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WELCOME
he American Institute of CPAs and
the Chartered Institute of Management
Accountants created this publication
to coincide with the launch of
the Chartered Global Management
Accountant.
We believe that the groundbreaking joint venture
between the AICPA and CIMA provides a tremendous
opportunity to the accounting profession. We are
advancing the profession of management accounting
and dramatically expanding the reach of our respective
organisations and audiences. Together, the new joint
venture is the world’s most powerful voice for accountants
working in business.
We operate in an increasingly global environment,
where change is the only constant. Emerging technologies
are transforming entire sectors of business, while disruptive
technologies increase risk exposure. The economic ascent
of Asia and South America has become established fact,
and Africa appears to be on the rise. Regulatory regimes
in the United States, Britain and elsewhere have taken on
a global reach; economic prosperity is spreading, albeit
imperfectly, to hundreds of millions of people around the
world. Disciplines developed in one part of the world are
now core competencies for business leaders in all regions.
And our profession is changing, too. Our increasingly

T

CHARLES tilley

FCMA, CGMA
chief executive, cima

complex business environment has elevated the need for
strong strategic partners who drive sustainable business
success. Management accountants are these partners.
Management accountants can be trusted to provide an
objective view of performance and strategic alternatives,
thereby guiding critical business decisions. Moreover,
given the new importance of nonfinancial reporting and
organisations’ need for reliable information to successfully
and quickly navigate business challenges, today
management accountants are positioned to achieve even
greater significance in building sustainable businesses.
CGMA Magazine – debuting in print but hereafter
available exclusively at www.cgmamagazine.org –
will keep CGMAs informed about these dynamic
forces shaping the world. Every week, in-depth articles
and videos will highlight global trends, challenges and
opportunities. And every weekday, readers will find
the latest news from around the world in the areas of
corporate finance, economics and business. The website
will be available only to members who have earned the
right to use the CGMA designation.
Visit the magazine daily at www.cgmamagazine.org
to keep abreast of the global changes that affect your
business, to learn ideas and practical tips that will help
every day and to share insights with a global community
of expert peers.
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president & ceo, aicpa
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figuring out...

US & EU commercial
activity in china
EU
US

967 1,132
V

Funded by
US companies

Funded by
EU companies

US-China private
commercial
services exports

EU-China
commercial
services exports

(excluding military
and government)

(excluding
government services)

2009

2010

US-China
goods exports

Sources: Chinese Ministry of Commerce, Office of the US Trade Representative, European Commission Directorate General for Trade.
Note: Euro-dollar conversions based on December 31 exchange rate in given year.
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2009

(€113.1 billion)

$149.9 billion

$118.1 billion

(€82.4 billion)

$91.9 billion

2009

$69.5 billion

$26.7 billion

2008

(€18.6 billion)

2009

(€20.2 billion)

2008

$28.5 billion

( January to August 2011)

$15.7 billion

Number of newly established
enterprises in China

$15.1 billion

china

2010

EU-China
goods exports
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thirsty
planet

business responses to water scarcity

Picture: Getty Images

The Earth is fast careening toward a water crisis. Sandra Rapacioli,
CIMA’s head of sustainability, reports on preventative measures under way.
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hile many of us take the availability
of clean water for granted, water
scarcity is becoming a critical issue
in many parts of the world, with
far-reaching social, environmental and
economic implications. Two-thirds of
the world’s population will live in
water-stressed areas by 2025, according to the United
Nations. Water shortages are already having severe
impacts on companies, and management accountants have
a key role in helping companies manage this challenge, as
outlined in the new CGMA report Thirsty Planet: business
responses to water scarcity.
Water-intensive industries, such as beverages, mining and
agriculture, are most at risk, and this is where we find
many of the companies that are leading the discussion and
implementation of water sustainability. But even companies
in sectors less obviously in danger must consider the
potential threat to their business models. Shortages, price
increases, tighter legislation and disillusioned customers
can threaten business models that have traditionally
performed well.
Water scarcity can also provide new business
opportunities. It is therefore in any company’s long-term
interests to ensure that it is prepared for this challenge.

W

Four strategies

Many companies have started to respond seriously to
this issue. In our report, we look at how companies,
including the beverage companies Coca-Cola and
Vittel, mining giant Rio Tinto, shoe and apparel maker
Puma, and South African retailer Woolworths, are
measuring and reducing their water consumption, within
both their operations and supply chains (for more on

Puma’s efforts, see page 44).
Though strategic responses to water scarcity have only
started to emerge in the last few years, leading companies
share four common approaches:
Measuring water use and associated risk
Reducing water consumption
Understanding the true value of water
Engagement and disclosure
Several tools and frameworks have also been developed
in the past few years to help companies measure, manage
and report their water use. For example, Aqueduct
Alliance, set up by the US-based World Resources
Institute, has developed a database of tools that measure
and map water-related risks. The database includes water
stress maps donated by Coca-Cola in October 2011.
This is just one of the five water tools highlighted in
Thirsty Planet.

