wider
business fields but also have the opportunity for more
varied work on audit, taxation and accounting.’

A key difference from national audit work is that while the
court’s principal auditee is the European Commission, about
80% of budget spending is done in the member states under
shared management arrangements. However, Lazarou says: ‘The
actual responsibility lies with the European Commission, which
stands together with the member states. When we audit the
commission inevitably we follow the money through to the final
beneficiary in member states.’
However, even though the court examines payments in
member states, it does not audit the member states. He says:
‘We cooperate with national audit officers and coordinate
common issues through an annual contact committee meeting
and working groups that meet more frequently.’
Lazarou insists that the auditors’ reports, which can be critical,
do lead to change. ‘Yes, our reports are listened to, and we
do follow up,’ he says, pointing out that reports are published
and often reported widely by the media. The court moreover
presents the reports to the European Parliament’s budgetary
control committee where the relevant EU commissioner must
respond. ‘There’s also a follow-up from our side as to whether
our recommendations have been implemented, and we report
on that every year,’ Lazarou explains.

Family footsteps
The average working day for Lazarou is ‘always busy’, leaving
little time for hobbies, he says, but he does enjoy reading –
anything from novels to the financial press – and walking. He
also devotes time to his family. He has four sons, with only the
youngest still at school. The middle two are at university in the
UK, while the eldest is following in his father’s footsteps. He calls
during our interview to say he has just passed an ACCA exam. ■
Sara Lewis, journalist based in Brussels
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Sleep
disruptors

Brexit and the Trump factor are just two of
the concerns that will be keeping global
CFOs awake in 2017. Ramona Dzinkowski
looks at what could be a turbulent year

T

he global economic growth story in 2017 is more
of the same – slow and steady, with no sudden
movements – or so most economists forecasted in
October 2016.
World economic output is expected to rise by 3.4% during
the course of the next year, and the growth in advanced markets
will probably be slower, but stable. Emerging and developing
Asia will chug away at 6.3% and is expected to remain on that
path for the next four years. Output in the US will rise by 1.8%,
on a par with other advanced economies, although Japan will
continue to struggle on at a rate of 0.6%.
Growth in Latin America is expected to get back on
track following a four-year decline as a consequence of soft
commodity prices. Those commodity prices created recessionary
pressures across the board and are expected to turn around
somewhat in 2017.

However, the ongoing uncertainty plaguing European markets
will push eurozone growth rates below world benchmarks,
with GDP rising by 1.5% in 2017. In the wake of Brexit, a Duke
University CFO survey showed that an overwhelming majority
(69%) of European CFOs rated the elevated level of political
uncertainty as a ‘large’ or ‘moderate’ risk. The result is that
EU CFOs say their companies will be more cautious in capital
spending (58%), hiring (49%) and making acquisitions (38%). In
September 2016, almost a third of those CFOs indicated that if
the UK leaves the EU, their companies will shift production and
or/operations towards the rest of Europe.

Brexit: not bothered
Outside the EU, the Brexit vote didn’t have much of an impact
on how most companies will be operating in 2017. According
to ACCA’s Q3 global economic conditions survey of accounting
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professionals around the world, 70% of North American
respondents think there will be no impact on their companies
from the Brexit vote – a relatively small portion of US exports go
to the UK.
Similarly, for the biggest global players, a wholesale change in
strategy with respect to the UK, and specifically England, doesn’t
appear to be on the cards. In fact, according to a recent CNBC
survey of 48 CFOs from some of the world’s largest companies,
70% say there is no change in their perspective on the likelihood
of their doing business in the UK.
Alex Eng, CFO of EDF Renewable Energy, a US-based
subsidiary of French company EDF Energies Nouvelles, is typical.
He expresses little concern for the Fortune 100, pointing to the
robust risk management practices within his company and others
like it. ‘Certainly,’ he says, ‘with many companies like EDF, which
are strong global Fortune 100 companies, we have responsive

17

and agile risk mitigation strategies. We have business review
policies and procedures that are robust enough to weather a lot
of these geopolitical events. I think for most of us around the
world, with or without direct investments in the UK, geopolitical
events have become almost a part of everyday life. That’s what
being in business is all about. For strong global companies, Brexit
will come, Brexit will go, and those companies will still be here.’
But not all companies are created equal when it comes to
the Brexit effect on their prospects for 2017. To date, some
companies have reacted quite decisively to the changing risk
outlook and uncertainty.
As Stephen Smyth ACCA, CFO of Brookfield Financial, a
global investment bank headquartered in Toronto with UK
interests, explains, it’s the real estate sector that’s feeling the
immediate impact of a potential UK secession from the EU.
‘Values are a key concern, certainly in the UK market,’ he says,

»
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‘and with respect to high-profile real
estate funds, blocks on redemptions are
creating liquidity issues. The liquidity
in the market is such that you’re being
locked into assets because there’s
no activity; there’s no transactional
activity [so] if you want to get out of
it, you can’t – certainly not at a price
that makes sense. So it becomes a
difficult situation.’ Immediately after
the Brexit vote, Canada Life Financial,
an insurance and wealth management
company with significant exposure in
the region, promptly suspended trading
of its UK property funds, a portfolio
valued at £500m.
The longer-term impact is hard
to predict at this stage, says Smyth.
‘Some fund managers are saying they’ve already marked down
the value of the buildings they own – usually office buildings – by
4.5% to 5%. That’s not a good sign of things to come. Worst-case
projections: office values could fall by as much as 20% within
three years of the country leaving the EU, and that will certainly
impact a company’s ability to refinance.’
For Brookfield Financial and many others, a prolonged
decline in the value of sterling will definitely hit their bottom line.
‘Europe is one of our largest regions, so in terms of revenue,
a sustained decline in sterling in 2017 would obviously be
detrimental,’ Smyth explains. ‘When that region’s results are
consolidated, it’s obviously expressed in our functional currency,
which is US dollars. So that’s a concern. At the same time a lot of
our European deals are denominated in euro currency and I think
what’s bad news for sterling is not going to be good news for the
euro. They’ll probably move pretty much in tandem.’

‘The uncertainty
around US policy
towards China
has made it very
difficult for us to
make investment
decisions’

Trump effect
While the consequences of Brexit are still on the minds of
many, a bigger cause for concern for CFOs in 2017 is the most
recent political upset in the US. On 9 November, following the
US election, much of what we expected about how the global
economy was going to behave in 2017 was turned on its head.
After a knee-jerk negative reaction, the markets turned around
with irrational exuberance in the hope that Trump’s election will
give the US economy a Keynesian kick in the pants. Bond yields
on US treasuries jumped, along with the value of the US dollar
against international currencies.
However, what was good news for the US market was bad
news for many other parts of the world. For example, Trump’s
promise to unravel the North America Free Trade Agreement
(NAFTA) has had a particularly unsettling effect on Latin
American currencies. Immediately after the US election, the peso
lost 15% of its value against the US dollar, trading at 20.5:1 on the
morning of 9 November compared with 18.6:1 on 7 November.
The possibility of weaker private consumption and lower
fixed investments due to potential trade restrictions will also be

particularly detrimental to the Mexican
economy, the region’s powerhouse,
and are likely to derail any hope of
the country achieving its 2.3% growth
target in 2017.

No big strategic moves

While the equity markets may be quick
to respond to pretty much any news
these days, CFOs are making no big
strategic moves just yet. Uncertainty
around potential trade restrictions, the
future of the Trans-Pacific Partnership,
Dodd-Frank, the Offshoring Act, the
Affordable Care Act and NAFTA are
all in question. 2017 will be a time
for many CFOs to re-examine their
strategies under various risk scenarios.
Some will be focusing on investment, cash and liquidity issues,
with expectations of higher interest rates; others, particularly in
the construction and materials sector, will be anxiously looking
forward to a sales boost from the injection of infrastructure cash.

Deflating regional currencies
Companies with interests in China and Latin America will be
re-evaluating any expansion plans they have, along with their
hedging strategies in the wake of deflating regional currencies.
For Julian Leung, CFO at Chinese textile manufacturer
Yongsheng Advanced Materials Company, the volatility in the
renminbi will be keeping him up at night in 2017. Some of
his costs are exposed to the strong US dollar, and ‘the path
of the RMB is what we talk about every day,’ he comments.
‘The uncertainty around US policy towards China has made it
challenging for us to make investment decisions and there is
little if anything we can do to plan. It’s difficult to predict and
think about how to proceed with your hedging strategies.’
Meanwhile, large and small Chinese companies alike whose
products are destined primarily for the US market are seriously
worried about the possibility of the new US administration
slapping a 45% tariff on manufactured imports – the US accounts
for around US$500bn of Chinese exports a year.
Many CFOs in China are hoping the Trump administration
will ultimately prove pragmatic. Leung points out: ‘US trade with
China is a two-way street. Taxing Chinese imports will increase
the business costs in the US, making them less profitable and
less efficient. This would limit the US’s ability to grow, and will
have a negative impact on employment, particularly in the
manufacturing sector.’ ■
Ramona Dzinkowski is a Canadian economist and editor-in-chief
of the Sustainable Accounting Review
For more information:
Read ACCA’s global economics survey at bit.ly/ACCA-GECS
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The Trump effect

There will be winners and losers under the Trump presidency. But, says Peter Williams,
we should heed Warren Buffett’s advice and take the long view
Before the presidential election in
November, Pew Research found
that 74% of US workers thought the
presidential campaign had not focused
on helping workers obtain the skills
to get a well-paid job. Donald Trump
scored 30% when voters were asked
whether he would do an excellent or
good job in upskilling Americans. Those
in work don’t have confidence in any
politician to prepare the US workforce
to compete in the global economy.
This comes at a time when American
workers believe they need good
education, continuous training and
experience to survive in the job market.
But unlike their new president who, in
the election, majored on cross-border
business links, American workers put
global trade at the bottom of their
concerns in the election, scoring just 16%.
Above trade came rising prices, income
inequality, tax reform and finally their
job situation, which tied with the budget
deficit as top concern. Even if Trump
upends global trade and renegotiates
agreements such as Nafta and TPP,
while some could lose livelihoods, most
American workers would be unmoved
in any way. And indeed in an economy
as big as the US, even with high trade
barriers in situ, the price of goods would
only move up a few cents.
Another Trump electoral promise was
to crack down on immigration, although
whether that extends to curtailing or
abolishing foreign workers coming into
the US on H-1B visas is unclear. But
Silicon Valley is now facing the prospect
of cliff-edge skill shortages, while workers
from Canada and Mexico who owe their
employment rights to a clause in Nafta
could find themselves looking to take their
skills and their lives back home or to some
other economy with an open-door policy.
If workers are wondering ‘what
next?’, so are corporate bosses. Winning
sectors under a Trump presidency are:
pharmaceuticals – Democratic loser Hillary
Clinton promised to get tough on drugs
prices; infrastructure – Trump is to put up
$500bn to improve the US transport and

Peter Williams is an
accountant and journalist
utility system – so mining and steel should
be quids in; defence – especially if Nato
members put their hands in their pockets
at the US president’s insistence; even
retailers and restaurants if tax cuts put
more US dollars consumers’ way.
Corporate losers could include
healthcare as the Affordable Care Act is
ripped up; global freight if trade barriers
get erected; and carmakers, who may have
to rethink their business model if imports
from low-cost areas are frowned upon.
A definite loser is the green sector and
clean technology – unlikely to prosper
if the government rips up global green
deals; still, good news for coal, gas and oil.
There are two real ‘who knows?’
categories: technology and financial
services. Silicon Valley could be forced to
lose some of its foreign workers, at the

same time that it says hello to some of the
cash billions it has squirrelled offshore,
which Trump now wants to see brought
home with a special one-off 10% charge,
not the usual 35% – maybe promoting
another little dotcom boom. Which sounds
like good news for Wall Street, especially
as regulation such as Dodd-Frank could
go. On the other hand, Trump talks about
blocking mergers, which would not make
the investment banks happy.
Maybe in the end when it comes to
trade and commerce, apart from setting
the mood music, politicians – even
presidents – have only a marginal longlasting effect. Billionaire investor Warren
Buffett said that whether Clinton or Trump
were president, the stock market would
be higher in 10, 20, 30 years’ time. All you
need to do is take the long view. ■

01/2017 Accounting and Business

INT_UK_COM_PW.indd 19

13/12/2016 16:57

20

Comment | Ramona Dzinkowski

Preparers can relax

There are no new standards and much less tweaking in the International Accounting
Standards Board’s five-year plan, explains Ramona Dzinkowski

Ramona Dzinkowski is a
Canadian economist and
editor-in-chief of
the Sustainable
Accounting Review
Early in November, the international
accounting standards-setter announced
its five-year work plan Work Plan 20172021, and I’m left wondering whether
most of the office will be on extended
leave. The upshot is that preparers can
breathe a sigh of relief.
Compared to the flurry of standardsetting activity since the economic crises,
including the convergence of US GAAP
and International Financial Reporting
Standards (IFRS), and the big projects
completed in the last two years on
financial instruments, revenue recognition
and leases, the International Accounting
Standards Board’s upcoming agenda
looks pretty light. The only new standard
on the docket is the final insurance
contracts standard, which is set to be
completed this year.

The question is, are there no existing
standards that may need a major overhaul
or is the IASB simply giving preparers a
break? Maybe both, but according to the
official word to date, ‘The board is aware
of the impact that implementing recently
issued, major new IFRS standards will have
on stakeholders over the next five years.
In setting its work plan, therefore, the
board was concerned that any increase
in the volume of its output, whether as
proposals or as final standards, could
overload stakeholders.’
These same stakeholders were also
growing tired of the standard-setting
process itself, commenting on the burden
of the level of consultation needed in
recent years for five major projects: IFRS
9, Financial Instruments; IFRS 15, Revenue
from Contracts with Customers; IFRS

16, Leases; Insurance Contracts; and the
Conceptual Framework. According to the
IASB, the result was ‘consultation fatigue’.
It has responded in part by extending the
mandatory public agenda consultation
on its work plans from three years to five,
effective immediately.
Speculation around IASB staff’s holiday
plans aside, it’s not really likely that they’ll
be letting the grass grow under their
feet any time soon. On the contrary, they
will continue their post-implementation
review of some major game changers
for preparers such as IFRS 13, Fair Value
Measurement; IFRS 10, Consolidated
Financial Statements; IFRS 11, Joint
Arrangements; and IFRS 12, Disclosure of
Interests in Other Entities.
Also, inking the final draft of the
insurance standard is a big undertaking in
itself. Since November 2013, the IASB has
been collating and evaluating feedback
from a variety of outreach activities
including concerns contained in 194
comment letters – and there were many.
For example, ACCA was worried about
the complexity and difficulties of applying
certain parts of the model, and also of the
extensive disclosures proposed, while the
American Council of Life Insurers rejected
many of the board’s proposals, stating that
it ‘fails to meet the stated objective – “to
improve the transparency of the effects of
insurance contracts on an entity’s financial
position and financial performance…”’.
We believe that the board needs to make
significant changes and improvements ...
in order to achieve the stated objective
of a single high-quality global accounting
standard for insurance contracts.’
In addition to finalising its last big
project for the foreseeable future, the IASB
will be revising its Conceptual Framework
in 2017 and, in the longer term, continuing
to develop support for preparers,
including online support for implementing
new IFRSs, and maintaining existing
standards through the IFRS Interpretations
Committee and post-implementation
review. It will also be focusing on its
research agenda but reducing the number
of research projects. ■
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Alnoor Amlani | Comment

Fear and loathing in Africa
Africans fear that the Trump presidency will have a negative impact on the continent’s
growth and development – not to mention climate change, says Alnoor Amlani
When Donald Trump captured the
highest office in the US, and indeed
the free world, African commentators
expressed their concerns about the
future. Both mainstream and social
media immediately began to speculate
on the direction that the US would
take with Africa. Analysts were acutely
aware that, in light of the fact that
the African diaspora did not support
Trump’s campaign at all, the continent
clearly has very little lobbying power in
the new administration.
Social media was awash with
extremely negative comments attributed
to Trump, along with strong reactions
from Africans under the hashtag
#SomeoneTellDonaldTrump. Africans
believe that last year during his campaign
Trump said that they were lazy, that those
who had immigrated to the US should be
deported and (most offensively of all) that
the continent needed to be re-colonised.
These reports, which were first
expressed on a fake news site
registered in Kenya called Politica, have
been investigated by fact-checking
website Snopes and found to be false.
Nevertheless they have been circulated
widely and are believed by many, largely
because they seem consistent with
comments actually made by Trump
about Mexicans across the border, and
with the vigorous anti-Trump push made
by Barack Obama during the bruising
election campaign.
On a lighter note, Twitter has been
enlivened by ordinary Africans waiting for
wrong-footed prominent Africans (and
African Americans) to make good the
pledges they made before the elections,
in the event of a Trump win.
The Nobel prizewinning poet and
playwright Wole Soyinka is reported to
have made a speech at Oxford University
where he told students he would rip
up his Green Card, and actor Samuel L
Jackson said on a popular TV talk show
that he would leave the US and move to
South Africa. Cher and Amy Schumer also
threatened to move – to Canada. This
seems to be a popular choice because

Alnoor Amlani FCCA is an
independent consultant
based in East Africa
the BBC reported that the Canadian
immigration website was overwhelmed
by enquiries from the US soon after
the results were out and had to shut
down briefly to cope. Embarrassingly,
the popular Nigerian pastor TB Joshua
prophesied to his large flock that Hillary
Clinton would win and now has to find a
way to redeem himself.
However, on a serious note, analysts
are worried about the future of the many
significant continent-wide initiatives such
as the African Growth and Opportunity
Act (AGOA) initiated 16 years ago to
expand trade and investment in subSaharan Africa. AGOA provides 39 African
countries with duty-free access to US
markets for over 7,000 products including
textiles and agricultural produce. Power
Africa – Obama’s major contribution to

the continent, which aims to support
economic growth by increasing access
to reliable power – is also considered
vulnerable because of Trump’s focus on
local development within the US itself.
African analysts are also concerned about
traditional US aid to the continent (around
US$7bn annually).
Meanwhile, Trump has rubbished
the climate change movement and
threatened to renegotiate or cancel
US backing for the recent landmark
Paris climate deal. This is also worrying
Africans, who feel vulnerable to droughts
and floods caused by global warming.
Professor Peter Vale of the University
of Johannesburg has summed up what
many fear: ‘Africa is likely to slide down
the list of foreign policy priorities of a
Donald Trump administration.’ ■
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Comment | Brian McEnery

