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Presenter
Presentation Notes
Distinguished guests, ladies and gentlemen. I am delighted to be here with you to look at the issues facing the future of the accounting profession – and importantly the nature of Global Standards.As professional accountants, we share many common objectives, including the promotion of global capital markets, ensuring high quality financial reporting and auditing, and supporting the country to develop the infrastructure necessary to support long term sustainable growth. Today, I would like to discuss how we can continue to collaborate and work together to build a stronger, more stable global economy. Let me start by pointing out that professional accountants, with their roles in all sectors of the marketplace, from auditing public companies, to working inside business and industry, in government, the not-for-profile sector, and academia, play a fundamental role in the economic growth of countries around the world.One significant area in which we do this is through the promotion and adoption of a common set of high quality global standards, be it in financial reporting, auditing or sustainability. 
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About ACCA

• the global body for professional accountants

• core values of opportunity, diversity, 
innovation, integrity and accountability

• supporting our 154,000 members and 
432,000 students in 170 countries, helping 
them to develop successful careers in 
accounting and business, with the skills 
needed by employers.

Presenter
Presentation Notes
ACCA (the Association of Chartered Certified Accountants) is the global body for professional accountants. We aim to offer business-relevant, first-choice qualifications to people of application, ability and ambition around the world who seek a rewarding career in accountancy, finance and management.  Founded in 1904, ACCA has consistently held unique core values: opportunity, diversity, innovation, integrity and accountability. We believe that accountants bring value to economies in all stages of development. We aim to develop capacity in the profession and encourage the adoption of global standards. Our values are aligned to the needs of employers in all sectors and we ensure that, through our qualifications, we prepare accountants for business. We seek to open up the profession to people of all backgrounds and remove artificial barriers, innovating our qualifications and their delivery to meet the diverse needs of trainee professionals and their employers.  To achieve this we work with global bodies such as the International Federation of Accountants (IFAC) and with 71 global accountancy partnerships. Above all, we seek to bring long-term value to economies in which we develop and support professional accountants. We support our 147,000 members and 424,000 students in 170 countries, helping them to develop successful careers in accounting and business, with the skills needed by employers. We work through a network of 83 offices and centres. ACCA works in the public interest, assuring that its members are appropriately regulated for the work they carry out and, promoting principles-based approaches to regulation. We actively seek to enhance the public value of accounting in society through international research and we take a progressive stance on global issues to ensure accountancy as a profession continues to grow in reputation and influence. 
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The Edinburgh Group.

Presenter
Presentation Notes
the EG is a global alliance of 141 accountancy bodies which aims to champion issues facing professional accountants in business, small medium-sized enterprises (SMEs), small medium-sized accountancy practices (SMPs) and developing nations within the International Federation of Accountants (IFAC). We represent approximately 900,000 professional accountants across the world. We aim to ensure that all sectors of the accountancy profession are represented in the International Federation of Accountants (IFAC) in a proportionate, balanced manner and that the diverse character of the profession is reflected in its work. We also collaborate and engage with influential organisations to promote key issues.The Association of Chartered Certified Accountants (ACCA), Corpul Expertilor Contabili si Contabililor Autorizati din Romania (CECCAR), Certified General Accountants of Canada (CGA Canada), Consiglio Nazionale dei Dottori Commercialisti e degli Esperti Contabili (CNDCEC), CPA Australia, The Eastern Central and Southern African Federation of Accountants (ECSAFA), Interamerican Accounting Association (IAA), Institute of Chartered Accountants of India (ICAI), Institute of Certified Public Accountants in Ireland (CPA), Institute of Certified Public Accountants in Israel (CPA), Ordre des Experts Comptables de Tunisie (OECT), Royal NIVRA, The South African Institute of Professional Accountants (SAIPA), TURMOB (Turkey)
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Vision of the Edinburgh Group

• To provide a forum of exchange of views between parties interested 
in the international advancement of the accounting profession (with 
the emphasis on SMPs/SMEs and developing countries).

• To ensure that the proper balance of interests between the sectors 
of the profession is represented at IFAC.

• To explore collaboration between the members of the Group in the 
interest of their constituents.

• To develop policy on key issues of interest to the Group which IFAC 
should be addressing but is not yet doing so.

• To act as the spokesperson for the profession on SMP/SMEs and 
SMP/SME related issues.

• To promote the interests of developing countries global body for 
professional accountants

Presenter
Presentation Notes
The International Federation of Accountants is the body that is charged with finding acceptable solutions to these issues. Yet the perspective most often heard at the IFAC Board and in IFAC committees is the perspective of big business and the major international accounting firms. In 2000, a small group of IFAC member-bodies met in Edinburgh to discuss this problem and suggest ways of raising the profile of the SME and SMP sectors within IFAC. This informal group began meeting regularly in person and by conference call and became known as The Edinburgh Group. In 2004, the Group adopted a formal constitution which incorporated the vision and objectives of the Group.Under its constitution, the vision of the Edinburgh Group is to seek: (points listed on the slide)The Character of the Group is inclusive rather than exclusive. In past meeting, IAI has also be represented by Pak Ahmadi Hadibroto, IFAC Board Member, in a number of meetings.  
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Global Economic 
Briefing - 2013.

Presenter
Presentation Notes
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In 2008.

Why did nobody 
notice it?

(the financial crisis)

Presenter
Presentation Notes
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(only) four years later!
3 reasons:
1.Financial crises were like 
earthquakes and flu pandemics 
and, because they are rare 
events, they are difficult to 
predict.

2.There was a new paradigm 
where people thought that 
markets were efficient and risks 
could be managed better than 
before. People thought markets 
were efficient, people thought 
regulation wasn't necessary. 
Because the economy was 
stable there was this growing 
complacency.

3.People didn't realise just how 
interconnected the system had 
become

Sujeet Kapadia, 
Bank of England

Presenter
Presentation Notes
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Predictions for 2013?