The finance professional’s role

Finance professionals are best placed to help their
companies weigh the implications and opportunities
presented by water scarcity. Management accountants
have the skills to help their companies create sustainable
business models. They can provide the right information
to understand the true cost of business and ensure that
today’s business decisions will continue to deliver
value in the long term. And by applying financial
rigour and “speaking the language” of business, they
can support the integration of sustainability initiatives
across the organisation.
Over the next few decades, businesses will face some
hard decisions about water. Management accountants
will play a key role in ensuring the sustainability of this
vital resource.

questions financial professionals should ask
As finance professionals become involved in water sustainability discussions within their organisations,
there are several key questions that should be considered:
How would
short- or long-term
water shortages
impact your
company’s
operations?

Has your
company traced
water inputs,
flows and outputs
throughout its
operations?

Has your company
analysed the water
usage and other
environmental
impacts all along
its supply chain?

Has your
company written
water management
plans for each
of its operational
centres?

How would price
increases for
water or other
diminishing
resources impact
operations?

Is your company
exploring the value
of water beyond
the purchase
or procurement
price?

cgmamagazine.org
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civetS
succeeding in the

With many developed countries facing economic stagnation,
developing countries are being targeted as some of the
markets most likely to deliver sustained growth. Learn about
the latest cluster to be branded as engines of global growth.
by Elliot wilson AND BEN SCHILLER

olombia, Indonesia, Vietnam, Egypt,
Turkey and South Africa are destined
to be a group others want to join. The
Economist Intelligence Unit (EIU)
coined the term “CIVETS” in 2009 to
refer to this group of emerging
economies ranked in a tier below the
powerhouse BRIC nations (Brazil, Russia, India and
China). So far they have not disappointed. The EIU
forecasts annual growth rates averaging 4.9% for the
CIVETS countries over the next two decades compared
with a lacklustre 1.8% for the rich G7 nations.
One hallmark of a CIVETS member is a growing
population that is young, technologically sophisticated,
consumption-driven and skills-hungry. The median age
is 27; in Egypt it is just 24. By comparison, the median
ages in the US and UK are 37 and 40, respectively.
Widely spread around the world, the CIVETS countries
are not a formal grouping, nor do they have any shared
political identity. But they do share a number of
similarities: Their economies are perceived to have
relatively sophisticated financial systems and not to be
over-reliant on any one industrial sector.
CIVETS countries differ widely politically, but their
geopolitical importance is already evident. Turkey,
straddling Asia and Europe, is inching toward EU
membership, while Egypt has been pivotal in the Arab
Spring movement, which is upending assumptions about,
and the status quo in, the Arab world.

C
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Indonesia is a commodities powerhouse and is seen as
diplomatically important thanks to its massive Muslim
population. And South Africa is exercising influence
through export of its novel corporate governance
requirements; these are helping shape the work to drive
business sustainability by the International Integrated
Reporting Council.
Their economies are currently growing at an average of
more than 6% a year, with Turkey in the vanguard. These
are the types of markets that growth-hungry capital
investors and multinational corporations dream of, each
boasting an emerging middle class ready and willing to
consume mid- and up-market products, with governments
that want to improve infrastructure, broaden their
industrial base, attract higher levels of foreign investment
and increase exports. HSBC Global Asset Management
launched the first CIVETS investment fund in 2011.
But doing business with the CIVETS countries also
poses problems. Regard for professional codes of ethics is
not firmly entrenched. Regulatory enforcement, too, is
often weak, and the overall business environment and
governance structures are frequently at odds with
Western norms.
Moreover, economic growth can expose chronic skill
shortages. With half the population under age 27, most
of the CIVETS nations will find that upskilling the
mass of their citizens is a daunting task. Whether it
can be achieved will be important in shaping their
long-term success.
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COLoMBIA
he third-most populous country in Latin
America, after Brazil and Mexico, Colombia is
already a key target for foreign investment.
Colombia’s recent history of drug-cartel
violence should no longer be a bar. The country now has
a stable economy (GDP hit $435 billion in 2010), growing
at just short of 5% a year.
Mining, machinery, and corporate and engineering
training (particularly in the energy sector) are expanding
fast. So are renewable energy, infrastructure,
environmental consultancy work and water treatment.
Notes Mike Sutton, head of international trading at the
Medellin-based investment fund Bolsa y Renta: “Growth
was stunted for years, but the government regained control
of the country’s affairs in the middle of the last decade.
Since then, foreign direct investment has increased
substantially and is probably where it should have been if
there hadn’t been any violence.”
According to the US State Department, between 2002
and 2008, homicides in Colombia decreased by 44%;
kidnappings by 88%; terrorist attacks by 79%; and attacks
on the country’s infrastructure by 60%. Nevertheless, the
perception of violence remains a sticking point.
But the country offers huge opportunities. In October
2011, the US followed the EU in sealing a free-trade
agreement with Colombia. The office of the US Trade
Representative forecasts that, when implemented, the
US-Colombia agreement will open up significant
opportunities in Colombia’s $166 billion services market.
Key US products will gain immediate duty-free access,
including almost all agricultural exports, construction
equipment, aircraft and parts, auto parts, information
technology equipment, and medical and scientific
equipment. The pact also enhances safeguards for
intellectual property.
Energy firms such as BP and Exxon have profited from
the sale of oil and gas; London-listed SABMiller created
the country’s largest brewer after buying Bavaria; Chinese
telecom equipment maker Huawei has targeted Colombia
as a growth market. India’s Hero MotoCorp is the biggest
seller of motorcycles in Colombia.