New year, more cheer

Despite a tumultuous 2016, there’s a lot to look forward to, particularly for a profession
in the ascendancy, says ACCA president Brian McEnery
Finding the words to sum up 2016
in one sentence is challenging. It’s
been a huge, tumultuous year; one of
economic, political and social change.
As I look back on the past 12 months,
however, it’s not all doom and gloom
and world events of epic proportions.
It has also marked the beginning of
my year of ACCA presidency and in
my short three months so far, I am
already assured that there is much to
be excited about and a positive future
ahead for our industry.
One of the many opportunities that
this role has allowed me is to really
engage with those of you whom I
represent, meeting ACCA representatives,
members and students all around the
world. The Council may be one small
group, but we try to represent the
views and needs of a 500,000-strong
international community of professional
accountants and students.
Against a backdrop of global turmoil,
it is so heartening to observe the
optimism, passion and commitment to
furthering the accounting profession that
is evident among the ACCA community.
So many of you harbour a real love for the
accounting profession, and you have been
providing us with your unique insights and
suggestions to help us shape its future.
This has been evident through the
unprecedented member contributions that
we have seen to ACCA research reports
throughout 2016. We have explored

The next
generation of
accountants will
be redefining
the role of the
professional in a
rapidly changing
global landscape

issues from the broad-brush future of the
profession to the ins and outs of robotics
and automation. And we’ve been able to
incorporate the thoughts and attitudes of
ACCA members and affiliates of all ages,
from over 170 countries.
I was particularly interested in the views
of Generation Next – the up-and-coming
(36 and under) generation of accountants
and finance professionals. Almost 20,000
of this group provided responses to
our survey, and were in overwhelming
agreement about the value of a finance
career: 85% see finance experience as a
valued platform for future leaders.
This generation of ACCA-qualified
professionals will be redefining the role of
the professional accountant in a rapidly
changing global business landscape.
They have leadership aspirations and

entrepreneurial drive. More than 80%
would consider starting their own business
in the future, with another 80% keen to
pursue a role in a different country or
region. And they welcome the advent of
technology and automation, which frees
up professional accountants to provide a
higher level of strategic counsel.
In short, Generation Next are finding
much to be excited about, and so am I. I
can’t predict what’s in store for the world
in the future, but I do believe that our
forward-thinking next generation of ACCA
members are well prepared.
Happy New Year! ■
For more information:
See the Generation Next report at
accaglobal.com/thefuture
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The view from

Bonnie Chan ACCA, business controller, H&M (Far East)
on fast fashion and Hong Kong’s business success

Although I graduated with a degree
in computer science, I did not start
my career in this field. Instead I got the
opportunity to be a business administrator
in a global conglomerate. In this role, I was
responsible for project cost-controlling,
budgeting and other commercially related
functions. But I felt like I was lacking solid
commercial knowledge. I started to think
about what kind of qualification I could
pursue that would not only be relevant
to my current job, but also enable me to
work in different areas in the future. That’s
why I chose ACCA. It is a truly globally
recognised accounting body. It provides
comprehensive training in accounting
and finance areas. The ACCA Qualification
opens up plenty of opportunities for me
to work in different roles anywhere in
the world.

We think outof-the-box to
deliver analysis
that ultimately
helps to keep
customers happy

My role is business controller in the
global purchasing organisation of
one of the world’s largest fast fashion
companies. This role is really dynamic,
which energises me every day. I started
with a newly established brand within
the company, which is really fun and
challenging. Our purchasing organisation
secures the best buy globally. As a
controller, I provide analysis on different
key performance indicators (KPIs) such as
profitability, price, lead time, quality and
market strategy. We know the purpose
of all the analysis we do and turn it into
actions. We are also flexible and think outof-the-box to deliver analysis that creates
value for the business and ultimately helps
to keep customers happy.
Leading a team is one of my real
passions. You can lead without being a
manager and you can manage without
being a leader. I work a lot with numbers
but also equally with people. I have to
work with stakeholders within and across
different functions, levels and regions.
Together with the business managers, I
drive the team towards goals and longterm strategy.
In May, the IMD World Competitiveness
Yearbook presented the 2016 overall
rankings for 61 economies. Hong
Kong took the top place followed by
Switzerland and the US. Hong Kong
is known for its business-friendly
environment with a simple tax system, a
fair and transparent legal system, solid
infrastructure and a liberal economic
system. Our economic rivals, such as
Shenzhen and Shanghai, are forging
ahead, but Hong Kong has many
advantages and it should continue to
remain competitive.
If I weren’t an accountant, I would like
to run a non-profit education centre to
provide classes for children in need. I
believe those who are eager and able to
learn should not be put at a disadvantage
for any reason. I hope all my efforts can
contribute to creating a better world. ■

Snapshot: agriculture
Food and agribusiness constitute
a US$5 trillion global industry that
is only getting bigger. If current
demographic trends continue,
by 2050 crop demand for human
consumption and animal feed will
at least double.
The many challenges facing
the sector include climate change,
market volatility, fluctuating
exchange rates and reliance on
subsidies. Recent years have seen
growing volatility in commodity
markets, prompted by events such
as droughts in the US and Russian
sanctions. In Europe, many farmers
would go out of business without
EU subsidies; in the UK the vote
to leave the EU has created huge
uncertainty for the sector.
The sector is undoubtedly
attractive to accountants. Part of
what makes farming unique is its
structure – over 90% of the UK’s
142,000 farm businesses are sole
traders or family partnerships. In
other parts of the world, substantial
changes in food production over
the past 40 years have seen megafarm operations moving in where
formerly a multitude of diverse
farming operations of varying sizes
would cover rural communities.
A little specialist finance
knowledge goes a long way in the
sector. Accountants have a key role
to play in advising on both income
and corporate taxes, as well as
exit planning.
Keith Halstead, partner at Kingston
Smith
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All change for audit

The reform of EU audit rules, designed to harmonise audit across member states,
is having a profound effect on European corporate governance
The reform of European Union
statutory audit rules, which came into
force on 17 June 2016, represents a
set of challenges to public interest
entities and their audit committees.
With these changes applying to fiscal
years beginning on or after this date,
and given that there are about 37,000
PIEs (basically listed companies,
credit institutions and insurance
undertakings) across the EU, the
reform is having a profound effect on
European corporate governance.
Given the need for accuracy and
fairness in the audits of such companies,
it is helpful that accounting software and
systems are increasingly powerful, effective
and transparent. This was recognised at
the 19th European Corporate Governance
conference, held in October last year, in
Bratislava, Slovakia.
The conference’s title was ‘Digitisation
and Transparency – transforming the future
of corporate governance?’ It’s a good
question, given that the focus on corporate
governance is increasing across Europe
and will continue to intensify.
One potential problem is that although
the new rules are designed to push the
EU’s 28 member states into harmonised
solutions on audit (reflecting the fact
that many corporations and groups span
national borders), the introduction of
many changes via amendments to the
2006 statutory audit directive means
inevitably there will be inconsistencies
between member states. And the law
allows them options over when to insist
on auditor rotation, which will make
such work difficult for multinational audit
committees. ‘The result is there will be a
little bit of patchwork across Europe; it
won’t be a uniform result but a minimum
harmonisation,’ said David Devlin,
chairman of the European Corporate
Governance Institute.
That said, there are commercial
pressures within the global investment
market driving the integration of corporate
governance and audit practice across
Europe and beyond, according to Guy
Jubb, a Scottish professional accountant

and independent governance adviser,
formerly global head of governance and
stewardship at Standard Life Investments.
An increasing number of fund
managers are recognising the importance
of environmental, social and government
issues in assessing how they apply their
capital, he noted, adding: ‘The purpose
of integration is to enable fund managers
to have a better understanding of the
risks that they are running in terms of the

‘Companies don’t
spend enough
time on strategy
and generating
value, they are
spending way too
much time on
compliance’
companies that they have invested in.’
Moreover, investors are increasingly
focusing on the way companies approach
adjusted earnings. The trend became
more apparent in the UK after it emerged
two years ago that retail chain Tesco had
been using inappropriate accounting
policies. ‘That was a wake-up call for
investors,’ stated Jubb. Luckily for them,
there is more data to assess, with the
UK having now experienced two years
of national extended auditor reporting
requirements. ‘This enabled the investors
to unlock what I called the black box of
auditing,’ said Jubb.
Meanwhile, the role and responsibilities
of audit committees are expanding.
Investors are looking to audit committees
to scrutinise not just financial risks but
cultural, environmental or regulatory ones.
Guylaine Saucier, lead director of
Canada’s Institute for Governance of
Public and Private Organisations and
board member and audit committee

chair at Wendel, a leading European
investment company, gave some
examples of how the role of audit
committees has changed over time. A big
challenge is that most of the committees
now have to oversee the efficiency of
controls and risk management systems,
as well as tackling issues such as
reputation risk. This has pushed audit
committees closer to strategic issues that
they do not control.
‘How do you as a chair of the audit
committee say to your board that in 10
years from now, the environment might
change and we might have a reputational
risk?’ Saucier asked. ‘These discussions
are not for the audit committee; these
discussions are for the board,’ she said,
adding that one of the most difficult tasks
is to engage boards – and this was not
the audit committee’s job. ‘The audit
committee is taking a role that doesn’t
belong to it.’
Another challenge, stressed Jubb,
was that investors also expect audit
committees to ensure that non-financial
disclosures are fair and understandable. In
the UK, companies that employ more than
250 people, will, from 2018, be forced to
disclose differences in pay between males
and females, he noted. And he pointed
out that the quality of management
explanations about these differences will
be of critical importance. ‘It is up to the
audit committee to ensure that those
explanations are true and fair,’ Jubb said.
With all these assessments in the
pipeline, companies will have to look to
their resources, which could be a problem
in future. Frank Placenti, partner and chair
of the US corporate governance practice
at Squire Patton Boggs, pointed to the fact
that most public companies are not large.
In the US, seven out of 10 of them have a
market capitalisation below US$450m.
Indeed, many public companies in
the Fortune 500 do not have a director
of corporate responsibility or even a
director of investment relations, according
to Placenti. Those functions are fulfilled
by the same people who are managing
their businesses on a daily basis. Smaller
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▲ Flying the flag

Bratislava, Slovakia,
which hosted the 19th
European Corporate
Governance conference

public companies thus may not have the
resources for new reporting tasks.
‘Most public companies are not large
and most of their failures are not failures of
oversight or compliance, they are failures
of the business,’ said Placenti, adding that
there can be too much regulation.
To illustrate this, Placenti gives the
example of a theoretical triangle where
the three sides represent oversight,
compliance and value creation. The
problem is that the triangle’s base –
value creation – has become too small.
‘Companies don’t spend enough time
on strategy and generating value, they
are spending way too much time on
compliance and oversight,’ he said. That
said, the other extreme is when managers
are focused entirely on profit.
And while mandatory auditor rotation
is supposed to prevent auditors being
sucked in by a company’s desire to
focus on the bottom line, that can pose
challenges for smaller companies. Under

the new EU rules, PIEs are required to
rotate their auditor regularly, with a
maximum period of 10 years.
Saucier explained the potential
problems: ‘The issue is that you might be
in the middle of the merger, in the middle
of the restructuring and this is not a good
time to change your auditor. But you don’t
have a choice.’
However, having a fresh pair of eyes
encourages internal reviews and in this
respect, audit provides an opportunity for
an investor or committees to talk about
what attributes a new auditor should have,
said Jubb. He added that audit committee
reports are very useful, and it should not
just be professional investors who read
them. When asked how often they had
read an audit committee report, 56% of the
conference participants said ‘not at all’.
Jeremy Jennings, EY Europe, Middle
East, India and Africa regulatory and public
policy leader, said this was understandable,
given that extended reports would not be

widely available across the EU.
Auke de Bos, professor at Erasmus
University, Rotterdam, explained that
the Netherlands has had a corporate
governance code for listed companies
since 2003, which is currently being
revised: ‘The major change is that we
are going to include long-term value
creation and [corporate] culture.’ A Dutch
corporate governance committee realised
that companies often think short term and
for this reason the committee proposed
changing the code so that companies
had to consider long-term value creation.
Management would henceforth be
responsible for creating long-term value.
‘High quality corporate governance
will help countries and capital markets
to identify long-term performance and
this will probably stimulate foreign direct
investment,’ said de Bos. ■
Martina Mareková, journalist based in
Bratislava
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The view from

Kimberley Kok Enn Cheu ACCA, senior accountant, KPMG
Sydney, Australia, and maths fanatic
getting involved with FDs and CFOs of
prestigious companies.
Australia has been experiencing a
steady boom in 2016. The economy is
seen to be stable in terms of work-life
balance, a stable government and firmly
established systems, and is competitive
enough to attract investment from MNCs.
People interested in starting a business in
Australia are largely confident that their
business is of interest in Australia, with
guarantees of return amid tight rules and
high taxes.

Snapshot: internal audit
Until relatively recently, internal
audit was almost exclusively
focused on financial controls.
Today it routinely encompasses a
wide range of risks, many of which
are non-financial: cybersecurity,
artificial intelligence and future
ways of working, and external
regulatory and legislative issues
such as slavery. This makes talent
management a critical task; for
other professionals, it represents a
career opportunity.
Our research indicates that
companies want broader insights
from their internal auditors. The
Institute of Internal Auditors
identifies attributes such as
partnering, communication,
diversity and teamwork as key to
delivering a 21st-century service.
As the world changes ever more
quickly and boards face a range of
disruptive factors, issues such as
operational and IT risks are moving
up the internal audit agenda.
Internal auditors looking to
expand their skillsets and broaden
their career horizons should
embrace what formal training is
available and explore secondment
opportunities where they can gain
valuable experience.
Professionals outside internal
audit looking to branch out in their
careers might consider exploring
it. Internal audit is changing and
presenting opportunities of interest
to practitioners.
Katie Clinton is head of internal
audit at KPMG UK

As mathematics was my forte, I decided
to become a chartered accountant when
I was 17. I’ve always been interested
in the world of finance and economics,
particularly in their effects globally.
When I was a student, I enjoyed financial
management and business analysis, so a
career in finance was a no brainer.
As an ACCA, I’ve found that employers
the world over highly recommend the
qualification, which has given me the
opportunity to work in many highprofile companies. I’ve worked as a
senior accountant in the financial services
department of KPMG Sydney since April
2016. Previously I was an accountant at EY
Sabah, Malaysia and at KPMG Singapore.
What I enjoy most about my work is
meeting clients from various industries and

How internal
and external
factors affect a
business inspires
me in how to
resolve any issues

Australia is a society of brunch
lovers. Cafes and restaurants are
booming. The country is multicultural and
cities are cosmopolitan, which enhances
the business environment. However, other
Asia-Pacific countries have better growth
fundamentals. Singapore and Malaysia,
for example, both allow foreigners
to obtain partnership businesses. As
a temporary resident in Australia,
purchasing power is not as good as other
countries, such as Singapore, which also
has lower taxes.
My biggest achievement so far is
working in three countries, gaining
varied industrial experience. I had
the chance to work with prestigious
companies such as Lendlease
Corporation, one of the biggest
construction and development firms in
Australia, in charge of the group audit.
I would like to create a prosperous
business structure. Aside from the
concentrating on the business of the
company, environmental factors should
be considered. How internal and external
factors affect a business inspires me in how
to resolve any issues.
If I weren’t an accountant, I’d want to be
something totally away from numbers. A
specialist surgeon perhaps. However, the
accountant career path called and, with my
great interest in mathematics, ACCA is the
best choice. No regrets! ■
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Delegates arrive at the 22nd Conference of the
Parties (COP22) climate change conference in
Marrakech, Morocco in November 2016

A need for innovation

Now the Paris climate change agreement is in force, environmental reporting will be in
increasing demand, leading to a greater call on professional accountancy practices
With the Paris agreement on fighting
climate change having come into
force on 4 November 2016, financial
and environmental reporters will
start to prepare in earnest for the
monitoring and reports that will follow
its implementation.
Of course, ironically, four days later – on
8 November – Donald Trump was elected
as US president, having campaigned
against the agreement. But specialists
talking to Accounting and Business have
predicted he will not wreck this ratified
treaty, but rather slow its impact.
So environmental reporting will
continue to become an increasingly

important practice for many accountants
and auditors as the Paris climate change
treaty is enforced, according to leading
figures in the industry.

The right skills
One of the cornerstones of the Paris
accord is a recognition both of the need
for carbon pricing mechanisms across
different geographical entities, and, at the
sub-national level, companies to integrate
their direct and indirect greenhouse
gas (GHG) emissions into their bottom
line. ‘In the same way you have general
accountants who do most things, but also
specialise in treasury, or hedging, I would

expect the same opportunities to open
up in the environmental and sustainability
space,’ says Alan McGill, a sustainability
and climate change partner at PwC
in the UK. ‘The question is about the
relevance of the existing financial auditors
and whether they have the right skills.
Professional accountants are going to be
dealing with much broader information
sets. The level of professional judgment
calls that are going to be required will
result in opportunities for specialist
accountants and accounting firms.’
Richard Martin, head of corporate
reporting at ACCA, suspects this need will
be predominantly handled inhouse:

»
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▲ World view

COP22 president Salaheddine Mezouar
at the opening session of climate talks
in Marrakesh in November 2016

‘I think companies will want their own
recruits, their own people.’ While he
feels regulation will flow from national
laws implementing the Paris deal, the
most acute pressure to comply, he
suspects, will come from shareholders
and investors. ‘The main driver may not
be what a government wants to bring out
[in terms of environmental information],
but investors and shareholders wanting to
know how the company is doing.’
‘Professionals need to be prepared
for a huge demand for environmental
accountants specialised in not just
accounting, but also the auditing part,’
added Neetika Maheshwari of Accelero
Corporation, a US-based accountancy
firm specialising in carbon accounting,
‘especially when there are mandates
being put on the corporates’.
According to Mat Nelson, EY global
and Asia-Pacific leader climate change
and sustainability services, such skills exist
but need to become more widespread.
‘We already have global specialists. That
niche is in place, but the reality is it’s only
there in certain jurisdictions.’
McGill is also wary of the potential
for fragmentation of regional and
global regulation of climate policies

‘Be prepared for
a huge demand
for environmental
accountants
specialised in not
just accounting,
but also the
auditing part’
that new specialist bodies providing
oversight might bring. ‘That can lead
to issues around quality and training,’
he notes. ‘Training is becoming
broader and is including environmental
issues and reporting. Its importance is
better understood.’