• OECD
• Revised outlook for 2013 – growth only expected to be 1.4% 

(down from previous expected levels of 2.2%)
• Unemployment to rise to 8.2% globally (from 8.0% in 2012)
• Declining inflation from 2.1%
• Economic prospects very uncertain and highly dependent of a 

number of policy risks and systemic issues

• IMF
• Projected global growth of 3.6% in 2013
• Output expected to be sluggish in advanced economies but 

relatively solid in many emerging and developing economies. 
• Unemployment to remain elevated
• 1 in 6 change that global growth falls below 2%

• UN
• Global growth prediction of 2.4% in 2013 (down from 2.7% 6 

months ago)
• South East Asia – expected 6% growth in 2013 (only 5.5% in 

2012)

Presenter
Presentation Notes
OECD – 27th November report – Org for Economic Cooperation and DevelopmentIMF – World Economic Outlook – October 2012UN World Economic Situation and Prospects Report – Dec 2012 - Debt crises in Europe and the United States and a slowdown in China could all plunge the world economy into recession, warned the UN's World Economic Situation and Prospects 2013 report.��"With existing policies and growth trends, it may take at least another five years for Europe and the United States to make up for the job losses caused by the Great Recession of 2008-2009," said the report.��Europe is trapped in a "vicious cycle" of debt, austerity, low growth and high unemployment, said the UN. Growth remains "meagre" in the United States -- 1.7 per cent predicted for 2013 -- while Japan is caught in "deflationary conditions" and its 2013 growth is predicted at 0.6 per cent.��The prospects for the next two years look bleak, said Robert Vos, the lead writer for the UN report.��"A worsening of the euro area crisis, the 'fiscal cliff' in the United States and a hard landing in China could cause a new global recession," he said.��Each of the risks could cause a loss of between one and three per cent of of global output, Vos warned.�
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So why all the different 
predictions?
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Answer:

Uncertainty

Presenter
Presentation Notes
A general feeling of uncertainty now pervades our economy. If uncertainty could be decreased, the recovery could well turn out stronger than currently forecast. Key reason is that policies in the major advanced economies have not rebuilt confidence in medium-term prospects. Tail risks, such as those relating to the euro area, China’s hard landing, or the US fiscal cliff all continue to preoccupy investors. Low growth and uncertainty in advanced economies are affecting emerging market and developing economies, through both trade and financial channels. An effective policy response in major advanced economies is the key to improving prospects and inspiring more confidence about the future. 
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Some causes of the uncertainty

• The persistent Eurozone challenges and 
the debt crisis

• US Fiscal Cliff

• Continuing high unemployment

• Hard landing in China?

Presenter
Presentation Notes
Eurozone:With existing policies and growth trends, it may take at least another five years for Europe and the United States to make up for the job losses caused by the Great Recession of 2008-2009," said the report.��Europe is trapped in a "vicious cycle" of debt, austerity, low growth and high unemploymentEmergency loans – European Stability Mechanism – unlocked 44 billion to GreeceThe euro zone is facing two years of economic contraction.In the Eurozone, a complete bank union is needed for the longer term; direct ESM injections into banks are necessary in the short term. This will help reduce the uncertainty and strengthen the confidence in Europe and in Greece. Need for the Eurozone structural reforms to boost growth by removing obstacles to investment and efficiency in service sectors. US Fiscal Cliff – Another threat to business activity worldwide is a potentially catastrophic budget standoff in the US, where automatic tax increases and spending cuts are to take effect in January unless the Dems and Reps lawmakers can come to a compromise. Need to raise federal debt ceiling in a timely manner and to restore fiscal sustainabilityThe world’s economic fortunes thus hang next year in large part on the ability of the political leaders in Europe and the US to deal with a crippling combination of unsustainable debt and cramped business activity
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ACCA/IMA Global 
Survey of Finance 

Leaders - Observations.

Presenter
Presentation Notes
A new survey by ACCA (the Association of Chartered Certified Accountants) and IMA® (the Institute of Management Accountants) shows that cost reduction, financial control, and the emerging responsibility of forecasting are the top three priorities for today’s finance leaders. IMA® (Institute of Management Accountants), the association for accountants and financial professionals in business, is one of the largest and most respected associations focused exclusively on advancing the management accounting professionThe finance professionals surveyed for the December 2012 Finance Leaders Survey Report revealed that while they need to continue to firmly control the cost base, they must also sustain their businesses’ growth strategies by providing business insight to support decision making. Respondents answered that their biggest challenge is coping with 'too many finance priorities.'
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1. current priorities in the finance function
2. the effectiveness of the finance function
3. finance function challenges
4. the importance of different skills
5. identification of key stakeholders
6. how finance leaders apportion their time.

Views sought on six key issues:

Presenter
Presentation Notes
The survey, jointly commissioned by ACCA and IMA, was undertaken in October 2012.In total 36l finance leaders including CFOs, finance directors, vice presidents of finance, and finance controllers responded to this survey, representing 46 countries. Respondents from organisations with a turnover of $1 billion or more made up 14% of the sample.The survey sought views on six key issues:current priorities in the finance function 2. the effectiveness of the finance function 3. finance function challenges 4. the importance of different skills 5. identification of key stakeholders 6. how finance leaders apportion their time.ACCA and IMA will be revisiting this research every six months to track sentiment and attitudes, which will build a picture of how these issues are evolving for the profession. 
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finance function priorities