T

INDONESIA
ndonesia should, in many respects, be a
BRIC nation. The nation of islands is home
to 245 million people, boasts a $1.1 trillion
economy that grew 6% in 2010 and is on
track, the World Bank predicts, to expand by 6.5% in
2012 and 2013.
This, says Will Fletcher, head of marketing finance at an
international tobacco company in Indonesia, proves the
buoyancy of the local economy. “There’s a large amount
of wealth held by a small number of people, so the
potential for that to trickle down to other areas and other
people is massive,” he adds.
To be sure, the country lags behind many others in
welcoming foreign investments. Foreign firms importing
any of 500 types of goods into the country, from footwear
and toys to textiles and electronic products, need to
register as a foreign “PMA” corporation first. Add to that
the expense of a luxury tax and import duties. Several
sectors, notably fuel, lubricants and shipping, are
inaccessible to foreign companies.
But there are many reasons to do business here.
Indonesia may rank 129th in the World Bank’s Doing
Business 2012 report, but it scores higher for protecting
investors, trading across borders and dealing with
construction permits. A middle class that numbered under
2 million in 2004 is on track to hit 150 million in 2014.
Inevitably, consumer goods — from Research In Motion’s
BlackBerrys and Apple’s iPhones, to Piaggio and Vespa
scooters — sell like hotcakes here. Unilever is the country’s
leading fast-moving consumer goods firm. Indonesia is
Facebook’s second-largest market (the US is the largest),
and No. 3 globally in Twitter users. Key growth markets (if
permits can be secured) include infrastructure, from ports to
railways, life sciences (health-care equipment sales are
booming as incomes rise), mining, financial services,
toiletries and the creative-and-media space.
Fletcher recommends Western nationals have “an open
mind” when working in the country. “If you start taking a
Western company’s idea of process and you try and apply
that immediately to the local company environment, you
will start to see major bottlenecks.”

I
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Vietnam

EGYPT

ietnam is smaller than the other CIVETS
countries in economic terms (though its $277
billion GDP is growing at 7% a year) and has
yet to make the transition to full democracy.
Christopher Palmer, head of emerging markets at
Henderson Global Investors, describes it as “one of the
worst places to do business, anywhere”. Bureaucracy,
corruption and poor infrastructure can make this a
treacherous place to get things done. Defence equipment
and shipping are out of bounds for foreign companies, and
the textiles and energy sectors can only be entered via a
joint venture with a local partner. Vietnam ranks 166th in
the World Bank’s Doing Business 2012 report when it comes
to protecting investors.
But success stories do exist. The financial services
market is opening rapidly – Citi, HSBC and Standard
Chartered are all here in force. Vietnam is desperate to
develop its “soft skills”, creating opportunities for mid- to
high-end hotel chains, management and intellectual
property consultancy, as well as IT and outsourcing.
Consumer goods are also a key to success. Low-end
mobile phones sell well here, as do Indian and Japanese
scooters. Vietnam is becoming a key market for US
agriculture, helping to secure up to 28,000 American jobs,
according to the US Department of Agriculture.
Growth will come from industries such as science and
technology, hydrology, renewable energy, advertising,
marketing and English-language skills, but also in more
basic industries. With China fast becoming more
expensive for textile and apparel work, the likes of Spain’s
Inditex, owner of the Zara brand, and American clothing
chain Guess are moving production to Vietnam.
Ang Yue Lai, FCMA, CGMA, who has worked in the
country for eight years, says Vietnam’s strengths are its
large low-cost labour force and sizeable domestic market,
though he worries about overheating and currency
weakness. “Vietnam has developed more rapidly than the
government can handle or control, and this is having a
negative effect. In the long term, growth will depend on
how the government controls inflation, interest rates and
currency stability.”