Raising awareness
ACCA has taken its own steps to
raise awareness and understanding
of environmental reporting. In 2015 it
published, together with Fauna & Flora
International and KPMG, a major report

on the subject: Is Natural Capital a
Material Issue? ‘We have been promoting
the awareness of the impact of corporate
activities,’ said Martin. ‘One of the key
roles in our education is that we expect
students to learn about environmental
reporting in their qualifications.’
Companies must realise, says McGill,
that environmental reporting is more than
an add-on. ‘Even if you don’t believe in
climate change, being more efficient and
getting more units of production from
every tonne of carbon makes economic
sense. If you are looking to grow your
company, but decide you will also grow
your carbon emissions, then you will
become less productive and competitive
compared with other companies.’
Martin agreed that environmental
reporting ‘translates into ensuring
that business models include some
recognition that carbon needs to be
incorporated. It’s not just something
additional to the business model.’
This has repercussions for companies
who will need to identify not just their
own direct carbon emissions, but how
these climate costs work into their
wider overheads. Traditionally, such
environmental costs have been lumped
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in with overheads, where they cannot be
linked to the products and processes that
generate them.
According to PwC, key points in
integrating such reporting are likely to
include: a need to identify the sources,
types and magnitude of greenhouse
gas emissions; setting organisational
boundaries – determining what approach
to take when accounting for emissions
from joint ventures, subsidiaries and other
organisations; and setting operational
boundaries – the scope of emissions, from
direct emissions to indirect emissions,
such as from purchased electricity,
and other indirect emissions, accrued
via employee travel, waste, contractor
vehicles and product use.
An example of such a holistic approach
can be found in the UK, where a single
energy and carbon reporting scheme
is to be introduced from April 2019 and
will integrate existing compliance and
reporting requirements from Paris and the
EU emissions trading scheme. ‘There has
to be an internal price for every carbon
emission,’ says Maheshwari. ‘Put up a
cost for it to see the real profits and loss.
Reporting needs to be transparent and
accountable to the public.’
‘We need good mechanisms to
capture what is happening and once we
set these indicators we need to be able
to report against them,’ adds Nelson.
‘Accounting and reporting is needed to
build that trust and confidence.’

Quantifying carbon
Moreover, ‘measurement is important’,
stresses Martin, who believes that
a standard three-level approach to
quantifying carbon is likely to prevail:
scope 1 – a company’s own emissions;
scope 2 – emissions that include those of
your supply chain; and scope 3 –the end
products a company produces and the
environmental impact these have.
‘Companies are most comfortable
about scopes 1 and 2, but for companies
in sectors such as oil, scope 3 is going to
be pretty important,’ says Martin. ‘Scope 3
is going to be the most problematic.’
The role of clients complicates matters
further. ‘Organisations are not going
to restrict themselves to the financial
boundaries and measures that we
currently have in place,’ says McGill, who
cites the example of a textile company:
‘Around 96% of the impact of a garment
sits with the customer – how many times
they wash it during its use – far more than

The Paris treaty
The UN Paris climate change treaty, ratified in November 2016, calls on all nations
to limit the global average temperature rise to well below 2°C above preindustrial levels. Additionally, it calls for the release of US$100bn a year in climate
finance for developing countries by 2020.
Paris also endorsed an enhanced emissions trading system in Europe, and a
restructuring of the UN’s Clean Development Mechanism. Such systems will have
direct impacts on companies’ financial statements. Article 6 of the treaty calls for
‘environmental integrity, transparency, including in governance, and [parties] shall
apply robust accounting to ensure the avoidance of double counting’. Progress
towards these and other goals is to be reviewed every five years.
‘Environmental accounting is one of the strongest pillars to make the Paris
treaty work,’ says Neetika Maheshwari of Accelero Corporation. ‘Without its strict
implementation, the effectiveness of the treaty could be questionable.’

in the factory – or even the growing of
the cotton. If you can innovate, devise a
way to reduce that impact – a material
that you can wash by just dropping it in a
bucket of cold water – you might be able
to sell double the number of shirts for the
same impact.’
Determining where such boundaries
should be drawn and where they
may overlap will be tricky. ‘There’s no
international linked-in market for counting
carbon,’ says Nelson. ‘There are no
common rules, so [the implementation of
the Paris accord] is likely to be done on a
jurisdiction-by-jurisdiction basis. The way
those rules are set is going to make a huge
difference to its success. Even something
as simple as determining a baseline
could be extremely complex. Regional
accounting and auditing associations will
definitely have a part to play.’
All this means that environmental
accountants are going to need to
be innovative. ‘It comes down to the
accountant having the information and
understanding the implications,’ says
McGill. ‘Just having a procurement
department that comes back with a price
for the raw material isn’t going to be key.
You have to understand the impact and
the profitability. You need integrated
reporting, greater transparency so you can
see the impact on businesses.’
According to Maheshwari, regulators
in the US have to date opted for a

relatively non-interventionist approach to
environmental accounting reform. ‘The
US Environmental Protection Agency
(EPA), through surveys and case studies,
has identified weaknesses in private
sector environmental accounting,’ he
says. ‘Environmental accounting is still
not obligatory and the companies are
reporting voluntarily. Unfortunately, the
US is still behind many other developed
countries when it comes to obligations
and corporate responsibility to report
their carbon footprint.’ Moreover, the
ability of the EPA to push such reporting
is unlikely to be strengthened under
president-elect Trump – he campaigned
on a promise to dismantle the agency.
Nelson recognises that globally the
sector has some developing to do:
‘There’s no doubt that the building in of
carbon risk from a financial perspective
is already being captured in accounts.
But the broader value concepts are still
emerging. Not a lot of companies are
really there yet; it’s the next wave we are
going to see.’
‘You do need teeth to enforce all this,’
says McGill. ‘At the moment, we only
have baby teeth but over the next threeto-five years the “adult teeth”, the real
regulation, will come through and that will
be a mixture of national legislation and
investor and shareholder pressure.’ ■
Mark Rowe, journalist
For more information:

Read ACCA’s report Is Natural Capital a Material Issue? at
bit.ly/NaturalCapitalMaterial
Read AB’s report from the COP21 Paris meeting in December 2015, Let
decarbonisation begin, February 2016, page 39
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A brake on growth?

Is the current climate of low interest rates too much of a good thing? Rather than
stimulating the economy, they may be choking growth off

W

hen central bankers want to step on the economic
accelerator, they often do so by cutting interest
rates. Reducing borrowing costs has long been a
reliable way to drive growth forward, encouraging consumers
and businesses to borrow and spend. But after years of
ultra-easy money, more economists are starting to wonder
whether we have had too much of a good thing.
‘There is a diminishing return to almost everything, and easy
money is no exception,’ says Mark Calabria of the Cato Institute
in Washington DC. ‘We may be approaching a point where
central bank efforts to stimulate the economy have paradoxically
become a brake on growth and not a fuel injection.’
This is potentially worrying, since ultra-low rates may well
be here to stay for some time. ‘In many parts of the world,
governments have been relying on central bankers alone to
prop up economic growth,’ says Marc Chandler, chief currency
strategist at Brown Brothers Harriman in New York. ‘Cheap
borrowing has been the main way policymakers have sought

to prevent nations lapsing back into recession since the 2008
financial crisis.’
And while the US Federal Reserve is expected to raise rates
by a quarter of a percentage point in 2017, most economists
forecast unusually low interest rates for years to come. The
Bank of England is now thought likely to keep its rates close to
zero for years to come as officials seek to prevent a relapse into
recession. If financial markets are to be believed, the Bank of
England’s base rate won’t rise back above 0.5% before 2021. The
eurozone and Japan, economists believe, are also set for years
more of unusually cheap borrowing.
So how could low rates end up slowing economic growth?

Taking its toll
‘Central bankers have become accustomed to looking at the
world through the eyes of debtors,’ says Alex Pollock, the former
chief executive of a Chicago-based regional bank. ‘Cheap money
is a subsidy for debtors, but it is a tax on savers.’ Punishing savers
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for such a prolonged period may be starting to take a punitive
toll, Pollock argues.
For a start, low interest rates raise the cost of an annuity – the
financial instruments that are needed to fund a comfortable
old age for pensioners. Take a hypothetical example. At a real
interest rate of 1.5%, it will cost US$870,000 to buy an annuity
that will deliver an income of US$3,000 a month for a retiree with
an anticipated life expectancy of another 30 years. But lower
the real rate of interest to 0.5% and you need to find US$1m to
generate the same level of income. To bridge the US$130,000
capital gap a 50-year-old worker would have to save roughly
an extra US$700 a month over the 15 years remaining before
retirement, according to research by UBS Bank. ‘This is exactly
the opposite of what the central bank wants,’ says Calabria.
‘Rather than borrowing and spending more, people nearing
retirement have a powerful incentive to hoard more as interest
rates fall.’ As populations age in developed nations, this dynamic
could become increasingly important.
The same logic may also apply to those seeking to amass
a ‘rainy day’ fund to protect themselves against economic
misfortunes such as unemployment. In 1990 when a six-month
certificate of deposit paid an 8% interest rate, it would take nine
years for the magic of compounding to double the nominal value
of your savings. Now, 25 years on, with a certificate of deposit
offering around 0.16%, it would take approximately 430 years to
double your money.
‘If people have a target for how much they want to
accumulate – such as the equivalent of six months of salary
– they may decide to save more and spend less in a low-rate
environment,’ says Pollock. ‘In addition, low interest rates can
send a signal to citizens that the country is in a state of economic
emergency, which can also encourage people to boost their
precautionary savings.’ Recent experience provides some
support for Pollock’s theory. Since September 2006 the Fed
funds rate has come down from 5.25% to just 0.4%. Yet over the
same period Americans have upped their savings from 3% of
disposable income to 5.7%.
Persistently low interest rates may
end up having harmful unintended
consequences for companies
too, possibly lowering corporate
investment. In theory, companies invest
more when the cost of borrowing is
lower, since a wider range of projects
become potentially profitable. But low
interest rates have recently proved
a relatively poor way to encourage
companies to boost capital spending.
Despite ultra-cheap borrowing costs
investment in fixed assets in the UK is
now near its lowest level since the late
1950s as a share of national income.
One possible explanation is that
low rates give companies an incentive
to pay larger dividends or buy back
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shares rather than investing in long-term projects. ‘Investors end
up looking for bond-substitutes in the equity markets to provide
the fixed income they are missing,’ Pollock explains. ‘If investors
reward companies that return cash to shareholders, this effect
may lower capital spending.’
Then there are the potential strains placed on the financial
system when rates stay low for so long, says Calabria. ‘The
assumption has often been that as rates go down there will be
more demand for loans – from consumers and businesses,’ he
explains. ‘But low or negative rates also squeeze bank profits.’
If the gap narrows between short-term interest rates and the
longer-term loan rates, then banks make less money. ‘Instead
of lending more, banks can actually feel less secure and so
become less willing to lend,’ Calabria points out. ‘That can have
a dampening effect on economic growth.’
The International Monetary Fund has recently sought to
draw attention to a potentially more explosive problem – the
difficulties faced by insurance and pension companies, which
have fixed obligations to policyholders or retirees and are finding
returns on their investments to pay them compromised by low
interest rates. ‘The solvency of many life insurance companies
and pension funds is threatened by a prolonged period of low
interest rates,’ the IMF warned in its April 2016 global financial
stability report. And as the IMF points out, insurance and pension
funds are heavy-hitters in finance, holding about 12% of global
financial assets, or US$24 trillion.

Risk of backfiring
Finally, there is the more familiar threat that unusually low rates
– even if they spur growth in the short term – ultimately backfire
by leading to overheating of assets, such as housing or stocks.
As former Fed chairman William McChesney Martin said, the job
of a central bank is to ‘take away the punch bowl just as the party
gets going’. This risk has not gone away. Only in November, the
current Fed chief Janet Yellen warned that ‘holding the federal
funds rate at its current level for too long could also encourage
excessive risk-taking and ultimately undermine financial stability’.
The Fed finally looks poised to
start tightening monetary policy, but
US rates are still likely to remain far
below historical averages for years
to come. And near-zero rates can be
expected to persist far longer in most
other rich nations. ‘The longer this
lasts, the greater the chances that
damaging unintended consequences
will materialise,’ says Calabria. ‘At a
certain point, central banks may just
have to admit that they have run out of
effective ammunition.’ Central bankers
appear unwilling to make any such
admission – so far. ■

‘The longer this
lasts, the greater
the chances
that damaging
unintended
consequences
will materialise’

Christopher Fitzgerald and Fernando
Florez, journalists
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Must do better

Governments across Africa know that the first step towards maximising their revenue
potential is to drastically improve their taxation systems

T

he combination of a considerable decline in growth
and a weakened macroeconomic environment in
sub-Saharan Africa is driving governments across
the continent to seek alternative means of increasing their
income. Nations that have hitherto focused exclusively on
revenues from natural resources are now strengthening their
tax laws to improve compliance. They recognise that taxation
is at the heart of growth and development, and that it will
provide them with the funds they need to build infrastructure
and engineer growth.
Data shows that in sub-Saharan Africa, untapped tax revenues
are monumental. The level of compliance is so low that even if it
were bumped up by just a few percentage points, it would have
a huge impact on the economies of these countries. Heritage
Foundation reports that tax revenue as a percentage of Nigeria’s
GDP is 3.1%; this is very low for a country considered to be a
major hub of commercial activity in sub-Saharan Africa and the
biggest economy on the continent. Compare this with the US
(25.4%), the UK (32.9%) and Canada (30.6%), and it becomes
evident that there is a huge pot of gold lying untouched.

Cross-country issue
The story is the same in many countries in sub-Saharan Africa,
except for a few, such as South Africa (24.7%) and Botswana
(31.3%). Despite this, an Organisation for Economic Co-operation
and Development (OECD) report on tax and development states
that half the countries in sub-Saharan Africa raise less than 17%
of their GDP in tax revenues. This severely hinders their ability to
fight poverty, build infrastructure and
raise the standard of living.
‘Many countries in the region are
trying to improve compliance, but
part of the problem is that there lacks
a continuous and concerted effort,’
says Chas Roy-Chowdhury, head of
taxation at ACCA. ‘Governments all
too often try to improve compliance for
a period, but tend to take their eye off
the ball, so the level of tax collection
then deteriorates.’
The lack of tax compliance by
individuals and organisations can be
traced back to governments’ poor
record in administering tax revenues,
due to corrupt practices. Many don’t
see the justification in adhering to

tax laws when basic infrastructure such as roads and even water
cannot be provided.
On the other hand, governments are disinclined to enforce
tax compliance because most of their revenue comes from
natural resources such as copper, crude oil and cocoa. With the
exception of a few multinationals that the tax authorities chase
down, many operate under the radar, denying governments
millions of dollars in tax revenue.

Economic realities
However, with dwindling commodity prices, there is a new
push to take taxation seriously, which is being driven by
economic realities. Take the decline in the price of copper in
the international markets and the devastating effect it had on
the Zambian economy. The hit was so severe because copper
accounts for 60% of Zambia’s exports. Ghana, a major exporter
of cocoa, is also experiencing weak commodity prices, huge
external debt and significant fiscal imbalances.
Declining oil prices have also left countries such as Angola
and Nigeria gasping for breath. It is now clear that over-reliance
on natural resources poses a risk to the development of subSaharan African countries. That is why taxation is now seen as
a key tool in unlocking their potential and diversifying their
revenue base.
To prevent tax avoidance, African governments adopt
different strategies. One example is the implementation of
high withholding tax regimes. Withholding tax is an amount
withheld from the total payment due to an individual or entity
and transferred directly to the
government as tax paid in advance.
This tax at source decreases collection
costs and is seen as an effective way
to prevent tax revenue erosion. At
the same time, however, there are
organisations that withhold money
due and never remit the money to the
government. This is a major challenge
for authorities.
Furthermore, tax collection costs
can be high, so if the government
decides to increase the tax net it must
also consider the associated costs. A
cost-benefit analysis is imperative in
making optimal decisions. And many
sub-Saharan African countries have
weak institutions; there is a belief

It is now clear
that over-reliance
on natural
resources poses
a risk to the
development
of sub-Saharan
countries
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►Money talks

Dwindling commodity prices
for crops such as cocoa are
forcing countries like Ghana
to take tax seriously

that tax authorities are malleable and open to inducement, so
voluntary compliance is rare.
Another issue is companies taking advantage of tax
loopholes or using transfer pricing to shift profits between
entities. Additionally, governments’ good intentions can also be
abused. For example, the Nigerian government offers various
tax incentives to increase investor confidence and encourage
foreign direct investment. One is known as the pioneer status,
a tax holiday granted to eligible companies. Even though
there are guidelines on eligibility, the status was subject to

widespread abuse, with many non-eligible companies enjoying
the benefits and forcing the House of Representatives to step in
to investigate.
Changing Africa’s attitude to taxation is vital. Studies by the
International Monetary Fund show that the tax-to-GDP ratio is
influenced by economic policies and the level of corruption. In
some sub-Saharan African countries there is a direct link between
the rise of inflation and corruption, and the decline of their taxto-GDP ratio over time. These nations know that the fight against
corruption is pivotal to a successful tax policy regime.

»
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in information technology platforms that will use analytics to
determine large collection opportunities. They must make tax
payments seamless and convenient by developing electronic
channels for payment, and they should also focus on educating
taxpayers on the benefits of tax compliance and the positive
effects on the economy.
In addition, African governments must adopt a holistic review
of the current tax structure with a view to developing appropriate
tax reforms. They should not only look at increasing the tax
rates, they should also look at increasing the tax base in some
instances. Also, the tax net should cover the huge informal
economy that exists in many sub-Saharan African countries.
Kenya, an economic powerhouse in East Africa, has the
highest number of informal-sector jobs in Africa (according to
the United Nations Economic Commission for Africa). This is a
major challenge as informal sectors by nature have a propensity
for weak regulation and low taxation.
African governments must simplify tax laws and make the tax
regime as transparent as possible. This will give investors more
confidence. It can be argued that what scares investors away is
the lack of transparency and the volatility in tax policy rather than
the actual tax rate.

Meeting of minds

Raising standards
The process of educating African governments is gaining
momentum. The OECD’s Centre for Tax Policy and
Administration works with African countries to develop tax
systems that reflect the highest standards of accountability and
transparency. This includes strengthening tax audit capacity and
influencing environments within which tax systems operate.
In addition, the African Tax Administration Forum (ATAF) is
bringing together tax administrators across the continent to
discuss challenges and best practices on tax policy. Launched in
2009 in Kampala, Uganda, ATAF engages in regional, continental
and international dialogue. Its aim is to build the institutional
capacity of the fiscal administrations in Africa.