Presenter
Presentation Notes
The survey results suggest that finance leaders identify a number of fundamental areas as key priorities. They suggest that finance leaders are counterbalancing some traditional gatekeeper responsibilities – including cost reduction, shoring up the control environment, ensuring appropriate levels of working capital, and managing risk – with emerging responsibilities in such areas as financial forecasting and providing business insight to support decision making. These results reflect the continuing uncertainty and volatility in the global economy, with finance leaders recognising the need for continuing fiscal constraints while also seeking a role for the finance function in supporting the business to drive growth strategies by providing better insight and financial forecasting, and increasing investment in analytical decision-making capability. This is a difficult balance to master, as the danger of over-zealous cost reduction can lead to capability deficiency. The survey results also suggest that, relatively speaking, the regulatory agenda, corporate finance and tax issues are regarded as slightly lower priorities. Investor relations is also further down the priority list, as is corporate social responsibility reporting. This is a relection of the emphasis that finance leaders are placing on the day-to-day operational business priorities rather than those issues falling entirely off the agenda. 
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effectiveness of the finance function

Presenter
Presentation Notes
So how effective do finance leaders perceive the finance function to be in dealing with current priorities? This survey reveals some interesting results – in areas of priority such as cost reduction, financial forecasting and providing business insight, finance leaders perceive the effectiveness of the finance function to be less than in other areas, particularly in comparison to traditional areas such as regulatory matters and corporate finance issues. Risk management also stands out as an area identified by finance leaders as not being the most effective, but still being a reasonably high priority. The results suggest some rebalance may be due to align the priorities of the finance function to ensuring capability in key areas. It also shows the need for the function to continue to understand its evolving role to develop the skills needed amongst finance staff.
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finance function challenges

Presenter
Presentation Notes
What barriers currently inhibit finance function effectiveness? At the top of the list is the existance of too many priorities for the finance function. This finding is entirely consistent with roundtables that ACCA and IMA have recently held in key locations around the world to discuss the changing role of the CFO. As one participant at the Moscow roundtable indicated, ‘The key question now is: how do I, as a CFO, prioritise when I have all these issues facing me? I can’t do all this all the time’. The key challenge for today’s CFOs is prioritising the multiple expectations placed on them. Poor finance IT infrastructure is also a key barrier, as many finance functions continue to work across multiple ERP systems, and continue to spend more time manually reworking system data rather than on providing insight into the implications of the numbers for the business. This barrier is related to another barrier to effectiveness: the need to meet the increasing demands for management information, through both traditional analysis and newer techniques such as the use of predictive analytics. As a participant indicated in the recent CFO roundtable in Shanghai, ‘We need to be able to rely on our data to a much greater extent, to get out of it insights to take our conversations to the next level, especially in an increasingly global and competitive environment.’ Investing in better finance IT systems will help enable the finance function to provide these insights. Overcoming this barrier will provide finance leaders with an opportunity to assume the role of business partner with senior management as they provide the information needed to compete in an increasingly competitive business environment. It will require true partnership between finance and IT leaders. The increased demand for management information from the organisation, the need to cut through complexity and help with decision making, together with cost reduction pressures on the finance function combine to present a challenging environment for finance leaders. What is again interesting about the survey results is the relative de-prioritisation of issues relating to regulation and external requirements (governance and investor relations). 
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importance of different skills

Presenter
Presentation Notes
What are the skills deemed most important by finance leaders now? In line with the findings on the priorities of the finance function, financial planning and analysis skills are identified as the highest priority for finance leaders. This is followed by communication and influencing skills as finance leaders seek to extend the reputation and role of the finance function in supporting the business. These findings again correlate with results from the recent CFO roundtables held by ACCA and IMA, where communication skills were cited as highly important, and the breadth of stakeholder engagement for finance leaders required an ability to ‘speak the same language’. Finance leaders also clearly see a need to bring a knowledge of the business to their role. This is not surprising given the volatile environment and the pressure on the finance function to support the organisation in decision making. Insight into an organisation’s industry as well as understanding business risks were both identified as being important. This reinforces the point that finance leaders need to understand a business and its environment to help increase value, particularly as the markets in which organisations operate continue to evolve. Traditional finance skills, including finance technology skills, knowledge of regulatory and external reporting requirements, and specialised skills in tax and treasury, were deemed to be of relatively less importance. In part, this is a reflection of the changing role of the CFO in the organisation, from the traditional reporting role to one where decision analysis and support have a much greater part. It is also a reflection of current priorities in response to the external environment.
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key stakeholders

Presenter
Presentation Notes
Who are the stakeholders finance leaders see as most important? Here there is some change from what one might expect. While the most vital relationships are those with traditional finance stakeholders – auditors and the banks – customers and suppliers are also high on the priority list, the implication being that CFOs and other finance leaders need the business interface and interaction with broader business stakeholders to perform their roles effectively. The increasing desire of organisations to drive efficiencies through their entire supply chain is expected to accelerate this change. Equally of note is that media and CSR groups are identified as the least important stakeholders. While there has been growing recognition of the increasing breadth of stakeholder engagement required in senior finance roles, these results suggest that finance’s traditional partners remain important. 
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how finance leaders apportion their time

Presenter
Presentation Notes
Given the priorities of the finance function, how are finance leaders apportioning their time across the different areas of the function? The survey suggests that finance leaders are spending almost one third of their time on business analysis issues such as financial planning and insight for decision making. Again these findings correlate with the priorities of the finance function that finance leaders see and is further evidence that they are heavily focused on helping manage the businesses day to day operational priorities and decision making. Finance operations is the second key area where time is spent, which aligns to the priorities of continuing to control cost, providing effective forecasting and managing working capital. These findings really suggest a primary focus for finance leaders around the core priorities of finance operations and driving insight and analysis to support decision making, reflecting the challenging environment. The remainder of finance leaders’ time according to the survey is spent almost equally across the other areas of risk management, statutory reporting, strategy development 'Challenges for CFOs and other finance leaders centre on prioritising the demands on the finance function. This is top of their concerns, followed by poor finance IT capability to managing increasing demands from the organisation for management information. And the report poses a thought-provoking question for the global profession: because the finance function’s effectiveness is tested by so many priorities and challenges, do CFOs have the capacity or the capability to meet all the demands placed on them? The report asserts there is a need for companies to focus on the evolving role of the finance function and develop broader skills among finance staff. Traditional skills, such as financial planning and analysis, are a must for finance leaders, but we know that they need to bring much more to the table, particularly capabilities such as communication skills, influencing skills, and a deep understanding of the business environment
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ACCA/IMA 
Global Economic 

Conditions Survey.