t the end of 2011, the prospects for a stable
Egyptian democracy were still uncertain
following the revolution that toppled Hosni
Mubarak’s regime, and that uncertainty was
felt throughout the economy last year.
Egypt’s economy, worth about $500 billion in 2010, is
likely to have slowed if not contracted in 2011, whereas
forecasts before the revolution estimated GDP growth of
more than 5%. Meanwhile, inflation is on the rise and
ratings agencies have downgraded the nation’s debt.
“You need a democratic system for better governance
and accountability, but this has delayed economic
progress,” says Shady Makary, ACMA, CGMA, finance
director, Africa and the Middle East, at global consumer
goods group Unilever. “It’s going to be another year or
two before things are stabilised.” Still, he is broadly
optimistic. “We think 2012 will be crucial. We will have a
new president, a new parliament and a new constitution.”
It remains to be seen how investment-friendly the new
government, set to be put in place in mid-2012, will be.
But global investors’ hopes are high. Capital is flooding
into Egypt from global development banks and
well-wishing national governments, both keen to help, and
benefit from, a more democratic Egypt.
Egypt will need capital to rebuild its tired infrastructure
and expand its financial services base, its health and
educational facilities, and chemical and industrial plants,
and in developing skills in areas such as life sciences.
The British trade promotion body UK Trade &
Investment (UKTI) identifies construction, education and
training, energy, engineering, information technology, oil
and gas, and retail as sectors likely to see the greatest
growth in the future. Tourism, which before the revolution
accounted for more than 5% of GDP, will also return.
But in October, the UKTI warned of continued political
instability, leading to a questionable investment
environment. The agency noted court rulings that
re-nationalised three companies that had been privatised
under Mubarak.
Once stability returns, however, foreign firms are likely
to follow a growth story that’s only just begun.

V
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Turkey

South
Africa

urkey has a population of more than 70 million
and a hefty economy – $1.1 trillion and
growing at 8.2% in 2010, making it the world’s
16th-largest economy.
“During the last decade, economic development has
been stabilised with controlled inflation and boosted
foreign direct investments, initially from the US and the
EU, and lately from the Middle East. As a result, Turkey
has been less impacted in the economic crisis than
neighbouring countries,” says Cem Oztoprak, ACMA,
CGMA, head of decision support at Vodafone
Telekomunikasyon.
“It’s a large market,” adds Palmer of Henderson Global
Investors. “And as a ... European Union candidate, it has
lots of legal and institutional structures in place –
this is a real positive, though on the downside it’s an
economy subject to macroeconomic volatility and
boom-bust cycles.”
Although retail spending slowed somewhat in 2011, and
saturation is a fear, young people still buy higher-end
phones from Apple, Research In Motion and Samsung.
Mastercard recently launched its new smartphone-based
payment system here. Half the population is under 25, and
62 million own a cellphone.
Energy is a concern. Authorities have sought to privatise
the sector for years but overlicensing, corruption and low
regulatory standards have hampered this process.
In its Doing Business 2012 report, the World Bank noted
that it took 189 days and 24 licensing procedures to build
a warehouse, and that businesses faced long delays for
construction permits and insolvency decisions.
The new Turkish Commercial Code, to be introduced in
July, is designed to protect shareholders’ capital and beef
up corporate governance and transparency. But Chris
Knowles, chief operating officer at KPMG Turkey, advises
investors to wait and see how strictly the law is enforced.
“The issue in Turkey is that sometimes these things are
announced, but then there are delays and people change
their mind,” he says. “You need to be flexible, because
Turkish companies don’t have a history of robust
corporate governance or management reporting.”

outh Africa’s economy, at $524 billion and
growing at about 3.1% a year, may make it
only the third-largest of the CIVETS
countries in absolute terms. But a robust
stock market, a strong regulatory system and respected
political and institutional structures make this an
attractive place in which to invest.
South Africa adopted IFRS in 2005. In its 2011 Global
Competitiveness Report, the World Economic Forum
ranked the country No. 1 in terms of auditing and
reporting standards, and fourth of 142 nations for
financial market development, thanks to the ease of
accessing capital. High-growth sectors include banking,
engineering and manufacturing.
There are issues, as in any market. South Africa
scores few points for labour market flexibility and
labour-employer relations, both of which rank 138th
on the World Economic Forum index.
“The labour laws are not attractive for foreign
investors,” says Maryvonne Palanduz, FCMA, CGMA,
head of retail finance and risk at South Africa-based
financial services group Metropolitan Holdings and
chair of CIMA’s Southern Africa Regional Board.
Palanduz says the effect of the government’s
“transformation” policies, which favour local
empowerment, is a lack of knowledge workers.
Then there is the issue of work permits. South Africa
allows foreign specialists, from chemical engineers to
senior bankers, to work in the country for up to three
years. After that, the firm can either transfer the job to
a local citizen or apply for an “intra-company work
transfer permit” to retain the foreign worker. But such
permits are often hard to get.
Yet overall, the nation’s socioeconomic future
looks bright. The revamped Companies Act, which
took effect in 2011, is designed to enhance transparency
and accountability among state-owned and public
organisations.
The newly introduced “headquarter company regime”
grants tax concessions to foreign-owned, South
Africa-based companies.
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A
TRANSFORMATIVE
YEAR
With middle-class consumers soon to number in the billions, vast new
global markets are opening up. Yet the big opportunities are balanced
by economic turmoil, disruptive technologies and regulatory flux.
CGMA Magazine explores how management accountants
can add sustainable value at a time when
business as usual is not an option.
by RICHARD YOUNG
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Mayan prediction of global
catastrophe in 2012 made
for a thrilling plot in Roland
Emmerich’s movie “2012”,
with civilisation destroyed
by earthquakes, solar flares
and volcanic activity.
Judging by the way last year closed out, the
Mayans’ cataclysmic myth was wrong, but, some
would say, not by much.
The International Monetary Fund (IMF)
certainly thinks so. Its World Economic Outlook
report states baldly: “The risks are clearly
to the downside.”
By October, UK finance directors’ confidence
had dropped to the lowest level since two and a
half years ago when Lehman Brothers’ collapse
was still fresh in minds, according to Deloitte’s
CFO Survey. The big supermarket chain Tesco
declared that it was facing “the most challenging
retail market we have seen for a generation.”
In the US, economic optimism among CPA
financial executives registered at a slightly
improved but still gloomy 19% as the year
wound down. Forty-five percent believed
that it was likely that the US would experience