The way forward
Even though increasing tax revenues to achieve fiscal
sustainability is a feasible alternative, achieving this is not a walk
in the park. If governments get it right, increased tax revenues
will not only enable them to build infrastructure, it will also pave
the way for market reforms that would promote progressive
economic and social policies.
There is a long laundry list of what governments in subSaharan Africa need to do. These include building capacity in
the areas of audit, monitoring and compliance, and investing

A meeting of minds is now occurring where governments are
pushing for tax compliance and the people are initiating a
culture of accountability where they are demanding to know
how their tax dollars are being spent. Hopefully, tax issues will
continue to be high on the agenda of African governments and
the tax morale of the public will increase as they start to see their
tax dollars being put to prudent use.
The tax function we want to see in the future is one that
utilises technology as it becomes more pervasive in sub-Saharan
Africa – one that will leverage technology in raising standards
and improving processes. We also want to see governments
coming up with innovative solutions to tax collection, and the
populace showing an increased appetite towards voluntary
compliance. Even though this picture looks light years away, it
does appear that the ‘revolution’ has started.
According to a McKinsey report, fast-growing economies
that don’t strengthen their tax administrations are missing a
chance to create long-term fiscal stability. It is this fiscal stability
that African governments seek, and they know that an improved
taxation system is crucial if they want to get to the ‘Promised
Land’ of maximising their revenue potential. ■
Kayode Yusuf FCCA, finance professional and journalist
For more information:
Visit the Heritage Foundation: an American think tank at
heritage.org
The Organisation for Economic Co-operation
and Development is at oecd.org
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Playing catch-up

Legacy IT slams
on the brakes

How are CFOs across the globe transforming financial reports to
keep up with a fast-changing reporting environment?

IT and regulatory impacts
An EY survey of 1,000 finance leaders
around the world revealed that many
reporting teams are not set up to
meet stakeholders’ needs for real-time
information, delivered at speed and
error-free. Upgrading IT and financial
data analytics tools is the top priority in
corporate reporting for finance leaders.

say the growing volume
and pace of big data
significantly affects
reporting (2015:

66%

say regulatory
complexity
significantly affects
reporting (2015: 57%)

68%

According to the survey,
the biggest brake
on operating model
change is legacy IT (50%
of respondents). The
issues listed below are
also seen as leading
priorities for CFOs as far
as corporate reporting
is concerned.

41%

Operational overhaul
CFOs are willing to explore other arrangements
for reporting tasks, particularly outsourcing (67%).

67%

What do you expect to see more of in the
next two years?
63% Managed services
61% Captive shared services centres – onshore
or near-shore
58% Centralised centres of excellence
58% Captive shared services centres – offshore

Ripe for redesign
Technology change is regarded as the biggest challenge in the external reporting
environment, and the reporting operating model is also widely seen as ripe for redesign.
Regional perceptions of the need to transform the reporting operating model
Poland

65%
US

80%

China

35%

70%

UK

42%
MENA
South
Africa

70%

92%
India

47%

Hong Kong

55%
42%

Singapore
Australia

To upgrade IT and
financial data analytics
tools
33% To drive process
efficiency and do
more with less
31% To meet shareholder
demand for smarter,
faster information
30% To harness data
and analytics for
insights
30% To manage more
complex regulatory
demands

For more information:
Download the EY report
How can reporting
catch up with an
accelerating world?
at bit.ly/EY-catchup
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Tomorrow’s world

As the world becomes more urbanised, many cities are trying to become smarter and
more sustainable. What will the coming changes mean for accountants?

C

ities are in a constant state of flux.
▲ City of sensorcapital. ‘The original concept for Songdo was
They always have been; they always
controlled lights
for it to act as a gateway city to the Korean
will be. Dig beneath the Turkish streets
The city of Songdo will
mainland from Incheon International Airport,’
of Istanbul and you will find remnants of
incorporate an integrated
says Jonathan Thorpe, chief investment officer
Constantinople and Byzantium. Dig beneath
infrastructure that – among
at Gale International, the property investment
the streets of Songdo, South Korea, and you
other things – constantly
and development company that is leading the
may not find much history (it sits on wetlands
monitors, analyses and
US$35bn project to develop Songdo. While the
reclaimed from the Yellow Sea), but you will
manages energy usage
initial idea was to attract foreign companies into
find innovations such as the world’s most
the city away from other parts of north-east Asia,
environmentally friendly waste disposal system. Unlike most
Songdo has achieved a great deal more than that.
cities, which started out as small settlements and grew over
centuries or even millennia, Songdo is a ‘smart city’ – said to
Smart and sustainable Songdo
be the world’s first – that is being purpose-built from scratch.
Songdo is not yet complete, but it has gained worldwide
Smart cities are a relatively new idea, but the problems they
attention (and awards) for its sustainability and smart city
are trying to solve are not. ‘Cities have always needed to meet
initiatives. It is not hard to see why. Songdo is designed so
fluctuating demands for housing, mobility, education, health and
that all of the built structures and green spaces in its compact
food, despite limited resources, ageing infrastructures and social
six square kilometres are easily accessible. Everything, from
and political changes. Smart cities are an attempt to do this in
recreational areas to residences, can be walked to within 15
smarter and more sustainable ways,’ says Sajid Khan, ACCA head minutes, and it has 16 miles of cycle lanes. Songdo’s buildings,
of international development. By using digital technologies,
urban spaces and infrastructure are a living, breathing showcase
public-private partnerships, urban planning best practices and
for sustainable urban development practices and smart
policy changes, smart cities are attempting to meet the most
technologies that enable objects and software to communicate
pressing needs of communities (today and tomorrow) in ways
and autonomously interact and modify their behaviour.
that improve the greatest number of lives.
An integrated technology infrastructure connects all
None of this can be achieved overnight. The relatively brief
Songdo’s components, their subsystems and myriad smart
history of Songdo International Business District began around
sensors. All of the data collected is analysed by a central hub;
20 years ago when it was conceived as an ‘aerotropolis’ for
it’s also used to monitor and regulate all manner of things, from
a new airport being built 35 miles from Seoul, South Korea’s
energy consumption to traffic. Songdo seems like the internet
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▲ The retrofitted future

‘When congestion
and mobility
are addressed
effectively, the
economic and
financial impacts
are substantial’

of things incarnate: streetlights can
be automatically switched off in
deserted streets and brightened in
busy ones; residents can operate
their smart home appliances and
systems remotely; a smart energy grid
minimises wastage by intelligently
matching supply and demand so that
all parts of the city are supplied with
just enough energy.
The application of technology and the data it collects also
power lots of other sustainability initiatives. For example, a
smart rubbish disposal system sucks household and office waste
into an underground network of vacuum tubes to deliver it for
processing, while a smart water delivery and recycling system
prevents water that is fit for human consumption from being
used in showers and toilets. Buildings feature high-performance
glass and smart ventilation systems, and many commercial and
residential premises are certified – using the LEED standard for
green buildings – for their efficient use of water and energy and
their low levels of greenhouse gas emissions.

Not quite perfect
Songdo has been described as a hi-tech utopia and the city
of the future, but not everybody is impressed. Ecologists, for
example, have been critical: some believe that Songdo has
destroyed a rich coastal ecosystem, while others are concerned
that the city may lack the ecological infrastructure to cope with

A model of a smart city using green
energy technologies on display during
the Smart Cities India 2016 Expo in
New Delhi – the Indian government
plans to have re-equipped 100 existing
cities as ‘smart cities’ by 2020

rising sea levels. Only time will tell
whether Songdo – or other purposebuilt smart cities such as Masdar in the
UAE and Meixi Lake in China – can
rise to the challenges of the future, or
even become fully functioning cities,
as earlier purpose-built capitals such
as Abuja in Nigeria and Canberra in
Australia have done.
But most of the urban areas now reaching for the smart city
label, or aspiring to be smarter or more sustainable, are unable
to start from scratch. They have to achieve their various aims
(see the panel on page 38) by attempting wide-scale retrofits
of existing urban spaces or through limited pilots and projects.
Retrofits are under way in cities such as Barcelona in Spain and
Singapore. Pilots and projects are also in progress across the
globe, in communities ranging from the small town of Águas de
São Pedro in Brazil to Nairobi, the capital of Kenya and its largest
city. Just as no two cities are the same, no two smart cities are
taking the same approach.
The annual smart city rankings from Juniper Research shine
a spotlight on some of the ways in which such towns and cities
are trying to become smarter or more sustainable – with varying
degrees of success. Singapore took the top spot in 2016 because
of its advanced traffic system, fixed and cellular broadband
services, city apps and open data policy.
‘Congestion and mobility are almost universal issues for cities
to address,’ says Juniper’s research author Steffen Sorrell.

»
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‘When addressed effectively, the
▲ Homage to
impacts are substantial: higher
Catalonia
economic productivity, potential for
Barcelona’s use of its
new revenue streams and services,
fibre network to build
as well as a measurable benefit in
out individual internet
reduced healthcare costs.’ Top of
of things systems across
the 2015 smart city rankings was
urban services makes it
Barcelona.
a smart city pioneer
Perspectives differ on what makes
communities, cities and regions smart or smarter. Juniper uses 40
metrics to evaluate areas for its rankings. They include economy,
energy, open data, technology and transport, and cover factors
such as the cohesion of city agencies and citizen engagement.
Meanwhile the Intelligent Community Forum (ICF), a global
network of cities and regions with a thinktank at its centre, focuses
on ‘the innovative ways in which communities use technology
to create inclusive prosperity, tackle social and governance
challenges and enrich their quality of life’. ICF’s annual list of ‘smart
communities’ rarely includes big-name ‘destination’ cities.
ICF co-founder John Jung explains why. ‘It is the ones that
collaborate with national or state governments, fly under the
radar, and are “no-name” communities to most of the world
that are most innovative,’ he says. All communities are trying
to stretch their finite resources to meet the basic needs of their
citizens and emerging global challenges such as surges in
population size and density, ageing infrastructure and climate
change. ICF accordingly celebrates cities that are open to proven
strategies and to new ideas. Jung says: ‘They are places that the
rest of the world can learn from and offer hope to people who
are fighting hard to launch a new future.’
Because ‘smart’ is a ubiquitous technology buzzword,
it can seem as if smart cities are all about technology, but
they aren’t. In 2011, when the Dutch city of Eindhoven was

What is a smart city?
How people define a city varies, so
it follows that there is also some
variety in what people mean by the
term ‘smart city’. Sarah Whitney,
founding partner of the city-advising
consultancy Metro Dynamics and an
ex-corporate finance partner with
PwC, says: ‘There is no universally
agreed definition of a smart city.’
Consequently, there are many
definitions and interpretations of the
smart city concept. Some focus on
technology, others on sustainability.
Some focus on encouraging or
modernising interaction between
citizens and local governments or
sectors, others on reducing resource
consumption and costs. Still others
attempt to be more all-encompassing.
Despite their various shapes
and sizes, most smart cities sit
comfortably within one of three
broad categories: purpose-built from
scratch, retrofits of existing urban
environments, discrete pilots and
projects. But they all share at least
one ambition. Whitney says: ‘They
want to do more with less, so they
need to use their resources more
efficiently and more intensively.’
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named ICF Intelligent Community of the Year, it was because
of its achievements in healthcare and community building
– technology was merely an enabler. ‘We need cities where
everybody is connected and where all of the devices can be
connected. But the technology must be humanised,’ says Rob
van Gijzel, mayor of Eindhoven. ‘Cities need to transform their
outdated systems for mobility, health, housing, food and so on,
but the new systems must be inclusive.’
Van Gijzel is not a fan of purpose-built smart cities such
as Songdo and Masdar, describing them as places where
technology is controlling the
▼ Little red dot a
people. ‘I want to have cities where
giant smart-spot
technology is used to improve the
The virtualisation of the
lives of the citizens,’ he says, adding
entire city is the aim
that doing this requires more than
of Singapore’s Smart
installing the latest piece of smart
Nation programme,
kit. Getting technology to work for
with sensors, data hubs
citizens demands co-creation and
and analytics controlling
collaboration to bring together
traffic and energy use
multiple stakeholders including

business, citizens, governments and knowledge institutions in
a horizontal, interdisciplinary approach, rather than a vertical,
top-down or bottom-up approach, he suggests. ‘We have to use
“design thinking” to rethink our society,’ he says.

Where the accountant comes in
Professional accountants have a key role to play. ‘Finance
professionals at the city level will be crucial to the successful
delivery of all this,’ says Narayanan Vaidyanathan, who develops
ACCA’s research and insights with a focus on the future direction
of business and the accountancy profession. Members of the
profession will need a broad appreciation of what is driving smart
city developments to prioritise and deliver effectively. ‘It’s not just
about technology, it’s not just about government sign-offs, and
it’s not just about working out the numbers,’ says Vaidyanathan.
‘All of this must combine to optimise resources and provide an
interconnected whole-city view.’
Accountants will need a broad view of the factors that can
influence any smart city project they are involved in (in the public
or private sector). They will need to use their finance knowledge
alongside effective business partnering if they are to fully
understand the broader policy implications of finance decisions
and their impact on the delivery of public services. This will
create challenges and opportunities for cities and the profession.
ACCA has partnered with the Institute of Cost Accountants in
India (ICAI) to explore these in its report Smarter cities,
simpler cities.
The ACCA-ICAI report outlines the global case for smart cities
and considers the role of finance and accounting professionals
within the context of the ambitious Smart Cities Mission,
launched by the Indian government in 2015. The aim of the
urban renewal programme is to create more than 100 smart cities
over the next five years. Some of these may be purpose-built
smart cities, but most are expected to be redevelopments or
replacements for existing built-up areas. ‘The smart city is an idea
whose time has come,’ says the Indian cabinet minister, Venkaiah
Naidu. Where this idea takes us remains to be seen. ■
Lesley Meall, journalist

Smarter is simpler
As this edition of Accounting and Business went to press,
ACCA’s report Smarter cities, simpler cities was launched
at a joint event hosted by ACCA, the Institute of Cost
Accountants of India (ICAI) and the Institute of Directors
(IoD) in Delhi.
The presidents of the ICAI and the IoD and ACCA’s
chief executive Helen Brand all delivered keynote
addresses. Maggie McGhee, director of professional
insight at ACCA, presented the research findings.
You can download the report at: accaglobal.com/
smartcities.
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The global take-up of international reporting standards has been a huge success – the next
challenge is to build on that, as delegates at a recent ACCA and CA ANZ event found out

T

he global adoption of International Financial Reporting
Standards has been one of the success stories of
the modern business age. In just 15 years, IFRS has
developed from a set of standards that very few jurisdictions
even permitted, to the point where 121 countries now require
the standards for all or most domestic publicly accountable
entities. A further 13 jurisdictions permit the use of IFRS,
and one (Thailand) is in the process of adopting the standards
in full. China and the US remain the (sizeable) sticking points
for IFRS adoption. But by any measure IFRS has been a
roaring success.
For the International Accounting Standards Board (IASB),
however, the work continues. Speaking at a CA ANZ event ‘The
future of financial reporting’, one of the sessions at ACCA’s
‘Accounting for the Future’ virtual conference in November,
former IASB vice-chairman Ian Mackintosh (pictured below left)
emphasised that adoption of the standards was only part of the
story – now that the major IASB projects, such as standards on
revenue recognition and lease accounting, are completed or
under way, the focus is turning to implementation. ‘We’re not
sure that everyone is adopting IFRS consistently or correctly,’ said
Mackintosh, ‘but that is something the board will be working on
very closely on in the next five years.’

Global involvement
Others in the global profession agree that IFRS has been a
critical and successful development. Rob Ward (second from
left), head of leadership and advocacy at CA ANZ, also speaking
at the event, said, ‘The pulling together of IFRS was a great step
forward. We’ve made a huge leap, but we still have a lot to do.’
Rachel Grimes (second from right), deputy president of
the International Federation of Accountants (IFAC), said IFRS

had been the catalyst in bringing the profession together to
discuss not only accounting standards, but also how accountants
can best serve global business. ‘Accountancy is a truly global
profession,’ she said. ‘We’re all adopting the same accounting
rules and that gives us a global passport.’
Ward added that one of the benefits of the IFRS development
process is that it has brought countries that perhaps felt isolated
from the global accounting debate into the professional
community. ‘No one country dominates IFRS, and it’s to everyone’s
benefit that everyone is involved,’ he said. ‘If you don’t influence
the debate you will be left behind. Australia and New Zealand,
for example, are geographically remote but have responded to
that by travelling and getting involved [in international standardsetting]. In that sense we have punched above our weight. Overall,
I’m very optimistic about the financial reporting landscape.’
Sue Lloyd (below right), an IASB member since 2014, and vicechair since October 2016, stressed that the IASB was one of the
most consultative organisations in the world and that the input of
constituents from all over the globe – users, preparers, analysts,
regulators and auditors – was essential to its success. ‘Our output
depends on the quality of ideas that enter the debate,’ she said.
‘And we get very good, well thought-through advice.’
‘It’s very important that we hear from our constituents,’
agreed Mackintosh. ‘This is a big world and some countries,
such as Australia and New Zealand, can feel like they’re a long
way away from where the decisions are made. But the world is
getting smaller, and it’s more important than ever that everyone
who can contribute something continues to be involved.’
So where does the profession, and the IASB, go from here?
In many ways, developing and implementing IFRS is just the
beginning. High on the IASB’s agenda in the coming years will
be the communication of financial statements. The board’s
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Accounting for the Future

Watch ACCA’s annual virtual global conference to find out about the qualities and skills
that you need to succeed in your career – now and in the future

On the agenda

*
*
*
*
*
*
*

The challenge to the
summit: beyond Everest
Enterprise performance
management: a new era of
CFO opportunity
How blockchain could
change the role of
accountants

AD

Google Garage on
growing SMEs digitally
Corporate governance
and corruption in Africa
Topical tax update: from
BEPS to Making Tax Digital
Navigating ethics in
banking and financial
services

In the line-up

Sibusiso Vilane, adventurer and author (above left,
with Nelson Mandela) | John O’Mahony, head of
KPMG’s UK Enterprise Performance Management
| Prof Michael Mainelli FCCA, executive chairman,
Z/Yen Group | Alan Teixeira, Deloitte’s global IFRS
research director | Rob Everett, CEO, Financial
Markets Authority, New Zealand

broad-based initiative to explore how disclosures in IFRS financial
reporting can be improved is an important element of this and will
include standards-level reviews of current disclosure requirements
and a research project to identify principles of disclosure.
‘This is an exciting time for reporting,’ said Lloyd, citing
integrated reporting as one of the many developments that
will shape the future of financial reports. ‘We are beginning to
question what financial statements are meant to achieve: are they
a compliance exercise or a commercial tool? How companies
communicate their activities could change drastically in future –
and the profession has to be at the heart of that process.
‘A financial report is not just a bunch of numbers,’ she added.
‘It needs to tell a story. But standard-setters can’t do that alone;
preparers, regulators, auditors, investors and others all have a role
to play. Preparers need to know what to shoot for, and regulators
need to focus a little less on box-ticking.’
‘It’s hard to tell a straightforward story in a set of financial
statements,’ added Mackintosh. ‘Our disclosure initiative is part of
that thinking – it should result in more understandable reports.’
The role of technology is of course a major factor. The IASB
recently published the results of a consultation on its agenda for
2017 to 2021. Its ‘better communication’ objective will include
more work on refining the IFRS taxonomy, ‘while encouraging and