Presenter
Presentation Notes
The Q3 2012 edition of the survey, the 15th to date, received responses from 2,550 finance professionals around the world, including 966 senior managers and directors. Fieldwork took place between 13 September and 2 October 2012. 
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business confidence falls again as the real 
economy takes a hit

Presenter
Presentation Notes
The third quarter of 2012 was not an easy time for the global economy, with all three of this survey’s key indices down from the previous quarter. Only 19% of the global sample reported confidence gains in the third quarter (down from 21%), against 41% (up from 39%) who reported losses of confidence. From a historical perspective these results are consistent with a fall in the output of OECD countries and a slowdown in emerging markets. The downturn is also firmly focused on the real economy. Small and medium-sized enterprises appear to have been the worst hit, followed by the public sector, large corporates, nonprofits and small financials. A comparison with the full historical series suggests that levels of business confidence are up from the lows of late 2011, and roughly similar to those seen just over a year ago. As a result of deteriorating fundamentals, perceptions of the state of the recovery have also shifted. Over half (67%, up from 64%) of the global sample now believe that the global recovery is stagnating or reversing, against 29% (down from 31%) who believe it’s turned a corner. For the first time in about a year, professionals around the world are reporting significantly less faith in governments. 
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continued uncertainty in Asia but a glimmer 
of hope in Europe

Presenter
Presentation Notes
most regions saw a fall in business confidence, with the Asia-Pacific region particularly still affected by the slowdown in China. In fact, it appears that the main source of pessimism is not respondents in China themselves – here the pace of the downturn has slowed (See Figure 3). Rather, it is neighbouring countries which are being hit by the Chinese downturn and the persistently sluggish recovery of Western economies with some delay. We note, however, that South Asia has resisted this trend and achieved a rebound – mostly as a result of significant fiscal and monetary intervention .In the world’s largest economy, the US, uncertainty was fuelled by the upcoming presidential elections, and the growing sense that efforts to address the two major US fiscal challenges, debt sustainability and the Fiscal Cliff, were put on hold. Western Europe also saw a significant bounce in sentiment. Verbatim responses in Europe suggest that respondents here are, for the first time, beginning to see a credible plan to resolve the region’s sovereign debt crisis – the promise of a more active role for the European Central Bank (ECB) as well as continuing efforts towards fiscal integration are making an impression. In fact, after controlling for the stark fundamentals, Greece was one of the countries with the most notable rise in business confidence in Q3. Finally, after overtaking Africa in the previous quarter, the Middle East is now the most confident of the GECS regions, with 30% of respondents here reporting confidence gains and 52% believing the state of the global economy is improving. Africa, on the other hand, continues to slow down 
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investment falls across the region but 
promising signs emerge

Presenter
Presentation Notes
Capital spending fell around the world in the third quarter of 2012, with 29% of respondents reporting that their organisations were scaling back capital spending and only 6% reporting that they were increasing investment. Respondents in Central and Eastern Europe as well as South Asia reported a substantial fall in capital spending, despite more investment opportunities arising and (at least in South Asia) a substantial increase in the amount of government support. The reason for this appears to have been a much tighter supply of finance for investment. In the Americas and the Middle East, capital spending also fell sharply, but here respondents cited fewer investment opportunities as well. In the rest of the regions, however, access to finance for capital spending improved in the third quarter of 2012 – this includes Asia-Pacific and Africa, but also Western Europe, suggesting that investment should stabilise in the next quarter. In fact, investment appears to have increased in hard-hit Ireland, and to have at least stabilised in China. 
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businesses face global cash flow squeeze

Presenter
Presentation Notes
As discussed earlier, the fall in business confidence in the third quarter of 2012 has been mostly due to changes in the fundamentals, as opposed to sentiment. As figure 9 shows, there has been a clear reversal in the business climate, with demand once again overtaking inflation to become the top business challenge facing our global sample and most indicators of business challenges going up. More worryingly, there appears to be a consistent trend towards greater cashflow stress at the global level, with respondents reporting problems accessing finance, rising incidence of late payments and increasing concerns about suppliers and customers going out of business. Cashflow stress appears to have grown particularly in the last quarter for small businesses (fewer than 50 employees) globally as well as large corporates and public sector entities in the emerging markets, and does not appear to be a result of fiscal policy. 
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final remarks about the latest edition of the 
Global Economics Conditions Survey –
Q3/2012

Presenter
Presentation Notes
The third quarter of 2012 has offered little fresh hope for the global economic recovery, with all three of the main GECS indices moving downwards and most major markets reporting a loss of confidence. This quarter has seen business confidence fall for all the right reasons. Around the world, and with few exceptions, the fundamentals of the business environment are deteriorating, and businesses are once again having the kinds of liquidity problems we thought we had put behind us. Investment is down, often despite substantial opportunities, due to a tightening supply of finance. Politics have influenced economic conditions very strongly, with elections or political instability putting investment decisions on hold in many countries. The US presidential election has arguably been the most significant of the political influences on economic conditions in Q3 2012, but its aftermath may be even more significant. Many GECS respondents felt that a lot of crucial issues, such as dealing with the Fiscal Cliff and debt sustainability, were put on hold ahead of the elections, but they will still have to be dealt with in late 2012. One theme that emerges clearly from respondents’ views around the world is the interconnectedness of the global economy. The slowdown in Asia; the Eurozone debt crisis; the sluggish US recovery and pre-election uncertainty; all are feeding into each other and no region is unaffected; in fact, the degree to which movements in the GECS indices are synchronised between regions is uncanny. In this uncertain environment, governments are coming up against increased criticism, and as the sluggish recovery continues to lose pace the pressure on them to increase spending is mounting, just as their ability to do so dwindles. The window for fiscal stimulus may prove to be particularly narrow. There are, however, reasons to be optimistic: Europe’s debt crisis showed signs of being contained in the third quarter, at least for the time being, and finance for investment is being unlocked in many parts of the world. Most importantly, accountants are reporting a steady flow of business and investment opportunities. For professional accountants, a global economic recovery that hinges on the fundamentals, as opposed to sentiment, is a chance to shine as creators and preservers of value. Helping businesses access and manage finance, control costs and prioritise sound investments is the order of the day, and it is what they do best. 
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The Indonesian Outlook.
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but first, an observation.