A

a double-dip recession, according to the
AICPA Business & Industry Economic Outlook
Survey Q4 2011.
Globally, the mood is slightly more buoyant.
Even so, the Organization of the Petroleum
Exporting Countries (OPEC) has cut its
2012 global economic growth forecast from
3.7% to 3.6%.
The reasons for these jitters are many and
varied. The Western banking sector remains
in turmoil. Around the world, governments’
finances are out of kilter with one another
(either because, like China, they have too
much cash or, like the US, the EU and most of
the rest, too much debt). Faced with high-level
political paralysis, the euro zone is confronting
what German Chancellor Angela Merkel has
described as “its toughest hour since the second
world war.” And from the streets of North Africa
to Wall Street, people have expressed their anger
in a wave of social-media-fuelled protests about
capitalism’s perceived shortcomings.
Whatever else organisations have to deal
with, it’s clear that prevailing global economic
conditions will be the defining issue in the
coming months for organisations of all sizes.

THE RULES

finance

technology

Picture: Getty Images
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THE marketS

politicS

cgmamagazine.org
cgmamagazine.org

20

the demise of “business as usual”
he consensus for 2012
is that the world
economy won’t grow
by much (see table on
page 21). But that target
for global growth is made up of a
mix of robust emerging economies
and sluggish developed ones.
Something fundamental has
changed. Within a decade, China is
set to become the world’s largest
economy. It’s already the biggest
market for cars, personal computers
and an ever-expanding list of other
high-value products. And over the
next 20 years, consumption in India
will quadruple, according to
McKinsey estimates, with the
emergence of a middle-class
population numbering half a billion.
These two countries are no longer
emerging; they have well and truly
emerged.
“Ongoing globalisation is adding
generally to world prosperity, but
there are painful adjustments for
certain parts of it,” says Bridget
Rosewell, economic adviser to the
London Assembly and non-executive
director at several companies,
including the Co-operative Bank and
Network Rail in the UK.
“For the old Western economies,
there is doom and gloom, but that’s
really about them hardening up a bit
after going soft in the good years and

T

CHECKLIST
Forecasts and models should
allow for a large variance in overall
economic performance, even in
growing economies.
Western companies should
maximise operational exposure to
the BRIC countries.
Develop broader and deeper risk
monitoring – it’s an interconnected
world.
Support development of brand new
models – “business as usual” is dead.
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coming to terms with getting
relatively, but not absolutely,
poorer,” she explains. “Look east,
and the picture is very different. It’s
all a question of perspective.”
China is transforming itself and
with it the world. It is moving up the
value chain, snapping up patents,
and has in the process pulled
hundreds of millions out of poverty
and created new mass markets for
Western-style consumer goods.
India is not so far behind in the
race to become an economic
superpower. Yet despite their
impressive growth, the emerging
economies won’t enjoy a smooth ride
this year.
“Even in China, where a
multibillion-dollar health-care
investment programme is under way,
the government is currently
extremely cost-conscious,” says
Irelan Tam, FCMA, CGMA,
regional finance director for Johnson
& Johnson Medical Asia Pacific.
“China won’t get the growth rates
it needs to suppress unemployment
through its traditional routes because
its export markets of the US and
Europe are so weak,” adds HSBC’s
chief economist Dennis Turner. “It
needs to spend internally, and that’s
an opportunity for the US and
Europe. Companies really need to
work out their BRICs strategy in
2012.” (See our guide to
transformative drivers starting on
page 24 for more on the relationship
between East and West).