Select from a range
of topics at
accaglobal.com/
accountingfor
thefuture

supporting the use of electronic reporting’. It will also discuss the
impact of changes in technology.
The demand for real-time information, and the development
of technology to meet this demand, will shape the future. ‘We’re
accessing more and more information, real time, online,’ said
Mackintosh. ‘But annual reporting is very static. There’s a real
opportunity in the digital age to report in a very different way –
one that’s more enquiry-based and easier to look at.’
‘Digital transformation is part of life in the corporate world,’
agreed Grimes. ‘It’s up to the profession to make sure that we
have the right information flow available.’
Everyone taking part in ACCA and CA ANZ’s roundtable
discussions recognised that the global profession has made huge
strides in recent years, building a spirit of collaboration that will be
essential in the rapidly changing landscape. ‘We have created a
great platform,’ said Ward. ‘Now we need to build on that.’ ■
Liz Fisher, journalist
For more information:
See IASB’s consultation on its 2017-21 agenda at
bit.ly/2gyoFbR
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China’s next global giants
A 2016 ACCA report identifies the 100 fast-growing Chinese companies that are
most likely to outperform others in emerging and developed markets

A

downturn in the local or global economy is often
cited as a reason for disappointing business growth.
But some companies can and do achieve high growth
rates in spite of this – and many of them are currently to be
found in China.
As the 2016 edition of China’s next 100 global giants
shows, dramatic revenue increases are being achieved – and
over a sustained period of time. The ACCA report, written by
academics at Lancaster University in the UK, assesses a range
measures of performance and competitiveness to identify China’s
emerging global success stories – those businesses most likely to
follow in the footsteps of the likes of consumer electronics and
home appliances giant Haier, technology multinational Lenovo
and e-commerce enterprise Alibaba.
The 100 companies identified as likely future global giants all
generated at least five consecutive years (2010 to 2014) of annual
revenue growth of between 12.2% and 63.4%. Given that the
Chinese economy for the same period grew by between 5.5%
and 6.5% per year, even the slowest growing of the 100 ranked
companies expanded at double the pace of national GDP, while
the fastest achieved 10 times national growth rates.
That highest rate of growth (63.4%) was achieved by Huapont
Life Sciences, a manufacturer of pharmaceuticals, pesticides and
active pharmaceutical ingredients. Perhaps not surprisingly, the
company tops the 2016 rankings, moving up from second place
in the first such ACCA study, published in 2014. Second place
in 2016 went to Hongfa Technology, a manufacturer and vendor
of relays (electrical devices that switch electrical circuits on and

Top emerging companies in China
2016 rank
(2014 rank)

Company name

1 (1)
2 (5)
3 (2)
4 (new)
5 (new)
6 (-5)
7 (63)
8 (-5)
9 (new)
10 (new)

Huapont Life Sciences
Hongfa Technology
Hangzhou Hikvision Digital Technology
Zhejiang Unifull Industrial Fiber
Sanan Optoelectronics
Jiangsu Hengtong Photoelectric Stock
Shunfeng International Clean Energy
Zhejiang Dahua Technology
Bitauto Holdings
Suzhou Dongshan Precision Manufacturing

off), which achieved revenue growth of 58.5% over five years and
moved up five places from 2014.
Overall, however, the 2016 emerging global giants were
found to be growing more slowly than those listed in 2014. And
their ability to sustain extremely high growth in future will be
reduced, the researchers noted, by the continued sluggishness
of the economies of China and the rest of the world.

Models for growth
Sustained revenue growth is not the only factor determining
placings in 2016. The researchers also used four other measures:
size (based on turnover), domestic presence, international
presence and the business model. When assessing a company’s
international presence, the researchers considered not
only export markets and export sales, but also international
acquisitions, partnerships and presences, including logistics hubs
and design and research and development (R&D) centres. They
looked at business models and strategies on the grounds that
getting these right is essential for business success and growth.
By scoring all these factors, the researchers produced their
list of the 100 fastest-emerging Chinese businesses that they
believe could become major global competitors within the next
three to five years. Based on the average growth rate of 16.3%,
the typical top 100 business could have turnover of RMB12bn
(US$1.74bn) by 2020, while many could achieve almost RMB30bn
(US$4.35bn) – well ahead of the average turnover in 2016 of
RMB5.7bn (US$0.83bn).
‘These emerging global giants will increasingly influence the
future of business life,’
says Faye Chua, head
of business insights at
ACCA. ‘As well as growing
Revenue
Revenue growth
domestically they will be
(RMBm)
(2010-14)
expanding across borders,
generating global
4,867
63.4%
revenues and building
4,063
58.5%
partnerships with other
17,233
38.5%
multinational businesses.
2,479
37.0%
Finance professionals
4,580
41.0%
might want to keep an eye
10,444
34.7%
on these emerging giants
35,408
39.5%
in order to anticipate
7,332
40.5%
and understand business
2,442
40.5%
trends and help to
3,524
35.8%
create powerful business
relationships.’
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▲ Growth surge

Eleven of the 2016 future
giants had headquarters
in Shenzhen, a reflection
of the southern city’s
rising economic status

Diverse businesses
The top 100 come from diverse sectors. The largest number (21)
operate in computing and communication equipment, but other
well-represented sectors include chemicals (12), electronics (10),
equipment and machinery (8), internet and information (7), metal
and non-metal products (7) and pharmaceuticals (6). In total,
18 companies are operating in non-tangible markets, including
digital, services and advice.
The 100 next global giants are based in various parts of
China, but many have headquarters in the country’s major cities
or along the eastern coast, reflecting the extent of economic
development in these areas. The researchers did find an
apparent shift southwards, with an increase in the number of
companies headquartered in Shenzhen (from seven in 2014 to
11 in 2016), and a fall in the number headquartered in Beijing
(from 17 to 13). This is seen as reflecting the growing economic
significance of Shenzhen, which is closely connected to Hong
Kong and to the world economy.
Almost all the companies are very strong, if not dominant,
in their domestic markets, creating what the researchers call a
‘home base’ for globalisation. Many have proven their business
models at home, building market share and power domestically
before looking to increase their presence overseas. The
researchers also found evidence that some companies were
re-focusing back on China, probably in response to lower growth
elsewhere, an overall decline in trading conditions and relatively
strong demand in China. Overall, however, the 2016 next global
giants are more ‘outward facing’ than those of 2014, with one
third being highly internationalised.
A greater number are acquiring international businesses to
gain access to expertise and technology. Much of this activity is
focused on the US and Europe, fuelled by international profits,

the accumulation of significant corporate cash holdings, and the
improving availability of funds within China. For example, Ctrip
International, identified by ACCA as one of the 100 global giants
in 2014 and 2016, recently announced its acquisition of Scotlandbased airfare comparison website Skyscanner for US$1.7bn.
In terms of strategy, the researchers also found signs that
more of the 100 companies were focusing on R&D, product and
service development, integration of value chains and being more
innovative. As a result they were becoming more competitive
and were improving their ability to sustain growth.
‘Their growth outstrips global growth considerably,’ says
Andrew Atherton, one of the report’s authors, a professor of
enterprise at Lancaster University. ‘And they have sustained
a track record of hyper-growth over many years. Their future
prospects appear bright, and they look very likely to outperform
businesses in other emerging economies and in the developed
world – in the latter case, by quite some margin.’
Nevertheless, predicting the next global leaders of the
business world is inherently difficult. Of the 2016 emerging
giants, fewer than half (46) were also listed in the 2014 study. The
majority are newly identified businesses making their presence
felt in China and further afield. The changing membership of
the ranking indicates the dynamic, competitive nature of the
business environment in China and the challenge of remaining a
high growth generator. ■
Sarah Perrin, journalist
For more information:
Read ACCA’s report China’s Next 100 Global Giants
at bit.ly/china-future-giants2
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Career boost

The ability to appear more upbeat than you feel can actually lead to higher earnings,
says our talent doctor Rob Yeung; plus how to be the perfect audience

Talent doctor: emotional intelligence

Dr Rob Yeung is an
organisational psychologist
and coach at consultancy
Talentspace
Few people succeed in their
careers purely because of technical
knowledge and expertise. Leaders
must be able to influence, persuade
and motivate people, skills often
bundled under the umbrella of
emotional intelligence – a huge
topic. So let us look at just one
aspect: the ability to display
emotions you do not truly feel.
Suppose you’re exhausted after a
tough week but must attend a social
gathering thrown by a senior, influential
colleague – you may need to appear
more enthusiastic than you actually feel.
Or imagine that a key client criticises
you unfairly – in the interests of your
career, you need to show that you are
listening rather than retaliate verbally.

To some people, this skill may sound
inconsequential. However, data suggests
that people with better emotional
management skills earn more money.
In a recent study led by Ute Hülsheger
at Maastricht University in the Netherlands,
researchers asked customer service staff
to rate their level of agreement with
statements including: ‘Today, I made an
effort to actually feel the emotions that I
need to display to others,’ and ‘Today, I
really tried to feel the emotions that I have
to show as part of my job.’
When the social scientists gathered
information on the incomes of these
employees, they spotted that those
indicating stronger levels of agreement with
the emotion statements earned significantly
more money. In other words, it literally paid

off for individuals to actually experience
the emotions they were required to
demonstrate, rather than merely display
them on the surface.
That study indicated that people
who naturally feel emotions more
deeply tend to earn more money.
However, Hülsheger and her team
found in a follow-up study that
employees could not only be taught
emotional management techniques,
but subsequently went on to earn
more money too.
If you want to manage your emotions
more effectively and make a better
impression, consider this technique
used by Hülsheger’s team. Practise
triggering positive emotions by thinking
of positive events, either past or
upcoming. Even if you are feeling tired
or anxious, think back to an amusing
party, or project your mind forward to an
impending holiday or celebration.
Don’t expect to master the skill at
once. The researchers noted a learning
curve, with most people getting
slightly better at managing their
emotions over the first few days before
experiencing a dip until around day
8 when their skill started to improve
again. So accept that it will take a week
or two to see any real improvement.
The technique may sound like a
facile trick of the mind. But don’t be
put off – remember, it’s a method that
is backed by science. ■

Emotional display
Watch Dr Rob Yeung
expand on these themes at
bit.ly/ACCA-Yeung9

For more information:
talentspace.co.uk
@robyeung
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Is the grass greener?
Nearly six out of 10
accountants would like to make
the transition from practice to
industry – and vice versa.
A global study of more than
1,300 accountants, conducted
by recruitment consultant
careersinaudit.com, revealed
that 59% of respondents would
like to switch sides.
Some were apprehensive
about crossing to the other
side, however. Just over a
quarter (26%) stated that
economic conditions were too
volatile, 20% felt they didn’t
have the required skills and
17% feared a swap might not
be as good as they imagined.
More than a third (40%)
said they were actively looking
for a new role, the highest
percentage since 2011.
Moreover, more than a
tenth of accountants plan to set
up on their own within a year.
Simon Wright, operations
director at careersinaudit.
com, said accountants often
underestimate the impact of
changing to a new working
environment.
‘Moving from practice to
industry is often thought of
as an easier move, but it is
not always the case. The work
expectation and culture can
come as a shock.
‘Industry does, however, offer
the chance to become an
expert in a specific sector much
faster than practice,’ he said.

Shortage of soft skills
Accountancy students in
Australia are leaving university
without key skills prospective
employers demand, a leading
professor has claimed.
While universities are
providing students with
technical skills, they are
failing to supply them with
the soft skills now integral to
the modern workplace, such
as communication, creativity
and teamwork.
Speaking to Accountants
Daily, James Guthrie, professor
of accounting at Macquarie

45

The perfect: audience
In the digital age, there aren’t many occasions when sitting still and listening is an absolute
essential. Opinion and analysis these days arrive in bite-sized, accessible pieces. If the
recipient finds any of it objectionable, irrelevant or dull, they can switch off or skip forward.
But some presentations – internal or external – call for dutiful attentiveness.
First of all, however badly you want to convey to the speaker that you’re busy and
important, don’t spend the time flicking through emails on your device. No matter how
tempted or unspeakably numbed by boredom you are, turn off your mobile. Even if your
presenter is uninspiring, pay them the courtesy of engaging with them. Smile, make eye
contact, lean forward, ask questions. You’re likely to get a better presentation – the more you
put in, the more you’ll get out. Plus it’s just good manners.
It’s sometimes possible to do quite a bit of this on auto-pilot if you practise maintaining
your ‘interested’ facial expression, but do keep one ear on the proceedings, as you will need to
be sure you’re giving the right signals at the right moment.
If your presenter asks for participation, help them out with a question or observation –
nothing too testing though, if it’s your boss. In this instance, being a supportive audience
member may mean going along with their premise, however flimsy you find it.
In short, sit down and sit still. You can take revenge when you give a presentation yourself.

University, said courses were
not meeting the expectations
of graduates or employers,
and that academics need to
reassess course content to
address the growing divide.
‘There needs to be
leadership among deans and
heads of school to ensure the
programmes are relevant to
graduate needs.
‘Many of the courses are still
stuck in a technical view of
accounting education – that
is, we teach accounting
standards,’ Guthrie said.

Glass ceiling still solid
Women hold the top jobs
in just 8% of major financial
services organisations globally.
In an analysis of 381
financial services firms across
32 countries, management
consultancy Oliver Wyman

found that women accounted
for just 20% of board positions,
16% of executive committee
members and 8% of CEOs.
The report, Women
in Financial Services, also
revealed that millennial women
(those entering the workplace
from 2000 onwards) are often
stunned when they realise the
lack of diversity that exists.
According to the analysis,
despondency at the perceived
lack of opportunity for
progression begins to strike
female workers four to five
years into their careers, for
reasons including discrimination
and the lack of high-ranking
female role models.
Commenting on the
research in Harvard Business
Review, Oliver Wyman partners
Astrid Jaekel and Elizabeth
St-Onge said: ‘Most financial

firms are genuinely committed
to improving gender
balance among their senior
executives. To that end, they
have introduced a number of
‘women-friendly’ programmes,
such as flexible hours, parental
leave and mentorship schemes.
‘Helpful as they are, such
measures do not fully address
the problem, which also lies
in the unconscious biases,
expectations and practices
of organisational cultures,
which have been created by
predominantly male executives
over decades. Getting middle
and senior management
to recognise their biases
is the most important first
step towards reforming
the corporate culture that
disadvantages women.’ ■
Sally Percy, journalist

01/2017 Accounting and Business

GL_I_careersLoxton.indd 45

07/12/2016 15:11

46

Insight | Management and strategy

Easy as pie

The key to winning customers is to make life as easy as possible for them – whether they
are selecting your product off a shelf or navigating your website, argues Harry Mills

B

rian Wansink, professor of consumer behaviour at
Cornell University and author of Mindless Eating: Why
We Eat More Than We Think, has studied what happens
when choices are made easier or more difficult. He found that
when healthy food is the easiest choice – for example, when it
is displayed more prominently – we eat more of it.
Wansink argues that you need to make healthy eating
the easiest choice, for example by putting healthy options in
prominent places in school cafeterias, making healthy food
easier to reach or using lighting to display it more prominently.
Google conducted an experiment to reduce consumption of
M&Ms, which used to be available in baskets around its New York
office. Instead, it put the sweets in bowls with lids. Even though
the lids were easy to lift, the move cut the number of M&Ms
consumed in the New York office by three million a month.
In 2003 Dan Goldstein and Eric Johnson published a study of
organ donation consent rates across 11 European countries. The
rates varied from 4.2% for Denmark to 99.9% for France. What was
the cause of the huge differences? Were there cultural factors? It
didn’t appear so. The figures in Austria and Germany, neighbouring
countries with a common language, cultural similarities and a
great deal of shared history, were 99.8% and 12% respectively.

The researchers found the differences were down to ‘opting in’
versus ‘opting out’. The four countries with the lowest donation
rates all required people to give their consent. The seven
countries with the highest rates required people to opt out.
The tiny physical effort of checking boxes on a form and the
mental effort involved in rejecting the default option sent people
in mass towards the easier choice.

The effortless experience
In their book The Effortless Experience, Conquering the New
Battleground for Customer Loyalty, authors Matthew Dixon, Nick
Toman and Rick DeLisi argue that service organisations create
loyal customers primarily by reducing customer effort – that is, by
helping them solve their problems quickly and easily. ‘Delighting
customers doesn’t build loyalty; reducing their effort – the work
they must do to get their problem solved – does,’ they say.
This view is supported by research from the Corporate
Executive Board, which shows customers are more likely to
punish bad service than reward delightful service. Service
breakdowns, they found, cause existing customers to defect and
repel prospective customers. Companies that act on this insight
‘can help improve customer service, reduce customer service
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costs and decrease customer churn’.
The book is full of examples of how the customer experience
can be made easier. Clothes retailer Old Navy, for example,
has made shopping with kids easier by lowering the heights
of clothes racks so that parents can see where their kids are.
They’ve labelled the hooks in their changing rooms ‘Love it’,
‘Like it’ and ‘Not for me’. The Old Navy hooks clarify choices and
make the next step – buying – ‘simple and apparent’.
A number of companies have adapted the customer effort
score. UK telecoms giant BT uses a ‘net easy’ measure, which asks,
‘Overall, how easy was it to get the help you wanted today?’
Simply making a process easier can dramatically impact
behaviour. Until recently only 35.5% of Indian households
actively maintained their bank accounts. But in August 2014, the
then new prime minister Narendra Modi launched ‘The Prime
Minister’s People Money Scheme’. Five months later, 106 million
new bank accounts had been opened. The account-opening
form had been simplified, and the documentary requirement for
proof of address relaxed.
Tasks that require effort tax our cognitive load. We favour
decisions that require less mental effort. Psychologists use the
term ‘cognitive fluency’ to measure how easy it is to think about
something. Cognitive fluency causes us to make choices that

are easy to evaluate, rather than those that offer us the greatest
reward. Brand expert Simon Bird writes that ‘famous, popular or
preferred brands make choice effortless’. Brain scans reveal that
shoppers’ brains show much less effort when choosing the number
one brand. Strong brands, it seems, help the brain ‘think less’.
There are many other examples of this, including:
Raising university applications University application rates
among unrepresented groups in the US rose by 8% when
forms were filled in and submitted on behalf of the applicant.
Increasing cab driver tips In 2007, New York City forced cab
drivers to accept credit cards. The passenger is presented
with a touch screen with three easy-to-choose defaults for
tipping: 20%, 25% and 30%. When cabs were cash only, the
average tip was roughly 10%. With the touchscreen it jumped
to 22%. The addition of three easy to touch buttons resulted
in US$144m additional tips per year.
So what can you do to make life easier for your customers? ■

*
*

Harry Mills is CEO of consultancy Aha! Advantage
For more information:
ahaadvantage.com
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Time’s up

It is never too late to control your time
better, says David Parmenter

S

tephen Covey in his book First Things First observes
that great leaders appear less stressed and seem to
have more time on their hands than the rest of us. He
drew a time-management diagram (see below), pointing out
that far too often we are firefighting in the ‘urgent and not
important’ quadrant. We should instead allow such fires to
burn themselves out, redirecting our time to the ‘not urgent
and important’ quadrant.
A great parable about time management is ‘Rocks, pebbles
and sand’ (see box). Look out for the YouTube video as well.
The rocks represent the seven facets of your ‘treasure map’ –
your vision of what success looks like – activities related to your
life partner, family, friends, health, hobbies, career and retirement
savings. See ‘In the right direction’ (AB October 2016).
Besides learning to focus on the rocks each day, here are
some other suggestions.