OUT

IN

Presenter
Presentation Notes
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Indonesia in 2013

• Expecting 6.8% growth (Ministry of 
Finance) – the World Bank expects 6.3%

• Strong domestic consumption and 
investment will be the main drivers of 
growth 

• FDI reached an all time high in Q2 of 2012 
to Rp56 trillion (up 30% from same period 
last year)

• Inflation to be between 4.3% and 4.9% (as 
per KEN) – BI predicts 3.5% to 5.9%

• Exports will remain muted between 0 to 
0.2% of growth

Presenter
Presentation Notes
Domestic consumption – rising middle class, low borrowing costs spurring spending on cars, home and other goods. KEN – National Economic CommitteeThe pain of the global economic slowdown has been felt in the country’s decline in exports, while at the same time imports have been increasing, resulting in a widening current account deficit – set to continue in 2013
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Challenges Indonesia must navigate

• World Bank argues that government should 
redirect spending to capital and social 
expenditures – instead of unsustainable 
fuel subsidies

• Rising income inequality
• Infrastructure improvements required
• Ensure high quality human resource
• Protect the environment
• Maintaining resilience amidst global 

slowdown 
• World Bank emphasizes need for a “pro-

growth; pro-jobs; pro-poor and pro-
environment” path

Presenter
Presentation Notes
Domestic consumption – rising middle class, low borrowing costs spurring spending on cars, home and other goods. KEN – National Economic CommitteeThe pain of the global economic slowdown has been felt in the country’s decline in exports, while at the same time imports have been increasing, resulting in a widening current account deficit – set to continue in 2013Infrastructure improvements required – public infrastructure, traffic, manufacturing, investment in science & IT *Indonesia only spends 0.1% of GDP on R&D, compared to 2.5% in China and 2.7% in Singapore. Boost investment in infrastructure to raise growth prospects, both in the short term as a way to  insulate against a global slowing of growth and for the long-term benefits in boosting the supply capacity of economies. Rising income inequality – not just between rich and poor but also across regions. 
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What this means for our 
profession.

Presenter
Presentation Notes
Sir David Tweedie, the previous chairman of the IASB, used to say that the job of accounting is to keep capitalism honest and I couldn’t agree more. In our public capital markets, many people are working with other people’s money. The financial crisis has demonstrated how incredibly weak the checks and balances in the public capital markets can be. The banking system was allowed to get terribly risky and leveraged on the back of implicit and explicit state guarantees. We are living in the biggest credit bubble in history and five years after the outbreak of the crisis a global economic catastrophe remains a very possibility. In this globalised world we live in now, we cannot understate the important and critical role global standards play in ensuring efficient markets. 
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• Development, adoption and implementation 
of high-quality international standards

• Urgent focus on improved public sector 
reporting

• Enhanced focus on corporate governance

• The rise of integrated reporting

• Continued capacity building

Key matters for consideration

Presenter
Presentation Notes
Global standards have been driving innovation and been contributing to the growth of markets. Furthermore, global standards’ value and necessity have come into sharper focus in the age of globalisation. Today more than ever, the world needs global standards to enable the creation, monitoring and enhancing the value of products and services that will be used by a global market place. Global convergence is a critical part of finding global solutions. In a global economy with interconnected markets, there is a need for adoption of a single set of high quality audit and assurance, education and ethical standards to level the playing field. National or even regional solution are no longer viable. 
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• Global standards drive 
innovation and contribute to 
growth of markets. 

• Global standards’ value have 
come into sharper focus in this 
age of globalisation. 

• Global convergence is a critical 
part of finding global solutions. 

THE ROLE GLOBAL STANDARDS PLAY

Presenter
Presentation Notes
Global standards have been driving innovation and been contributing to the growth of markets. Furthermore, global standards’ value and necessity have come into sharper focus in the age of globalisation. Today more than ever, the world needs global standards to enable the creation, monitoring and enhancing the value of products and services that will be used by a global market place. Global convergence is a critical part of finding global solutions. In a global economy with interconnected markets, there is a need for adoption of a single set of high quality audit and assurance, education and ethical standards to level the playing field. National or even regional solution are no longer viable. 
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Accounting and Auditing 
Standards 

Convergence.

Presenter
Presentation Notes
A key development we face in today’s world is that of international accounting  and auditing standards convergence.The adoption of global standards will promote integrity and transparency amongst companies globally which is required to foster trust and confidence in global capital markets. High  quality financial information is the lifeblood of market-based economies. If the blood is of poor quality, then the body shuts down and the patient dies. It is the same with financial reporting. If investors cannot trust the numbers, the financial markets stop working. As I mentioned earlier, globalisation of the world economy has led to the usage of international standards used by the IASB and others (such as IAASB, etc). Capital no longer respects national borders. Investors seek diversification and investment opportunities on a global basis. 
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Need for standardised reporting 
• Lessons from Asian crisis in 
1997

• Current turbulent financial 
crisis have raised needs for 
greater transparency and 
credibility in reporting. 

• Increased interdependence of 
financial markets

• Cooperation around the 
world is vital!