Accountants’ role

Sleek cars manufactured by BMW,
Jaguar and Mercedes enjoy buoyant
sales in China, now also General
Motors’ biggest market. But even the
strongest export drive to China
won’t solve the economic woes of
Europe and the US. And for
businesses in these mature
economies, tight financial discipline

is the order of the day.
“Businesses that survive through
the year will undoubtedly emerge
stronger – more efficient, more
outward-looking, leaner,” says
Norman Green, FCMA, CGMA,
former UK finance director at
Oracle Corporation and now
chief operating officer of Britain’s
Conservative Party. “The ones
that will do well, domestically or
globally, will be flexible in their
approach. That’s another area

“With the unexpected
shocks we’ve seen,
it’s also impossible to
anticipate and model for
every eventuality.”
BRENDA MORRIS

where quick-minded and valuefocused accountants can really help
them deliver.”
In appointing Will Periam,
ACMA, CGMA, as its director of
business strategy across Asia, Ford is
putting the interdepartmental value
of management accountancy into
practice. “My job is to harness the
existing and imminent growth
opportunities in the region, pull
every strand of our business together,
and map out Ford’s growth plan
– from Chinese joint ventures, via
relationships with governments, to
new product development,” he says.
“Over the years I’ve worked in five
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The downside risks

countries on four continents for Ford.
My training in financial analysis,
control and accounting has been
relevant in every role I’ve performed
– both inside and outside the
finance department.” (See table on
page 24 for more on the importance
of instilling financial expertise
across the business).
Periam and his team plan to
launch or expand 15 vehicles in
China over the next five years, and
nine in India.
It is long-term thinking that will
distinguish companies struggling
through 2012 from those who thrive
beyond it, says CIMA technical
specialist Peter Simons, ACMA,
CGMA.
“The single biggest reason why
companies fail is that they don’t
address long-recognised, long-term
risks, probably because their
planning horizons are too short. The
rebalancing of the economy with less
debt and a smaller public sector,
shifting demographics, the rise of
more informed consumers and
e-enabled competitors, climate
change, societal values, limited

resources … these all present
longer-term challenges to many
business models, and they need to
be addressed.” (See page 41 for
details of a new report on the
causes of corporate failures.)
“In traditional economic cycles,
you eventually come out the other
end – recessions end,” Turner says.
“But this time, you just can’t assume
we’ll return to business as usual. We
don’t even really know what ‘usual’
is any more.”
This requires modelling a wider
variety of scenarios, with fewer
firm assumptions. “We just have to
forecast a lot,” says Brenda Morris,
CPA, CGMA, the CFO of US
fashion retailer Love Culture.
“Monitoring all the internal and
external drivers is a huge job. With
the unexpected shocks we’ve seen,
it’s also impossible to anticipate and
model for every eventuality. But
you can still have a range of models
that give you some visibility into
different scenarios and plan for the
downside – until you can see clearly
that you’re in a base-case scenario
or better.”

ECONOMIC GROWTH

2009

2010

2011

2012

USA

-3.5

3.0

1.5

1.8

EURO ZONE

-4.3

1.8

1.6

1.1

UK

-4.9

1.4

1.1

1.6

JAPAN

-6.3

4.0

-0.5

2.3

BRAZIL

-0.6

7.5

3.8

3.6

RUSSIA

-7.8

4.0

4.3

4.1

INDIA

6.8

10.1

7.8

7.5

CHINA

9.2

10.3

9.5

9.0

(GDP % change)

out of recession...into what?

The IMF has identified four
main downside risks in the global
economy this year and warns that
any of them could push individual
national economies back into
recession. They are:

1 Fragile public finances and weak
banks in a number of advanced
economies.
2 Insufficiently strong policies to
address the legacy of the crisis in the
major advanced economies.
3 Vulnerabilities in a number of
emerging market economies.
4 Volatile commodity prices and
geopolitical tensions.

If there’s good news in this list,
it’s that these factors have all been
in play for a long time and should
have been factored into budgets
and forecasts for the year. “The
big certainty for 2012 is volatility,”
stresses economist Bridget Rosewell.
“You need to think about how
you become more robust to risk.
You can never mitigate every
eventuality, but you can try to plan
for a variety of shocks and insulate
yourself from them. Just don’t
assume your central forecast
is reliable.”
Carol Scott, CPA, CGMA, the
AICPA’s vice president for business,
industry and government, agrees
that, while these global
macroeconomic risks can seem
remote from operational planning,
they must be taken into account.
“We can’t be insular any more – the
problems with government stability
and debt are worldwide,” she says.
“And now globalisation has broken
down the boundaries, issues arising
in Europe or China feed through
much more quickly to US
businesses, for example.”
CIMA technical specialist Peter
Simons, ACMA, CGMA, adds: “We
have research that says most
companies have responded to this
crisis tactically rather than
strategically. They have battened
down the hatches while they hope
for conditions to improve. The
credit crunch, originally seen as a
short-term liquidity crisis, is now
referred to as the debt crisis. It may
even signal a second big contraction
– as bad as the one in 1929.”