Rocks, pebble and sand
A philosophy professor is lecturing to his students. He
brings out an empty jar and small rocks. Filling the jar
with the rocks, he asks if it is full. ‘Yes,’ they reply. Then he
pours a container of small pebbles in. ‘Is it full?’ ‘Yes,’ they
reply again. Next he pours a container of sand in round
the rocks and pebbles. ‘Is it full?’ ‘Yes, definitely’. Finally he
pours in a cup of coffee, filling up all the remaining space.
He explains: ‘Rocks are the important things in your life
– you must give them priority each day or you won’t be able
to fit them in. Small pebbles are the next most important
things. The sand represents the least important activities
(your emails, routine meetings and daily chores) and should
be made to fit around the more important tasks.’
‘So why the coffee?’ a student asks. ‘To remind you
that you should always make time, every day, for a coffee
with a work colleague, a client or a friend,’ he replies.

Quadrant 1: Urgent and
important

Quadrant 3: Urgent and not
important

Quadrant 2: Not urgent and
important

Quadrant 4: Not urgent and
not important

*
*
*
*
*
*

Create some space, each week, where you can think about your
future – your ‘blue sky time’. No phone calls, texts or Facebook.
Embrace management guru Peter Drucker’s idea of
‘abandonment’. Drucker said ‘Don’t tell me what you’re
doing, tell me what you’ve stopped doing.’ There are always
activities that can and should be abandoned.
Plan your week ahead. Avoid having morning meetings, and
ensure you have at least two 90-minute blocks of time each
day. Revisit what is on the agenda for tomorrow, as there will
be a better way to organise the day and there will be some
tasks that should be abandoned.
Consider multitasking as ‘full of sound and fury, signifying
nothing’ as Shakespeare so elegantly wrote. Stay in the
moment and complete the task at hand before moving to
the next one. Being busy for the sake of it will lead to an
unhealthy and unrewarding life.
Say ‘Yes’ to events and opportunities that are on your journey,
allowing enough thinking time to recognise why and how it
will help you on your journey.
Say ‘No’ to pointless meetings, writing reports that nobody will
read and jobs that, while well-paid, will eat away at your soul.

Next steps
1. Set up a to-do list using the quadrants above.
2. Find a three to four hour block of time during each week to
be your ‘blue sky’ time.
3. Email me (parmenter@waymark.co.nz) for a
time-planning template. ■
David Parmenter is a writer and presenter on measuring,
monitoring and managing performance
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CPD
Get verifiable CPD units
by answering questions
on this article at
accaglobal.com/abcpd

Tread carefully

Implementation of IFRS 5 can be a complex and time-consuming
exercise with significant judgment required, explains Graham Holt

Over the last few years, the
Interpretations Committee
of the International
Accounting Standards Board
(IASB) has been considering
certain issues relating
to IFRS 5, Non-current
Assets Held for Sale and
Discontinued Operations.
This article discusses some
of those issues.
IFRS 5 requires an entity
to classify non-current assets
as held for sale when the
assets’ carrying amount will
be recovered principally

through a sale transaction
rather than through continuing
use. The standard further sets
out more detailed conditions
that an entity has to meet
within the context of a typical
sale transaction.
These conditions include:
a commitment to a plan to
sell the asset; the asset being
available for immediate sale;
and the sale being highly
probable within a 12-month
time period. When an asset is
classified
as held for
sale, the
entity has
to measure
the asset
at the lower
of its carrying amount
and fair value less costs
to sell. At first sight
these conditions and
accounting practices seem
straightforward but several

issues have arisen since the
standard was introduced.
One issue relates to
whether loss of control other
than through outright sale
can result in a held-for-sale
classification. For example,
an entity could lose control
through dilution of the shares
held by the entity or due to
call options held by a noncontrolling shareholder.
The question therefore
is whether ‘loss of control’
is a factor that brings the
event within the
scope of IFRS
5, or whether
there also
needs to be a
disposal. The
loss of control
is a significant
economic event
that meets the IFRS
5 requirements, and
triggers the held-for-sale

classification, provided the
other relevant criteria are
met. This is regardless of
whether the entity will retain
a non-controlling interest in
its former subsidiary after
the sale. This means that
the recovery of the carrying
amount of non-current
assets or disposal group has
changed to a method other
than continuing use.
It is argued that the
current objective of IFRS 5 is
to capture non-current assets
(or disposal groups) over
which an entity is committed
to lose control, irrespective
of the form of the transaction
other than abandonment.
Additionally, the noncurrent assets (or disposal
group) must be available for
immediate disposal, and it
must be highly probable that
the entity will lose control.
The loss of control is a

significant economic event
and information about the
event helps users to assess
the timing, amount and
uncertainty of an entity’s
future cashflows.
Another issue relates to
whether an impairment loss
recognised for a disposal
group should be allocated
to non-current assets in the
group to the extent that it
reduces the carrying amount
of such assets to below
their fair value less costs
to sell. The Interpretations
Committee has discussed
this issue and noted that in
determining the order of
an impairment allocation
to non-current assets, IFRS
5 does not refer to IAS 36,
Impairment of Assets, which
states that an impairment loss
for a CGU (cash-generating
unit) should not reduce the
carrying amount of an

»
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asset below the
highest of:
its fair value less costs of
disposal (if measurable)
its value in use (if
determinable)
zero.
As a result, the Interpretations
Committee has tentatively
stated that IAS 36 does
not affect the allocation of
an impairment loss for a
disposal group. However, it
is still unsure as to whether
the amount of impairment
losses should be limited to:
the carrying amount of the
non-current assets measured
under IFRS 5; the net assets
of a disposal group; the total
assets of a disposal group; or
the non-current assets with the
possible recognition of any
liability for the excess.
The interpretation of the
definition of ‘discontinued
operation’ has come under
scrutiny, particularly with
regard to the concept in IFRS
5 of ‘separate major line of
business or geographical area
of operations’. IFRS 5 says that
a discontinued operation is a
component of an entity that
either has been disposed of,
or is classified as held for sale
and meets certain conditions,
two of which are part of a

*
*
*

single coordinated
plan, and that the
discontinuance ‘represents
separate major line of
business or geographical area
of operations’.
This latter concept can
be interpreted differently
depending on how the entity
determines its operating
segments. Generally speaking,
the disposal of a reportable
segment will be the type of
strategic shift that qualifies
as a discontinued operation.
The definition of discontinued
operations is an area that the
IASB has attempted to revise,
but the issue has not yet
been resolved.
There are different
practices as regards how
transactions between
continuing and discontinued
operations are treated.
Some entities eliminate the
transactions in full without
any adjustments, while others
eliminate with adjustments
to reflect how transactions
between continuing or
discontinued operations will
be reflected in continuing
operations going forward.
Finally, some entities
do not eliminate such
transactions. IFRS 5 attempts
to address this issue by

requiring an entity to
‘present and disclose
information that
enables users of the
financial statements
to evaluate the financial
effects of discontinued
operations and disposals of
non-current assets (or disposal
groups)’.
The standard itself does
address how to reflect
the impact of transactions
between continuing and
discontinued operations,
but some believe that IFRS 5
requires adjustments to reflect
the anticipated impact of the
disposal to be included on the
income statement itself rather
than providing additional
information in the notes.
The Interpretations
Committee discussed this
issue and concluded that
there were no requirements
or guidance in IFRS 5 or
IAS 1, Presentation of
Financial Statements, in

relation to the presentation
of discontinued operations
that could override the
consolidation requirements
in IFRS 10, Consolidated
Financial Statements. At
this point, the committee
agreed that an entity was
required to eliminate intragroup transactions in full
prior to determining the
presentation of continuing
and discontinued operations.
However, subsequently the
committee felt that this and
other issues were too broad
for it to address, which
indicated that a broadscope project on IFRS 5 was
necessary.

Clarification

In 2013, IFRS 5 was amended
to clarify the situation where a
disposal group or non-current
asset ceases to be classified as
held for sale and is a subsidiary,
joint operation, joint venture,
associate or a portion of an
interest in a joint
venture or an
associate (subsidiary
et al). However,
The definition
for a non-current
of discontinued
asset (or a disposal
group) that is not
operations is an
a subsidiary et
area that the IASB
al, ceasing to be
has attempted to
classified as held
for sale results in
revise, but the
the inclusion of
issue has not yet
any measurement
adjustment in profit
been resolved
or loss in the current
period.
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In contrast, if a change to a
sale plan involves a subsidiary
et al, then IFRS 5 requires
retrospective amendments.
Questions have arisen as to why
there is inconsistency between
the two treatments and whether
retrospective amendment
applies not only to measurement
but also to presentation. The
Interpretations Committee
felt that the retrospective
amendment should apply
to both measurement and
presentation aspects of financial
statements but because there
was no observable diversity in
practice, it has not taken this
any further.
Another issue relates to a
situation in which an impairment
loss recorded for a disposal
group that is classified as held
for sale subsequently reverses.
IFRS 5 requires the recognition
of a gain for a subsequent
increase in fair value less costs
to sell of a disposal group.
However, specifically, the

GL_T_HoltCPD.indd 51

question focuses on whether
an impairment loss relating to
goodwill can be reversed.
Guidance on the reversal of
an impairment loss for goodwill
generally is set out in IAS 36,
which states that an impairment
loss recognised for goodwill
should not be reversed in a
subsequent period. IFRS 5
includes multiple references to
IAS 36 but omits any reference
to the above requirement. By
not recognising a reversal of an
impairment loss for goodwill,
it essentially means that the
disposal group is seen as
comprising separate assets and
liabilities, which are subject
to different measurement
requirements within IFRS.

No consensus
If the disposal group is seen
as a single asset or liability,
then the recognition and
measurement requirements
should be applied to the
disposal group as a whole,

rather than the individual
assets and liabilities. The
Interpretations Committee
has discussed this issue three
times at its past meetings and
could not reach a consensus.
Another issue is whether
IFRS 5 applies to a disposal
group that consists mainly,
or entirely, of financial
instruments. IFRS 5 states
that financial assets are
excluded from its scope for
measurement purposes. This
issue is particularly relevant
where the disposal group is
expected to be sold at a loss.
In applying the requirement
of IFRS 5, it is possible that
the loss is recognised only
when the sale effectively
occurs and this conflicts with
the measurement principles
in IFRS 5, which require
measurement at fair value less
costs to sell at the date of a
‘disposal group’ classification.
The Interpretations Committee
noted that this was another

example of the IFRS 5
measurement challenges.
Discontinuing a business
operation or deciding to sell
a major asset are important
commercial events, which
are likely to have a significant
effect on an entity’s results
and net assets. IFRS 5 can
have a significant effect on a
company’s profit or loss, the
carrying values of its assets
and on the presentation of
results. Implementation of
IFRS 5 can be a complex and
time-consuming exercise with
significant judgment required
especially in the areas above. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department at
Manchester Metropolitan
Business School
For more information:
ifrs.org
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Not all bad

The shortcomings of the current corporate reporting model should be addressed
but some of its merits are worth retaining, says ACCA’s Richard Martin
There has been a good deal
of gazing into the future
of corporate reporting
recently. In June 2016,
ACCA published Professional
accountants – the future,
which, though it covers a
much wider field, draws a
number of conclusions on
corporate reporting. What
are the key trends? What
are the problems with the
current model? What sort of
changes are needed? ACCA’s
Global Forum for Corporate
Reporting has been
considering many of these
issues and has produced
some definitive reactions.
One thing all are agreed
on is the growing significance
of non-financial reporting.
Companies need to provide a
more comprehensive package
that supplies not only the
standardised information
currently included in the
financial statements, but
also other relevant measures
of performance reflecting
other risks.
A discussion paper from
the European Federation of
Accountants (FEE), The Future
of Corporate Reporting,
picks out two trends affecting
corporate reporting. First,
it points to advances in
communications technology
which will have an impact on
how reporting is presented, as
well as on how external parties
make use of it. Second, the
paper notes a broadening in
the parties interested.
ACCA’s research, based on
a survey of the views of those
in and around the profession
about the future, identified a
number of key drivers:
greater global
harmonisation of

*

accounting and business
standards
the rising prominence of
non-financial performance
and reporting
the use of technology to
improve reporting and
digital publishing.
The first of these reminds
us that amid all the change
some trends are expected
to continue: global
harmonisation, increasing and
more complex regulation,
and a greater requirement for
disclosures are here to stay.
The other source of change
lies in the correction of what
are perceived as the problems
in current corporate reporting,
which include the following:
Financial statements are
losing their relevance.
Corporate reports are too
voluminous.
Financial statements and
the standards that drive
them are too complex for

*
*

*
*
*

*
*

most to understand.
Corporate reporting is
backward looking.
Reports are too far out of
date.

Search for relevance
Investors, their analysts and
other users are now sourcing
information on companies
beyond formal annual or
interim reports, from the web
and other media streams.
Preliminary announcements,
briefings and analysts’
recommendations are moving
share and bond prices more
than the publication of the
financial statements and so
are more relevant. Companies
and analysts are focusing on
adjusted earnings numbers
rather than the standardised
profit measures in GAAP
(generally accepted accounting
principles) statements.
Our reaction is that financial
performance is just one

measure, and that other key
performance indicators (KPIs) –
such as the number of mobile
phone subscribers, pipeline
of new drugs, or proven oil
reserves – are clearly vital for a
coherent overall picture.
But an assessment also
needs to consider risks and
strategy in the shorter and
longer term, which may have
an impact on the current
business model and future
performance. This thinking lies
behind ACCA’s strong support
for integrated reporting as a
framework which captures that
wider picture and recognises
that businesses need to
consider a balanced scorecard
of different capitals for their
long-term sustainability.
However, our research on
the future of professional
accountants revealed a
common view that while the
non-financial elements will
grow, financial reporting will
remain as the core.
Looking just at the financial
statements, profit has a crucial
status as the only standardised
and widely recognised
benchmark measure of
performance. If other measures
are deemed significant for
certain sectors and businesses
they should be included, but
they should be reconciled to
the benchmark profit number.
There are undoubtedly
issues for the International
Accounting Standards Board
to address in the current
measurement of performance,
most notably the distinction
in principle between items
in profit and those dealt with
as other comprehensive
income. Equally, net assets in
financial statements and stock
market values of companies
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have grown further apart. To
maintain the relevance of the
financial statements the IASB
will need to consider whether
‘investments’ being made in
intangibles would not be better
captured in balance sheets.
Studies have tracked and
confirmed the growing volume
and length of the annual report.
While International Financial
Reporting Standards (IFRS)
have undoubtedly extended
the financial statements, some
evidence points to the ‘front
half’ of the annual report as
the bigger culprit here. This
trend has elicited numerous
responses, among them
the UK Financial Reporting
Council’s call for companies
to ‘cut the clutter’ in annual
reports; the IASB’s disclosure
initiative; demands for concise
integrated reports; and FEE’s
‘core-and-more’ model.
A number of points arise
here. First, as we move
away from the concept of
a paper report of x pages,
digital publishing will allow
users to search a database
of information. Both IR and
the ‘core-and-more’ models
assume that.
Second, while no one would
want reports to be longer than
they need to be, in the pursuit
of conciseness we see the
potential omission of material
issues as more dangerous than
the inclusion of an excess of
immaterial matters.
Third, these more selective
forms will tailor reporting more
to the nature of the business
and potentially make them
more relevant, but at the risk
of loss of comparability. That is
a real concern, but only within
bounds. Investors may want to
compare different insurance
companies, but they are less
likely to want to compare an
insurance company with a
retailer, for example.
More tailored forms of
reporting, however, carry a
far greater risk: the loss of
neutrality. For all their faults,
financial statements are a

standardised form of reporting
that minimises the scope for
manipulation by management.
Some investors discount any
other reporting and focus
solely on the ‘harder’ financial
numbers. Financial statements
are a form of honesty check on
what may be in the ‘front half’.
Financial statements should
be less complex, though. An
oft-quoted indicator here is the
number of pages in the IFRS
book as a crude measure of the
complexity of the standards
that drive financial statements.
Mostly, accounting
complexities are driven by
the complexities of business.
Principles-based standards
should help and some may be
more complex than needed
– share-based payments and
deferred tax come to mind.
The IASB needs to focus
more on the principles of
how items should be treated
and less on trying to cover
every possibility. Calls for
more consistent application
of IFRS around the world are,
on the other hand, pushing
in the opposite direction. We
recognise that the application
of principles-based standards
requires judgment and that
in some countries preparers
and auditors have been
accustomed to clear rules
to apply. Perhaps one way
the IASB could help is by
providing more application
guidance, keeping the
standards rather more concise
and sticking to the principles.