Presenter
Presentation Notes
This is especially so since our experience with the Asian financial crisis of 1997/1998 and the more recent global economic downturn which taught us that there will be significant capital flight in unstable or unpredictable market conditions. In the wake of the turbulent financial crisis, global market participants raised serious concerns about the transparency and credibility of reporting standards in Asia. Whilst reliable and comparable financial information did not directly cause the financial crisis, the magnitude of the crisis could have been diminished had there been more reliable accounting and greater disclosure standards to serve as early warning signals to the market.  Asia-Pacific economies, cognizant of the concerns raised by the international community, and in an effort to conform to internationally accepted standards and best practices, begun requiring the implementation of IFRS standards. The increasing interdependence of financial markets and the realisation that global standards will provide a conducive environment in which international capital flows can take place at less cost has also been a factor in Asia-Pacific companies' greater acceptance of global standards. The world economy is truly globalised and we need to be able to compare company information regardless of geographical location.And  implementing a single global accounting standard is not something that one organisation can achieve by itself. Co-operation around the world is vital.The G20, the world’s primary group of economies, recognises the need for a single global accounting standard too. The standard they favour, and the standard ACCA favours, is the International Financial Reporting Standard – IFRS.



The role of the public 
sector.

Presenter
Presentation Notes
The sovereign debt crisis engulfing the EU and related government debt issues affecting the US and potentially other countries around the world, are cause for major concerns for the G-20. The failure of fiscal management in the public sector is widespread and has an impact that will far exceed the impacts of losses incurred by corporate failures such as Enron, WorldCom, Parmalat and Lehman Brothers. The problems highlighted by the sovereign debt crisis go deeper than the transparency or accountability of governments, and poor public finance management and public sector financial reporting. Urgent and fundamental work is required to consider the nature of institutional changes required to protect the public and protect investors in government bonds. Problems with public sector fiscal management and reporting are not confined to a small handful of European countries, but are widespread. There is a real danger of the current sovereign debt crisis, coupled with the fiscal challenges of aging populations, deepening into a global fiscal crisis. It is therefore more urgent than ever that IFAC act in concert with other key financial and economic institutions to bring about a radical transformation in public financial management. A key element of this transformation is that governments must provide clear, comparable, and comprehensive information regarding the financial consequences of their economic, political and social decisions. 



• The adoption of accrual-based 
accounting by governments and 
public sector institutions –
promoting greater transparency 
and accountability

• Adoption and implementation of 
IPSAS.

• Global adoption of IPSAS will 
improve the resource allocation, 
accountability and long-term 
sustainability of the public sector. 

INTERNATIONAL PUBLIC SECTOR 
ACCOUNTING STANDARDS (IPSAS)

Presenter
Presentation Notes
A key issue for public sector financial reporting is that most governments still adhere to the cash basis standards of accounting and therefore provide minimal disclosures relative to that of public banks, investors and credit providers normally require from the private sector. Accrual accounting for the public sector will help: 1) promote greater transparency and accountability in PS finances. 2) Allows for the monitoring of government debt and liabilities for their true economic implications. IPSAS is issued by the IPASB. The adoption of IPSAS by governments worldwide will improve the quality of financial information reported by public entities, which is critical for the citizens, reporting by public entities which is critical for citizens, tax payers, investors and the general public to understand the full impact of decisions made by governments with respect to their financial performance, position and cash flows. Ultimately, this will restore confidence in government fiscal stability which is sorely lacking. 
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Enhancing Corporate 
Governance.

Presenter
Presentation Notes
There should also be measures to enhance the role of corporate governance as a matter of urgency. There are now 100 countries with at least one governance code. Development in governance is very much driven by reactions to the various events rather than by anything more thought through from a theoretical or systems perspective. In the case of emerging markets such as Indonesia, the enhancement of corporate governance, and the role accountants play in achieving this is vital to the proper functioning of the economy and also helping to alleviate the issues of graft and corruption.
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Saving
& loans
US
1980s

Maxwell 
1991

Many 
banks
2007/8

WorldCom
2002

Barings 
Bank
1995

Parmalat
2003

Enron 
2001

Cadbury Code 1992
Turbull 1999

Sarbanes-Oxley Act
2002

EC Directives and 
Recommendations
UK revised Code
2003

Frank-Dodds Act
EC Green paper
UK changes

COSO 1992

GOVERNANCE CORPORATE EVENTS AND 
REGULATORY RESPONSE

Presenter
Presentation Notes
The Cadbury Code in 1992 was the first governance code and many countries introduced their own codes based on it. Adrian Cadbury was chairman of the Cadbury Schweppes the confectionary and drinks business. It started as a family business in the early 1800s and had a strong non conformist Christian ethos which is reflected in the Code in the way it presumes that people want to do the right thing and will do so with the right encouragement. The encouragement was to set out guiding principles which companies should apply or say why they had not. It was believed that active investors, and peer pressure, would provide the additional incentive necessary to achieve good governance. This is very different from the strict legal approach in the USA. To a great extent I think the UK approach has worked.     Following the Savings and Loans banks failures in the 1980s, COSO published its integrated framework on internal control in 1992. The UK Turnbull report was the UK equivalent of COSO and was heavily influenced by it. COSO recognised that culture is the foundation of effective control. It says that ‘official policies specify what management says should happen. Culture determines what ACTUALLY happens, and which rules are followed, bent or ignored. This fact is fundamental but unfortunately most of the regulatory responses which followed Enron and the financial crisis have not addressed it.  The Sarbanes-Act has sections aimed to address almost each of the problems that came to light following Enron and WorldCom. The Act itself was quite good. Its problems were with how it was implemented. The requirement on internal control was sensible but unfortunately the SEC and PCAOB  adopted a highly formulaic approach which largely ignored the fact that humans do what they feel incentivised to do rather what they are told.     Jaap Winter strongly preferred the UK approach to that of the US. It is doubtful if the EC would have implemented any of his recommendations had Parmalat not happened. Following the accounting irregularities there, the EC implemented directives and recommendations on audit, board committees, independent directors, remuneration and disclosure of governance practice. Essentially, the EC adopted a slightly more prescriptive form of the UK approach with the emphasis on comply or explain rather than the US comply or fine or jail approach.More recently, we have seen the Frank Dodds Act to update SOX, EC Green Paper and changes in the UK
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ACCA AND CORPORATE GOVERNANCE