Source: IMF World Economic Outlook September 2011 (2011 and 2012 figures forecast)
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regulation:
a new political weakness?
rom the Great
Depression to the fall of
Enron, one lesson from
past economic
upheavals and
corporate collapses is that they spur
increased interest among politicians
and regulators in reform.
The European Commission
launched in October 2010 a broad
discussion on whether audit
regulations should be changed to
mitigate future financial risks. In late
November 2011, the EC proposed
regulations that would, if approved,
trigger major changes in the
relationships between European
public companies and their auditors.
The changes include limiting to six
years the period that an outside
auditing firm can perform audits for a
company. A cooling-off period of four
years would be imposed before a
firm could audit again for the same
client. Companies that opt for a
voluntary joint audit would be
allowed a nine-year window. Audit
firms would be prohibited from
providing nonaudit consultancy
services to their audit clients, and
large audit firms would be required
to separate audit activities from
nonaudit activities. While significant,
the package of proposed changes was
ratcheted down from measures
European financial services
commissioner Michel Barnier
reportedly favoured.
In the UK, the Office of Fair
Trading (OFT) expressed concerns
about concentration and barriers to
entry in the audit market and referred
the question of audit services for large
companies in the UK to the national
Competition Commission. The
commission must issue a decision on
the matter within two years.

F
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Meanwhile, the US Public
Company Accounting Oversight
Board (PCAOB) is debating potential
limits on audit firm tenure with
public companies, with a particular
focus on audit terms of ten years or
greater. The regulator will hold a
public forum on the issue in March.
“Firm rotation would not be cheap
for American business,” PCAOB
member Daniel Goelzer said when
the board issued its concept release,
pointing to a report from the US
Government Accountability Office, in
which large firms estimated that,

“Firm rotation
would not be
cheap for American
business.”
DANIEL GOELZER

under rotation, first-year audit costs
would increase by 20%.
Separately, the PCAOB proposed
amendments to improve audit
transparency and is expected to
release proposed changes to the
auditors’ reporting model by the
second quarter.
However, a flagging economy does
not necessarily spark calls for
ever-tougher regulation. In the US,
there have been calls from some in
Congress for cost-benefit analysis of
any future regulations proposed by
the Securities and Exchange
Commission (SEC). And in an effort
to jump-start job creation, some
lawmakers have proposed scaling
back certain regulations. Bills
introduced in Congress would
expand exemptions to internal
control assessment requirements

under Section 404(b) of the SarbanesOxley Act, the law designed to
shore up public confidence in
financial reporting.
Meanwhile, in the UK
the so-called gold-plating of
European regulations remains
a popular bogeyman. Within
Europe more generally, many
complain that rigid employment
legislation hurts competitiveness.
And even in China, politically
motivated regulation also affects
market demand and, particularly,
transactions conducted for
foreign firms.
The Arab Spring, the global wave
of Occupy movements and the
pace at which euro-zone leaders
have been ousted suggests that
incumbent governments scarcely
have an advantage.
Businesses will also have to adapt to
the sea change in the environment
they operate in. The best will view
this as a chance to seize on unforeseen
opportunities in a world where
billions can number themselves in the
ranks of the middle class and new
technologies favour new thinking.
And individuals who understand cost
leadership, aligning KPIs to outcomes
and other staples of management
accountancy will have an edge in
creating sustainable value.

CHECKLIST

Regulatory compliance is not risk
management – think holistically
about the enterprise.
While accountants play a vital role
in compliance, they must analyse every
process for its value-add.
Politics and economics are in
flux – lobby now for simpler, more
appropriate regulation.
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accounting for change
he accelerating pace of
globalisation continues
to push convergence of
accounting standards up
the regulatory agenda. Will 2012 be
the year that finally sees International
Financial Reporting Standards (IFRS)
become a truly global language?
The key, of course, is the US. “The
SEC is unlikely to fully adopt IFRS
in 2012, but there is lots of interest
in a ‘condorsement’ between US
Generally Accepted Accounting
Principles and IFRS,” explains the
AICPA’s Scott.
“Condorsement”? The word
was coined by SEC deputy chief
accountant Paul Beswick to describe a
piecemeal convergence involving the
US Financial Accounting Standards
Board (FASB) winding up current
convergence work and shifting its
attention to bringing US standards
into line with the established
IFRSs. In November, the Financial
Accounting Foundation (FAF), parent
to the US standard-setter FASB,
broadcast in a letter to the SEC its
concerns with the condorsement
approach and pushed for a stronger
role for FASB in the international
standard-setting process.
FASB and the International
Accounting Standards Board (IASB)
are expected to wrap up a multi-year
convergence programme in 2012. For
US GAAP- and IFRS-reporting
accountants, that means significant
changes in revenue recognition, lease
accounting, insurance contracts and
financial instruments.
But the volume and value of
accounting standards looks certain to
remain on the agenda, particularly
for hard-pressed smaller businesses.
Financial reporting standards for
private entities should also be an
issue this year. In the US, the AICPA
and others, including members of
a panel convened on the topic, are
seeking a separate board independent