Backward looking

Reports, especially financial
statements, are by their
nature historical, reflecting
management’s stewardship.
However, investors and others
are essentially interested in
what will happen in the future.
Financial statements inevitably
reflect the future in some of
their content, for example in
fair values, cashflow forecasts
for asset impairment or for
provisions such as pension
obligations. Their role is to
provide a record of the recent
past so that others may use
that information to estimate
the future. Even so, financial
performance is generally a
lagging indicator as compared
to many of the non-financial
KPIs noted above – hence the
emphasis in IR, for example,
on a more forward-looking
stance, if only via risk and
strategy disclosures. That
may be as far as it can go
because as much as forward
information may be desirable,
in practice companies see
anything that amounts to
forecasting as a hostage to
fortune or to future litigation.
Of course, users will always
want the most up-to-date
information, and reporting
should try to portray as recent
a past as can be managed. To
deliver a more concise report
focused on what is important
and to deal with principlesbased standards, judgment is
required and judgment takes
time to apply.
The layered
approach of ‘core
and more’ and IR
is built on the idea
For all their
that users can drill
faults, financial
down to access
more detailed
statements are
information. If

a standardised
form of reporting
that minimises
the scope for
manipulation

different bits are updated at
different times this integration
may no longer work. Also,
one of the key qualities some
investors and users appreciate
is that the annual report and
accounts package is quite
evidently the responsibility
of the top management. The
financial statements at least
are audited and auditors have
clear responsibilities in relation
to the other documents issued
at the same time. Much more
corporate information will be
provided, and more often, but
it does function as an honesty
check and confirmation.
There is merit in retaining this
package. Indeed, arguably
the full package should be
released at the same time:
earnings announcement,
financial statements,
management commentary/
strategic/integrated report,
plus any other reports
depending on these, such as
the country-by-country reports
now being demanded. HSBC
is an example of an adopter of
this approach.
We need to think about the
future, of course, and be ready
to make use of and regulate
reporting using enhanced
technology; it will make
reporting more flexible. A more
complete view of the business
with a wider range of measures
will be needed but financial
performance will remain
the core. This wider picture
will attract a wider audience
whose needs should not be
ignored. Shortcomings should
be addressed. But in all of this
change, some fundamental
merits of the current model are
worth retaining. ■
Richard Martin is head of
corporate reporting at ACCA
For more information:

See more on Professional accountants – the
future at accaglobal.com/thefuture
To read the FEE report, The Future of
Corporate Reporting, visit bit.ly/fee-future
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Innovation is key

Innovation is essential if audit is to survive, with greater clarity and transparency required
as well as adaptation to a digital age and a move beyond historical financial information
To keep pace with today’s
global and interconnected
world, auditors must move
with the times, European
experts told a high-level
Brussels conference in
November last year.
Maggie McGhee, director
of professional insights at
ACCA – joint host of the
‘Future of Audit’ conference
with assurance, tax and
advisory services network
Grant Thornton International –
said: ‘Auditors need to adapt
and constantly innovate. There
are challenges ahead and we
have a choice of embracing
them or being left behind.’
She recalled comments
about auditing practices
following the recession from
Michel Barnier, a former EU
internal market commissioner,
and now chief EU Brexit
negotiator: ‘The status quo
is not an option.’ That was
good advice for the future too,
she suggested.
Professor Arnold Schilder,
chair of the International
Auditing and Assurance
Standards Board (IAASB),
agreed, noting developments
in audit practice, with more
detailed reports offering

information to boards
and investors. ‘The new
auditor reporting with key
audit matters cannot be
encouraged enough,’ he
said. ‘It innovates the audit by
clearly speaking out to users.’

Favourite topic

Calling innovation his favourite
topic, Schilder said the days
when external users of
financial statements
and auditors’ reports
received only a pass
or fail were long
gone, particularly with
the need to implement
the non-financial reporting
or transparency directive
(2014/95/EU), which member
states had to incorporate
into their national laws by
6 December 2016.
‘Auditors now provide
observations on key matters
most relevant to users in a very
readable way,’ Schilder said.
‘We know from surveys in early
adoption countries, notably the
UK, how much this is valued.
There are even investor awards
for the most innovative and
insightful reports.’
Innovation in clarity
and readability is essential
in a world of
information
overload and
big data, the
conference heard:
‘There are
‘Audits are not
dying yet, but they
challenges
do need to adapt
ahead and we
to the digital age,’
have a choice
Schilder said.
‘Obviously, our
of embracing
standards were
them or being
not, and could
not be, written
left behind’
with tomorrow’s
technological

challenges and
opportunities in
mind. But the use
of data analytics in
the audit can lead to betterinformed risk assessments
through understanding the
business of the auditee and
more available evidence
to support professionally
sceptical behaviour.’ The
latter, he said, was key to
audit quality.
He told Accounting and
Business that the need for
audits will remain. Indeed,
given the recent economic
crises and the Panama Papers
and ‘Lux Leaks’ scandals,
‘public interest and consumer
awareness is growing; people
want credibility, to see honesty,
more than checking for
loopholes’, he said. ‘We need a
multidisciplinary approach with
specialists who understand
sustainability, for example,
but we’d like someone with
assurance expertise to take the
lead nonetheless.’
Sue Almond, Grant
Thornton’s head of assurance,
agreed that if innovative,
audit has a future, its raison
d’être of ‘providing trust
and confidence in financial
information that underpins
a vibrant economy is just as

relevant today as it
always has been’, she
said. ‘But the information
people look to trust, and
the way businesses compile
it, has changed, and so audit
needs to evolve.’

Need for debate
For this reason, ‘an open,
transparent debate with
all is critical’, Almond said,
emphasising the importance of
the roundtables that resulted
in the ACCA/Grant Thornton
Future of Audit report,
released in March 2016.
The roundtable discussions
– held in Brussels, the UK,
Ukraine, India, Dubai, China,
South Africa and Singapore
– had looked at new audit
work and the skills required,
the challenges to traditional
practices (including new
technology), and the impact of
recent regulation.
‘Audit was not giving
people what they needed,’
Nick Jeffrey, Grant Thornton’s
public policy director,
explained, noting the huge
interest in participating.
‘People were biting our
hands off to host these
roundtables,’ he said with a
smile. ‘Ukraine alone had 10
tables and in South Africa we
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had to order in more supplies
of tea and coffee.’
Jeffrey said there were
two main messages: ‘There
is no one global answer on
what the future of audit is, and
you have to meet user needs
although these differ country
to country.’
Echoing Schilder, Jeffrey
argued that historical financial
statements were no longer
enough: ‘Most companies
want to get other forms of
information, not just about
cash. There is a strong
encouragement to allow room
for innovation.’
New regulation and
standards have driven
this need for change, the
conference heard. Ivan
Sammut, of the University
of Malta, who will chair the
company law working party
for the incoming Maltese
presidency of the Council of
EU Ministers (January-June
2017), said that audit reform
was essential, particularly after
the 2008 financial crisis where
large financial institutions were
given ‘clean’ audit reports
even though they were clearly
not financially healthy.
The audit reform package
sets more stringent rules
to strengthen auditors’
independence, Sammut
explained. Key measures
include ‘the mandatory
rotation of audit firms,
mandatory tendering,
banning non-audit
services

and cutting red tape for
smaller auditors… to enhance
statutory audit quality
and restore confidence in
audited financial statements,
in particular those of
banks, insurers and large
listed companies’.

Transparency directive
The transparency directive
will also be an important
challenge. Under this law,
large companies must prepare
non-financial statements with
information on environmental,
social and employee-related
matters and on human rights,
anti-corruption and bribery.
‘Statutory auditors and
audit firms will only need to
check that the non-financial
statement has been provided,’
Sammut said.
Other new regulation
in the EU includes a single
accounting directive (effective
from June 2015) and the
statutory auditing of public
interest entities (PIEs)
regulation (effective from
June 2016).
‘Accountancy and
auditing professions must
also meet ever changing
independence codes and
international finance reporting

standards in their journey
of continuing evolution
and improvement,’
Sammut said.

Cats and dogs
Industry accepts, even
if it does not exactly
welcome, the new rules.
‘Rules and innovation are
uncomfortable bedfellows,’
Almond said.
‘There is no appetite to
reopen the audit reform
debate,’ she told Accounting
and Business, particularly
‘after five years of talking
about regulation. We’re
at a fairly early stage [of
implementation]. Rules are
still being implemented in
the member states. Fifteen
have adopted [the new audit]
legislation, but 13 have not
yet. And for audit reform, we
won’t see anything until 30
June next year at the earliest.’
Fabrizio Tocchini, the
Belgium and Luxembourg
director for corporate
performance software
specialist Tagetik, was more
positive. He said his company
could offer technology
enabling the retrieval of
information in real-time
24 hours a day, advanced
analytics, financial performance
platforms and ‘self-serve
finance’. Tocchini said: ‘We
welcome regulation as an
opportunity for new business.’
Lé Quang Tran Van,
director of financial affairs
at the French Association of
Large Companies (Association
Française des Entreprises
Privées – AFEP), disagreed.
‘The commission proposal
was bad and the results are
even worse,’ he argued.
Implementation is a mess

because
all the options in
the legislation mean each
member state added its
own position.’
For Tran Van, ‘too much
focus on independence can
have a negative impact on
quality’, therefore ‘small and
medium-sized businesses
should have more help
from experts’ and a more
‘proportionate regime’.
Hans-Jürgen Säglitz,
head of financial reporting
at the German Insurance
Association (Gesamtverband
der Deutschen
Versicherungswirtschaft –
GDV), was not convinced that
auditors needed to cover so
many more issues. ‘We think
about expanding the range of
services, but we should focus
on our core business.’
In addition, he said, it was
getting more complicated to
attract young professionals
into the audit profession.
ACCA’s head of audit and
assurance Andrew Gambier,
highlighted ACCA’s recent
survey of 19,000 young people
on the future of professional
accountants, Generation Next
(see page 8). The IAASB has
also extended the deadline for
comments on its integrated
audit reporting paper to
3 February 2017. ■
Liz Newmark, journalist based
in Brussels
For more information:

Watch the video of the event at bit.ly/ACCA-GT-audit
Read the ACCA/Grant Thornton report The future of
audit at bit.ly/ACCA-Future-of-Audit
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Technical update

A monthly roundup of the latest developments in financial reporting, audit, taxation and
legislation from the IASB, IFAC, European Union, OECD and elsewhere
European Union
CCCTB back on agenda
The European Commission
has relaunched its proposals
on forging a Common
Consolidated Corporate
Tax Base system within
the European Union (EU).
The proposal preserves
the sovereign right of
member states to set their
own corporate tax rates,
but includes detailed hard
law on how national tax
authorities should assess
tax takes, and – crucially
– says multinational
groups should submit
one consolidated return
for all EU activities to
one member state.
The proposal does allow
some shifting of member
state tax liability of losses
to another but under ‘strict
conditions’, and such
relief will be tempered by
reallocating profits made
elsewhere. The system
would be compulsory for
all EU companies or groups
with an annual turnover
exceeding €750m.
The proposal must be
approved unanimously in
the EU Council of Ministers
to go forward. More
information at bit.ly/ec-ccctb.

entrepreneurship and
access to finance. One
example would be cutting
compliance costs for
entrepreneurs by simplifying
and reducing tax obligations,
especially for aspiring
entrepreneurs and small and
young businesses. Full report
at bit.ly/tax-policies.

Double taxation and
hybrid mismatch
A new system resolving
double taxation disputes
between EU member
states has been proposed
by the European Commission.
The commission has also
proposed new anti-tax

avoidance proposals
to stop companies
from exploiting hybrid
mismatches (different rules
for taxing certain income
or entities) between EU
and non-EU countries’
tax systems. More at bit.ly/
ec-dtdrm.

source in 2015 than they
did at the turn of the
century. The report also
shows that environmental
tax intake has risen since
2009 across the EU, having
fallen between 2003 and
2009. Full details, including
country breakdowns, at bit.ly/
ec-trends.

Corporate tax rates
down on 2000

EU tariff code released

A new detailed report
on European Union (EU)
taxation has shown that
corporation taxes remain
significantly lower today
than they were in 2000,
with all 28 member states
levying less from this

The European Commission
has released the
combined 2017 European
Union (EU) tariff and
statistical nomenclature
and information on the
common customs duties
for member states, a key

Tax policy innovation to
‘boost growth’
A detailed 2016 report on
European Union (EU) tax
policies from the European
Commission has concluded
that EU member states
can do more to boost
investment through tax
policy reforms. It called
for smarter tax systems
that facilitate innovation,

Lower excise rates for small wine producers recommended
The European Commission has proposed that European Union (EU) member states
should be permitted to levy reduced rates of excise duty on wine. It has noted in a
report that many EU countries apply existing rules allowing lower excise duties on
spirits and beer from small distillers and brewers. The commission said that small
producer special rates should also be allowed for sales of other alcoholic beverages, for
instance cider. See bit.ly/alc-exc.
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dataset for exporters. See bit.
ly/ec-cct.

OECD
Global BEPS treaty
drafted
A multilateral instrument has
been released that can be
integrated into tax legislation
and bilateral tax deals
reflecting the goals of the
Organisation for Economic Cooperation and Development
(OECD)/G20 Base Erosion and
Profit Shifting Project (BEPS).
The OECD said that more than
100 jurisdictions have been
involved in creating this new
Multilateral Convention to
Implement Tax Treaty Related
Measures to Prevent Base
Erosion and Profit Shifting.
A signing ceremony will be
staged in Paris in June this
year. The full text is at bit.ly/
conv-beps. ■

Tobacco excise reform
Accountants and other tax experts have been asked to contribute to a new
public consultation on reforming the European Union’s (EU) excise duty system
for tobacco. A consultation document said there could be scope to improve directive
2011/64/EU on tobacco duty to reduce administrative burdens for governments and
companies, while promoting common practice across the EU, easing cross-border
commerce. See bit.ly/tobac-exc.

Keith Nuthall, journalist
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Canada assesses the future

A roundtable in Toronto involving 20 senior finance executives discussed the landmark
findings of ACCA’s research results in Professional accountants – the future
Every year, a new corporate
risk environment emerges.
Political turmoil, combined
with unforeseen natural
events, can send shockwaves
through internationally
linked economies, and
a business environment
of continuous evolution
and innovation requires
ongoing changes to the
management strategies,
priorities and the skillsets
of senior management.
It is because of this risk
evolution that the role of the
accountant has undergone
so many iterations over the
past years. And, as we’ve
recently learned, ongoing
change in the role of the

professional accountant in
business will be the norm for
many years to come.
On 14 September last year,
20 senior finance executives
from a range of industries met
with ACCA Canada in Toronto
to discuss the future of the
accounting profession. The
roundtable discussion, hosted
by head of ACCA Canada
Suzanne Godbehere, and
Matt Dolphin FCCA, former
head of finance transformation
at British Airways, follows
the recently released
ACCA report Professional
accountants – the future.
The study reveals the
opinions of over 2,000
accountants, C-suite

▲ Forward thinking

Matt Dolphin FCCA: ‘Accountants will need the ability to
transform knowledge into action’
executives and experts around
the world. In addition to this
wide survey, ACCA conducted
workshops with more than
300 participants, including
those held in Canada, and
most recently in Toronto. The
conclusions reached in the
study illuminate the driving
forces behind the anticipated
changes in the accounting
profession to 2025, and
the accompanying skillsets
accountants will need to adapt
to those changes.
While there are many
factors unique to the Canadian

context, the September
roundtable demonstrated
that ‘expectations for the
future role of the accountant
in Canada reflect the changes
to come for the profession as
a whole – across the globe’,
said Godbehere, ‘and ACCA’s
role in Canada and elsewhere
will continue to evolve to
meet the ongoing needs of
our members.’ According
to the research, the four
driving factors to watch that
will impact the role of the
accountant in the future are
outlined below.
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Factor 1: more regulation
and stronger governance

time. Accountants will require
the interpersonal skills to work
This is expected to have
as part of a diverse team,
the greatest impact on the
working with team members
profession over the longer
with different aspirations and
term. All accountants will be
expectations – and these
affected directly or indirectly
skills will be as important as
and to varying degrees, and
technical skills.
regional variations will also
So what does this mean for
have an effect.
the future skill requirements
of accountants in Canada and
Factor 2: digital tech
around the globe? Dolphin
In the medium term the
explained that in order to meet
development of intelligent
the challenges of the future,
automated accounting
‘while the technical prowess
of the accountant
will have to grow,
to add value
accountants will
‘While the
need an optimal
technical prowess
combination of
a wide variety of
of accountants
competencies
will have to grow,
based upon ethical
to add value
competence, the
ability to transform
they will need a
knowledge
wide variety of
into action,
an emotional
competencies’
and creative
intelligence
that will allow
systems is likely to have most
them to tackle seemingly
impact, according to 55%
insurmountable challenges,
of respondents, while 41%
and the ability to predict future
highlighted the impact of cloud trends through innovative
computing. Digital technology
thinking’. He said that these
will transform the role and
skills – or ‘quotients’, as they
competencies required.
are described in the ACCA
study – will evolve over time, as
will the role of the accountant
Factor 3: business
in evolving business
expectations of
environments.
accountants will evolve

as business does

Accountants will be expected
to look beyond the numbers.
They will need the skills not
only to meet more frequent
requests for holistic and
forward-looking information,
but also more frequent ad hoc
reporting from increasingly
demanding stakeholders
as the barriers are eroded
between financial and nonfinancial performance.

Factor 4: globalisation
As globalisation continues, the
rate of change and economic
volatility increases at the same

*
*
*

*

*

*

The Canadian context
‘Admittedly, the research
may have revealed more
questions than answers, and
will undoubtedly inspire
ongoing consideration by
ACCA,’ said Godbehere.
Within the Canadian context,
she explained, some of the
questions and observations
top of mind for senior finance
executives are:
How do you audit the
software that audits
the auditor? Roles are
changing for accountants
and auditors, and we need

*

*
*

to determine who is doing
the audits. Is it artificial
intelligence?
The accountant’s ‘image’
must evolve with the times.
How do we attract new
people to the profession?
Is technology replacing
the type of training
accountants will need?
If data is structured
differently, how will the next
generation understand
what is going on behind
the scenes without
having the background
knowledge?
Predictive insights are now
being asked of us; we are
looking at risk management
and business decisions that
interface with all aspects of
the company.
Communication allows
us to bridge impossible
relationships. There is a
need to understand the
basics of accounting and
the meaning of accounting,
even though technology
will be doing the work
for us.
The world is changing
and getting faster, and
technical skills will become
a commodity. If we don’t
grab the opportunity,
then accountants could
end up as ‘has-beens’ as
we compete with other
professions. Accountants
have the foundation to
be business leaders. Soft
skills, such as the ability to
sell, are very important in
our development; moving
forward, we must focus on
these skills.
Integrity is an important
quality as well, but
can we teach, test and
ensure ethics?
Beyond just understanding
the numbers, accountants
need to be the strategic
business partners to
the organisation.