Presenter
Presentation Notes
Corporate governance and the credit crunch was one of the first reports to set out a broad systems view of what caused the credit crunch and explain it in a way most people could understand. We developed this in Risk and Reward: tempering the pursuit of profit. We discussed how regulation had unwittingly contributed to the financial crisis. We discussed how successive capital adequacy requirements encouraged banks to move risk off balance sheet and so create a shadow banking system. We talked about perverse incentives and the difficulty regulators have. We discussed some of the problems with reporting standards, such as fair value. We talked about what drives human behaviour and about our cognitive biases which make it very hard for us to manage risk properly. We discussed the importance of ethics and suggested how companies could assess their ethical health and report to shareholders on their culture.  Feedback on both papers was very positive around the world and I am starting an update which relates governance and risk management to our economic challenges. 
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ACCA AND RISK MANAGEMENT

Presenter
Presentation Notes
Corporate governance and the credit crunch was one of the first reports to set out a broad systems view of what caused the credit crunch and explain it in a way most people could understand. We developed this in Risk and Reward: tempering the pursuit of profit. We discussed how regulation had unwittingly contributed to the financial crisis. We discussed how successive capital adequacy requirements encouraged banks to move risk off balance sheet and so create a shadow banking system. We talked about perverse incentives and the difficulty regulators have. We discussed some of the problems with reporting standards, such as fair value. We talked about what drives human behaviour and about our cognitive biases which make it very hard for us to manage risk properly. We discussed the importance of ethics and suggested how companies could assess their ethical health and report to shareholders on their culture.  Feedback on both papers was very positive around the world and I am starting an update which relates governance and risk management to our economic challenges. 
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The rise of 
integrated 
reporting
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“…development that 
meets the needs of the 
present without 
compromising the ability 
of future generations to 
meet their own needs.”
Brundtland Report (1987)
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What is integrated reporting?
•It refers to the integrated representation of a 
company’s performance in terms of both 
financial and non-financial results.

•It addresses companies’ performance for a 
comprehensive set of factors – economic as 
well as social, environmental and governance 
and other relevant factors

•Integrated reporting provides greater context 
for performance data, clarifies how 
sustainability fits into the operations. 

•It is not the mere combining of an annual 
report with a sustainability report!
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In a nutshell

holistic reporting

connected reporting

integrated reporting

= FR + CSR + ESG ……

= financial + non-financial ……
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Why integrated reporting in essential

Reflects 
interconnected 
nature of ESG 
and financial 
factors

Links market 
context, company 
strategy & 
financial 
performance

Ensure non-
financial factors 
are taken into 
long term 
considerations

Prevent undue 
reliance on 
short-term 
financial 
metrics

Ensure 
sustainability is 
embedded into 
and aligned 
with business 

Provides a 
signalling effect 
within the 
organisation 
and to the 
market
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“…The objective of the integrated 
reporting framework is to assist 
companies in enhancing the quality 
of their corporate reports so as to 
provide a more strategic picture of 
the issues that are critical to a 
company’s long term sustainability 
and success.”
Paul Druckman, Advisory Group,
Princes’ Accounting for Sustainability

Presenter
Presentation Notes
Integrated reporting provides a means to reflect the connections between economic, social, environmental, governance and financial factors and their impact on the long term performance of a company.The International Integrated Reporting Committee (IIRC), is a powerful, international cross section of leaders from the corporate, investment, accounting, securities, regulatory, academic and standard-setting sectors as well as civil society (including China).IIRC’s goal is to create a globally accepted integrated reporting framework which brings together financial, environmental, social and governance information in a clear, concise, consistent and comparable format. The aim is to help with the development of more comprehensive and comprehensible information about organisations, prospective as well as retrospective, to meet the needs of a more sustainable, global economy.
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In the words of the 
Prince of Wales, we are 
at present, “battling to 
meet 21st century 
challenges with, at best, 
20th century decision 
making and reporting 
systems”.
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Ethics & 
The value of audit.

Presenter
Presentation Notes
Finally, I’d like to look at two issues that came under the microscope during the recent financial crisis: audit and ethics.The crisis has led to some mutterings regarding the future of both audit and ethics. People are asking: are they relevant for our future?Quite simply, yes they are.The value of audit and the need for an ethical approach in business are two things that ACCA firmly believe in.
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Generating value from audit
• One of ACCA’s core research 
themes

• Audit needs to develop further. 

• The profession needs to develop 
its approach to larger entity 
audits by paying more attention to 
a wider circle of stakeholders. 

• Business should view extension 
of audit as an opportunity and not 
as a threat.  

Presenter
Presentation Notes
The value of audit, and particularly how it can be improved, is an issue that we take very seriously. Along with access to finance for businesses, the value accountants can provide businesses, and business sustainability, the value of audit is one of our core research themes.It is important that we speak up on behalf of audit – it has come in for some criticism and perhaps our profession hasn’t stuck up enough for it recently.In the absence of a unified and determined defence, audit has been tarred with the label of ‘red tape’ and undermined by an upwards creep of the audit threshold.Yes, audit does need to develop but this does not mean that audit is ‘broken’.The accountancy profession should develop its approach to larger-entity audits by paying more attention to a wider circle of stakeholders than purely current or future investors.The scope of audit should be extended from just giving an opinion on financial statements, to engaging with clients on issues such as risk management, the role of corporate governance, and testing the underlying assumptions made in an organisation’s business model.Businesses shouldn’t see an extension of audit as a threat, but rather an opportunity to enhance the security of their business’ future.Audit isn’t something to be shunted off to one side, to be turned into a niche subset of accountancy, or to be turned into a quasi-regulatory role. Audit is vital to the development of individual accountants, providing insight and experiences of business models, as well as engendering healthy values of professional scepticism and independence.
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Ethics is key
• Ethics is vital for audit to be 
effective. 