*

We need to use risk
management, strategic
thinking, data and analysis
to enhance audit; machines
can’t do everything.
Whatever a human can
design, another can find a
way around it. CFOs need
to position themselves as
the ‘go to’ person in the
organisation. Accountants
have to have the broadest
view of the company, even
more than the CEO.
How can we best keep
up with the changes to
accounting compliance
rules and regulations?
The accountant’s role has
evolved significantly and
there is a trend towards
providing value-added
services.
Accountants should be
viewed as the strategic
business partners to the
company.
Public perception is an
issue, accountants do
more than bookkeeping,
this perception needs to
be elevated.
Accountants need to have
the skills to sell – one of
their biggest jobs is selling
within the organisation.
As the Toronto roundtable
reached its conclusion,
Godbehere added: ‘What
became most clear to me
was that there was a pressing
need to redefine what
an accountant is today…
because what we knew of an
accountant 20 to 40 years ago
has evolved dramatically.
‘Our members in Canada
recognise this shift and it’s
our goal at ACCA to make
sure that we keep the talent
pipeline flowing to meet the
needs of the future.’ ■

*

*
*
*
*
*

Ramona Dzinkowski is
a Canadian economist
and editor-in-chief of the
Sustainable Accounting Review
For more information:
accaglobal.com/thefuture
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ACCA | Vietnam CFO Forum

▼ Signs of growth

Rapid urbanisation and
the emerging middle class
are driving Vietnamese
domestic consumption – a
key factor in the economic
growth of the country

Governance and growth

With companies in Vietnam poised for growth, finance professionals must be ready to
enable them, delegates at the 2016 Vietnam CFO Forum heard
It is no secret that the
centre of gravity of the
global economy is shifting
east, with Asia emerging as
the in-demand investment
destination. One of the
hottest markets in the
region is Vietnam, which is
reforming quickly and has
developed rapidly in the
past 20 years.
However, unexpected
shocks like the UK’s Brexit
vote and the results of the
US presidential election have
kept the global economy
in turmoil. Meanwhile,
China, the powerhouse
of Asia and the major
export destination of most
emerging Asian countries,
has also seen a slowdown in
economic growth. With these
uncertainties in mind, local
enterprises in Vietnam are

constantly seeking the best
road to follow.
‘There is no crystal ball
for the future, but I am 100%
sure that what will happen
tomorrow is not an extension
of what happened yesterday,’
said Teng Theng Dar,
founder of Business Compass
Consultancy, a regional
business intelligence provider.
‘We love making bubbles in
Asia, and we have seen that hit
Japan, for example, brutally,’
warned Teng, who has more
than 35 years of experience as
a senior manager in Asia. ‘To
[avoid] it, CFOs should come
up with financial tools to build
up a risk management system.’
Teng was speaking
in Ho Chi Minh City in
November at the 2016
Vietnam CFO Forum, which
took the theme ‘Financial

Strategies for Growth and
Expansion’. The forum
brought together more than
300 delegates, including
CFOs, financial controllers,
senior financial analysts and
members of ACCA, Vietnam
Financial Officers, Japan
Association for CFOs and the
International Association of
Financial Executives Institutes.
International, regional
and local speakers explored
the challenges ahead for
Vietnamese enterprises and
how the country can develop a
financial management strategy
to expand, given the speed
in which it is integrating its
economy into regional and
global markets. Vietnam is
targeting annual economic
growth of 6.7% in 2017, with
growth expected to slow to
6.3% to 6.5% this year.

‘That is very optimistic, and
inconsistent with some other
indicators,’ said Thanh Nguyen
Xuan, director of the Fulbright
Economics Teaching Program
in Ho Chi Minh City. ‘We can
already see the result of the
first three quarters, which is
not that promising. The growth
of Vietnam, like many of its
neighbours, depends heavily
on exports – which grew at
only 6.7% in the year to date.
Furthermore, the government
is committed to cut the fiscal
deficit aggressively from 5%
this year to 3.5% next.’
Thanh believes the most
critical step Vietnam must take
to reach sustainable economic
growth in the short term is to
restructure its banking system
to tackle growing bank debt.
‘There is no magic wand
and we cannot restructure it
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without real resources. Public
resources are needed to
recapitalise weak banks. A bad
bank-good bank model can
then be followed in which good
banks are carved out from the
restructuring and sold to new
private investors,’ he said.
Hieu Do Chi, director of
Deloitte Vietnam, pointed
to another necessary step
– removing the constraints
that keep foreign investors
away. ‘Healthcare and
pharmaceuticals have always
been the most sought-after
sectors for foreign investors
and normally achieved
substantial superior valuation
multiples. Demographic
and economic indicators
all signal strong growth
prospects in future for
those sectors. However,
key challenges remaining
are the lack of qualified
professionals and uneven
distribution facilities between
rural and provincial areas.’
Tien Han Manh, president
of the Vietnam Association of
Corporate Directors and of
consulting company Concetti,
echoed Hieu’s concerns.
‘Vietnam is not doing
well with regard to corporate
governance, which puts us at
a disadvantage in competing
with neighbouring countries
to win over foreign funds,’
Tien said.
According to the
Association of Southeast Asian
Nations (ASEAN) Corporate
Governance Scorecard
developed by its Corporate
Markets Forum, between 2012
and 2014 Vietnam ranked at
the bottom of the six countries
scored, below Indonesia,
Malaysia, the Philippines,
Singapore and Thailand.

Bright spots
However, there are brighter
spots, with some companies
making considerable progress
in terms of governance and
competitiveness.
‘Vietnam is competitive
in the sense that we have

the guts to admit our
disadvantages and what we
lack, and we do not hesitate
to take action to tackle the
problems,’ said Teng.
The Vietnam government
is developing a corporate
governance code for
listed firms to boost the
transparency of local
companies looking to attract
more capital. Pham Hong
Son, deputy chairman of the
State Securities Commission
of Vietnam, expects
the code to strengthen
the competitiveness of
Vietnamese listed firms
through the adoption of
internationally recognised
corporate governance
practices, which go beyond
regulatory compliance
for better capital-market
integration with other ASEAN
countries and globally.
‘Due to the pressure of
fiscal consolidation, public
investment will not be a strong
driver of growth. Domestic
consumption is our driver,’
said Thanh. ‘And domestic
consumption in the medium
term will come from
rapid urbanisation and the
emerging middle class.’
Against this background,
Vietnamese financial
professionals need to use a
variety of financial tools to
help their businesses become
more competitive.
‘Using leverage is a very
common practice. Finance
people use leverage to create

more value for shareholders,’
said Truong Tuan Nghia,
deputy general director of
AsiaInvest, a financial services
consulting firm. ‘Unfortunately,
in Vietnam, companies always
go to bank vanilla debt. They
are exposed to a very narrow
scope of tools to raise capital
as compared to the practices
in the global market. This
is the main barrier we see
currently for our companies in
expanding further.’
One way companies can
get ahead is by capturing
the creative energy of
younger professionals.
‘When the boss says
jump, baby-boomers and
Gen-Xers tend to follow the
order. In contrast, the younger
generation would ask why?
They want to understand the
purpose behind what they do,
and if they share your values,
they will jump, and probably
jump higher than you thought
they were capable of,’ said
Chun Wee Chiew, ACCA’s
regional head of policy for
Asia Pacific. Chiew referred
to ACCA’s recent survey,
Generation Next, which asked
the views of close to 19,000
finance professionals aged
between 16 and 36 on their
finance career.
He added that Generation
Next are defined by their
mobility, tech-savviness
and entrepreneurial spirit.
CFOs need to create the
right environment to benefit
from these young talents. A
‘my-way-or-thehighway’ attitude
may prove the best
way to lose them.
‘When the boss
Another area
says jump, babyVietnamese
companies must
boomers and
address as part of
Gen-Xers tend to
the development
follow the order.
of sound financial
strategies is risk
The younger
management,
generation would
said Lam Le
Khanh, a partner
ask why?’
at accounting firm
RSM Vietnam.
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‘Risk management is
not a top priority for SMEs,
which make up the majority
of businesses in Vietnam.
Senior executives often lack
awareness and are reluctant to
discuss risk in preparation for
further growth,’ said Lam.
Experts believe that
most CFOs and financial
professionals in Vietnamese
companies are still limited
to very basic roles – for
example, reporting numbers
and managing cashflow. They
need to do more in terms
of contributions to business
strategy and raising funds to
support further growth.
‘We’ve heard some
speakers express concerns that
accountants will be replaced.
I would say yes, your days are
very short if your definition of
a financial professional is one
who looks at numbers and
produces reports,’ said Teng.
‘By contrast, in Singapore,
in an increasing number of
companies, there is no longer
a need for accountants to look
at statistics because systems
can do all the red-flagging,
highlight non-compliance
areas and produce a full
report within one day or even
in real time.
‘What CEOs, board
members and companies
need accountants to do is to
interpret the figures. Financial
professionals should offer
recommendations, such as
“What action do we need
to take right now to tackle
this or that weakness?” or
“What could be the strength
that we should ride on to
extract values?’’’
‘Next year, the APEC
[Asia-Pacific Economic
Cooperation] forum is coming
to Vietnam again, and this is
an opportunity. The whole
region is shifting. Both local
financial professionals, as well
as the entire country, should
be ready and willing to ride
the wave.’ ■
Pearl Liu, journalist
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Maximising value

More than 50 delegates from 42 countries celebrated the 20th anniversary meeting of the
International Assembly at ACCA headquarters at the Adelphi in London in November

The 20th year of the International Assembly was marked by
delegates attending two days of discussions around the theme
of maximising value. They were joined on the second day by
ACCA Council and the keynote speakers. Li Kouqing, president
of the Shanghai National Accounting Institute (SNAI), talked
about the value that ACCA can create with partners. And Lee
White and Darren Scammell, CEO and president respectively
of the Chartered Accountants Australia and New Zealand
(CA ANZ), talked about maximising the value from the strategic
alliance between ACCA and CA ANZ. ■

◄ Tewodros Tilahun
Sahile
Assembly member for Ethiopia
and general manager of
Diligence Consultancy Services

▲ Dato’ Merina Abu Tahir
Assembly member for Malaysia
with ACCA Singapore head
Soo Yee Leong (left) and China
member Matthew Wong
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▲ Alice Yip Ka Ming

The Assembly member for
Hong Kong with Nigeria
member Babajide Ibironke (left)
and Council member Ayla Majid

▼ Paula Kensington

The Assembly member
for Australia and New Zealand
and chief financial officer of
Regus ANZ

▲ Edith Yembra

The Assembly member for the
UK and director of finance and
IT at YMCA North London

▼ Darren Scammell
The president (right) of
CA ANZ with its CEO
Lee White (left)
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Rulebook changes

Changes have been made to the 2017 edition of the ACCA Rulebook, including
replacing members’ practising certificates with registration
Policy decisions, legislative
and lead regulator
requirements and changes
to the IESBA (International
Ethics Standards Board for
Accountants) code all require
changes to be made to the
ACCA Rulebook. Here are the
changes made to sections 2
and 3 of the 2017 edition.

Section 2 – Regulations

Replacing practising
certificates with registration
Changes to the Membership
Regulations and Global
Practising Regulations (GPRs)
will give effect to a new policy
in respect of ACCA practising
certificates. This removes the
need for a member in practice
to hold an ACCA practising
certificate unless practising in
the UK, Ireland or a designated
territory, or otherwise required
by local legislative and/or
regulatory requirements to
hold an ACCA practising
certificate. Members not
requiring (or otherwise electing
to hold) an ACCA practising
certificate will nevertheless be
required to notify ACCA if they
are carrying on public practice,
and these practitioners will
be placed on a register of
ACCA practitioners.
Insolvency regulations
ACCA has entered into a
collaborative arrangement with
the Insolvency Practitioners
Association (IPA) in respect
of the future regulation of
insolvency practitioners
licensed by ACCA. The
changes to Annex 1 of
the GPRs include moving
the regulations relating
to insolvency practice to
a new Appendix 4 and
reflecting the nature of the

collaboration in which IPA may
perform certain regulatory
functions in respect of ACCA
insolvency practitioners.
Membership regulations
Changes include:
more principles-based
regulations concerning
subscriptions for affiliates
clarification of what is meant
by a ‘registered student’,
and that all students are
bound by the requirements
of the ACCA Rulebook.

*
*

Global practising regulations
Amendments have also been
made to Annex 2 of the GPRs
(in respect of the Republic of
Ireland) in order to:
simplify the requirements
concerning the signing of
audit reports
amend the professional
indemnity insurance
requirements for liquidators,
in accordance with the
Companies Act 2014
(Professional Indemnity
Insurance) (Liquidators)
Regulations 2016.

*
*

Irish investment business
Changes to Irish Investment
Business Regulations resolve a
problem with current regulation
3(3). The amendment will
allow spouses (and others who
might meet the definition of
‘controller’) who take no part
in the business of a firm that
holds an investment business
certificate (Ireland) to hold
shares in that firm.
Appeal regulations
Changes have been made
to ensure consistency
with the notice provisions
across the regulatory and
disciplinary regulations.

Section 3 – Code of
ethics and conduct
A change to section B4
replicates the change to Annex
2 of the GPRs regarding the
signing of audit reports in the
Republic of Ireland. A further
change to section B4 updates
the provisions concerning the
use of the ACCA logo.
However, most of the
changes to the code arise from
the recent pronouncement by
IESBA concerning ‘Responding
to Non-Compliance with Laws
and Regulations’.
The most significant change
is the addition of sections 225
and 360, although there are
other changes for the sake

of consistency, particularly to
section 210.
Section 225 sets out the
provisions for accountants in
public practice, and places
higher demands on those
engaged in the audit of
financial statements than on
those providing other services.
Similarly, a senior accountant
in business (section 360)
has responsibilities beyond
those of other accountants in
business. There are situations
in which external auditors
and senior accountants in
business are required to
determine whether to disclose
a particular matter to an
appropriate authority. ■
For more information:

A detailed explanation of all the changes is available at
accaglobal.com/rulebook
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Council highlights

At its meeting on 26 November 2016, Council discussed a range of issues, from recent
strategic partnerships and subscriptions to global forums and the review of bye-laws
Council met on Saturday
26 November in London. The
Council meeting featured
discussions and decisions on a
number of important matters.
The president updated
Council on his and the
officers’ activities since
September, including
representational events in
the UK, Ireland and Brazil.
Council received a
presentation and noted the
report from Helen Brand,
chief executive, focusing on
strategic performance for
the period to 30 September
2016 and key strategic
developments within
ACCA and the external
environment.
Council reviewed the
findings from a research
project, Professional
accountants – the future:
Generation Next, recently

*

*

*

*

*

published by ACCA, and
in discussion groups,
considered how the
findings supported the
current strategic priority of
‘growing our pipeline’.
Council considered a
paper on the development
of a strategic partnership
with Beijing National
Accounting Institute,
which included ways
that ACCA can grow its
presence and awareness
in state-owned enterprises
in China.
Council received a
presentation from the
chairman of the Resource
Oversight Committee
on strategic pricing and
considered proposals
to amend the ‘reduced
subscriptions for members
policy’ to include an
additional ‘social hardship’

*

*

*
*

category in the 2018
subscriptions.
Council noted a report
from the Qualifications
Board, including the review
of the September 2016
examination results, noting
that the Board had ratified
the results.
Council considered a
report on the development
of ACCA’s integrated
learning support to
enable better student
progression and further
differentiate ACCA in the
marketplace as a provider
of innovative solutions.
Council considered a paper
providing an update on the
development and activities
of ACCA’s global forums.
Council received an oral
report from the president
on the results of the Council
performance appraisal

*

exercise for 2015-16. The
president advised Council
that overall Council was
in a healthy position, with
effective contribution and
open discussions.
Council received a
presentation from
the chairman of the
Governance Design
Committee, providing an
update on an ongoing
project to review the
bye-laws to ensure their
fitness for purpose for the
future, the progress made
by the Governance Review
Task Force reviewing the
current Council governance
structures, and the
outcomes of a technology
survey recently undertaken
by members of Council. ■

Council’s next meeting will be
in Cyprus on 11 March 2017

Sri Lanka visit
Richard Abas, the
representative for Asia on
the Council of Chartered
Accountants Australia
and New Zealand (CA
ANZ), and his team visited
ACCA Sri Lanka’s office
on 4 November to meet
staff and members of the
network panel, and to
discuss the benefits of the
strategic alliance between
ACCA and CA ANZ.
CA ANZ hosted a luncheon
on the same day.

▲ Sri Lanka welcomes the CA ANZ delegation

Front row (left to right): Richard Abas; Abbas Sethwala, head of integrated finance, Expolanka International (CA ANZ Sri Lanka
member); Sajeda Akbarally, chartered accountant and fitness instructor (CA ANZ Sri Lanka member); Lasantha Wickremasinghe,
president of the Institute of Chartered Accountants of Sri Lanka (CASL). Back row (left to right): Adrian Perera FCCA, chairman,
Member Network Panel, Sri Lanka; Aruna Alwis, CEO of CASL; Nilusha Ranasinghe, head of ACCA Sri Lanka.
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Kenyan connection
ACCA has signed a strategic partnership agreement with the
Institute of Certified Public Accountants of Kenya
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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 careers portal gives
guidance and lists job
vacancies worldwide.
Customer care
Fast and efficient
support around the
clock, by phone, email
and webchat.
Go to accaglobal.com/
memberbenefits

ACCA and the Institute of
Certified Public Accountants
of Kenya (ICPAK) signed
a strategic partnership
agreement last November
to work on collaborative
arrangements that will
strengthen the accountancy
profession in Kenya and
across the world.
ACCA president Brian
McEnery and ICPAK CEO
Patrick Ngumi signed the deal
on behalf of both bodies.
‘As professional bodies,
ACCA and ICPAK share

a mutually respected
relationship,’ said McEnery,
‘and this agreement
strengthens this relationship
for the benefit of our members
and students. We both
believe in the development
of the accountancy profession
locally and internationally,
and we work to promote
the public interest remit of
the profession.’
ACCA and ICPAK will work
together on:
exploring pathways to
membership of each

*

*

*

other’s organisation,
driving member growth
and supporting the
development of the
profession
developing opportunities
for ACCA and ICPAK
members across a range
of areas of mutual interest,
including CPD, workshops
and joint conferences
joint research and policy
initiatives with the aim
of enhancing the
reputation and influence
of the profession.

The future has arrived
The 13th edition of Accountancy Futures leads on ACCA’s major new
initiative ‘Professional accountants – the future’ and the report of the
same name, which looks at how the main drivers of change could shape
accounting over the next decade and beyond. The milestone changes to
the ACCA Qualification are also marked in the new edition. It also covers
whistleblowing, implementing BEPS action points, sustainability, audit
and hedonics. Visit insights.accaglobal.com to read edition 13 and to
download the app version.
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