• Success of ethical rules and 
principles is entirely dependent 
on those who are supposed to 
abide by them. 

• Fundamental to eradicating 
corruption. 

Presenter
Presentation Notes
One of the reasons that audit has become vulnerable to criticism after the financial crisis is that business ethics appeared to have gone missing during it. This, I stress, was not the fault of the auditors.Take Lehman Brothers, for example. By picking and choosing the accounting standards and legal jurisdictions that suited them, they were able to move debt on and off their balance sheets at will.Ethical? Maybe not, but Lehman never broke any rules.The success of ethical rules and principles is entirely dependent on those that are supposed to abide by them. Rules and regulations create loopholes for the unscrupulous, while principles create ambiguity and confusion for those unsure of what is right or wrong.
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Continued capacity 
building.
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• People skills should be commensurate with economic 
growth and to move up the value chain – from agriculture 
to manufacturing and services 

• Training and development of people to ensure the 
country has the right people to support development

• A strong and sustainable national body and regulators 
supported by the Ministry of Finance

• In Indonesia – Public Accountants Bill and proposed 
Financial Reporting Act

• Continued collaboration and partnership 
• Promote the profession to the youth of today to attract 

the brightest talent

Key areas of focus

Presenter
Presentation Notes




The global body for professional accountants

The future.

Presenter
Presentation Notes
Ethics, risk, reporting
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100 DRIVERS OF CHANGE

Presenter
Presentation Notes
At ACCA, we recently published a report that looked at 100 drivers of change for the global accountancy professionWe looked at:- The drivers of change that are expected to have an impact on global accountants and businesses The ‘so what’ implications of the drivers on the profession and on businessesWhat the key action imperatives are to respond to the driver and their impacts and How accountants might respond to those action imperatives.I will highlight some of the key findings and look at how they could impact the audit profession worldwide
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FORCES SHAPING THE PROFESSION

1. Trust and reporting 
2. Regulatory expectations
3. Standards and practices
4. Intelligent systems and big data
5. Organisational remit 

Presenter
Presentation Notes
Firstly, we highlighted the key forces shaping the professionTrust and reportingPressures are put on the accountancy profession to strengthen its public image and go beyond current financial reporting practices to provide a more transparent, simplified but holistic picture of a firm’s health and prospects.Regulatory expectations An increasing regulatory burden drives up the cost of compliance. Standards and practices There is a drive to globalise accounting standards and practices. Intelligent systems and big dataThere is potential to use intelligent systems, data mining and predictive analytics to exploit the repositories of ‘big data’ that firms are amassing and as a result transform both the operational and interpretative elements of accountancy and audit.Organisational remit There are increasing expectations that the CFO and accountancy function should play a far greater role in everything from strategic decision making to the design of new revenue models. In the longer term, the accountancy function is expected to play an ever more central role in developing and evaluating business models and pricing strategies. An enlarged long-term remit in M&A activity is also envisaged. This will of course impact the audit
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IMPERATIVES FOR THE GLOBAL 
ACCOUNTANCY PROFESSION

1. Embrace an enlarged strategic and 
commercial role 

2. Establish trust and ethical leadership
3. Focus on a holistic view of complexity, 

risk and performance
4. Develop a global orientation 
5. Reinvent the talent pool

5

Presenter
Presentation Notes
So what does the accountancy profession need to do to adapt and address the expectationsEmbrace an enlarged strategic and commercial roleAs businesses adapt to a turbulent environment, opportunities are emerging for accountants to assume a far greater organisational remit. The potential exists to leverage the capabilities of the accountant across all aspects of corporate decision making, from strategy formulation through to defining new business models. Establish trust and ethical leadership The profession needs to be seen to be addressing clear public concerns. According to the research conducted for this report, there is a perception that the profession could do more to highlight and prevent everything from small-scale financial irregularities through to the major systemic failures that helped cause the global financial crisis and the ensuing economic uncertainty. Focus on a holistic view of complexity, risk and performance There is growing consensus on the need for reporting to provide a firm-wide view of organisational health, performance and prospects. Such a holistic perspective must acknowledge the complexity of modern business and encompass financial and non-financial indicators of a firm’s status and potential.Develop a global orientation The pace of global expansion of firms from developed and developing markets alike is placing the spotlight on accountancy’s ability to master the technical, language and cultural challenges of cross-border operations.Reinvent the talent pool The diverse range of demands and impacts on the profession is forcing a rethink of everything from training and development through to the type of people being recruited. Characteristics such as entrepreneurial spirit, curiosity, creativity and strategic thinking skills could assume far more significance in the selection of tomorrow’s accountants.
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Conclusion.

Presenter
Presentation Notes
The types of changes and developments I have been talking about are pretty vast. We cannot address them alone or individually.As countries around the world once again consider strategies to promote stability and stimulate growth, the interconnectedness of our economies, and how they are managed and regulated, is now firmly in the spotlight. The development of the global accountancy profession has benefited from, and in turn contributed greatly to, the development of this interconnected global economy. The fortunes of the two are tied. ACCA will continue to work closely with IAI  closely and continue to consider the challenges ahead for the global economy, and focus on equipping professional accountants for the uncertain future.At this crossroads for the world economy, the accountancy profession is positioned to take a leadership role in helping to steer our way out of the financial crisis: through high-quality accounting and auditing standards; through high-quality ethical standards; through the focus on sustainability and implementation of robust governance codes and standards; through the cooperation between organisations such as IAI, ACCA and others; and always, with public interest as our guide. Thank you. 
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Thanks!
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CONTACT
Reza Ali
reza.ali@accaglobal.com
www.accaglobal.com
www.facebook.com/ACCA.Indonesia 
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