T

from FASB to set financial reporting
standards for private companies.
FAF has proposed creating a Private
Company Standards Improvement
Council to determine whether
exceptions or modifications to US
GAAP are required to improve
standards for private companies.
“We’re disappointed that the FAF
has decided not to convene a separate
board to work on simpler and
more relevant standards for private
companies,” says Scott. “It would
have been a major step – and we
would like to send a strong message
that this is an important issue.”
Globally, the introduction of IFRS
for SMEs in 2009 offered a solution to
at least part of that problem. Adoption
should accelerate during the coming

Integrated reporting will
be big news in 2012.
NICK TOPAZIO

months (73 countries have already
adopted or announced plans to do
so). And even in countries where the
formal start date is later (such as the
UK, where the Accounting Standards
Board has deferred the effective
date of its proposed framework until
January 1st 2015), finance teams
should be looking to prepare prioryear comparatives and learning how
changes might affect them.
“The other big news in 2012
should be the development of more
integrated reporting,” says CIMA’s
reporting specialist Nick Topazio,
ACMA, CGMA. “The International
Integrated Reporting Council will
publish an exposure draft, and we’ll
see the first results from the pilot
programme as South Africa moves
into its second reporting cycle of
mandatory integrated reporting.”
In a year when external factors –
such as economics and availability
of capital – are likely to dominate

accountants’ thinking, the focus on
long-term sustainability of the business
inherent in integrated reporting is
more critical than ever.
“Management accountants are
good at guiding a business plan – it’s
not just about recording activities
and presenting historical data,” says
Green, the former Oracle UK CFO.
“So how well they support investment
plans, forward sales initiatives and
expansion into new markets is just
vital. They need to work with the
business holistically.”
On the other side of the Atlantic,
Morris, the Love Culture CFO,
agrees. “The No. 1 issue for me in
2012 is how we drive sales,” she
says. “All my priorities come back
to that – whether it’s helping our
people become more efficient so they
can concentrate on driving sales, or
delivering lower costs so we can focus
our cash on sales activities.”
So while management accountants
the world over should never forget
the financial disciplines – and have
to step up their forecasting and risk
management activities in a world
where no region is free from volatility
– it will be their success in supporting
growth that will define how well they
perform in 2012.

CHECKLIST
An SEC decision is expected on
IFRS in the US.
As accounting standard-setters wrap
up convergence programmes, expect
significant changes in a number of
areas, including revenue recognition,
leases, insurance contracts
and financial instruments.
Integrated reporting is coming
and working on transparency and
environmental, social and governance/
corporate-social-responsibility reporting
now might pay dividends in the
long term.

If local standard-setters allow,
consider using IFRS for SMEs.
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risk mitigation considerations

what cgmas bring

transformative drivers

TEN TRANSFORMERS

1

2

3

power of
transparencY

financial expertise
across the business

SUCCESS FACTORS FOR
SUSTAINABLE BUSINESSES

Businesses must learn to live with total
transparency where anything they do
or write may end up being made
public. With digital technology
changing social attitudes and new
legislation opening up corporations’
inner workings to public scrutiny,
manipulating public perceptions of a
company is becoming difficult, if not
impossible. The challenge is to use
transparency to corporate advantage
and capitalise on living in a world
where truth will win out.

Smart companies involve their
financial people beyond the finance
function unit to leverage the power
of finance in creating value for the
business in a complex global
economy and in ensuring that
business decisions are grounded
in financial reality.

Cost leadership, innovation and a
repeatable business model that a
company can apply to new products
and markets over and over again are
among the factors that will decide
which companies succeed and
which don’t. Culture and leadership
are important, too, with those
weighing long-term and short-term
considerations equally proving more
capable of building sustainable
businesses than those eager for
short-term gains.

Management accountants understand
the power and value of information
not just to run the company but also
to report to external stakeholders. By
focusing on providing high-quality
financial and nonfinancial
information, they ensure that what
is revealed to the outside world is
integrated and consistent with the
intelligence used to run the company.

Management accountants can be
trusted to provide an objective
view of performance and strategic
alternatives, thereby guiding critical
business decisions and driving strong
performance. They are uniquely placed
to provide the relevant management
information the board needs to
understand how the business model
works and to marshal nonfinancial data
on environmental impacts and other
factors key to integrated reporting.

Management accountants understand
how the different parts of the business
need to come together to make money
and create value. They add value
by supporting and driving the right
decisions in all areas of the
organisation to achieve sustainable
success for the business by helping
their colleagues to understand key value
drivers, costs, risks and opportunities.

Transparency is closely related to
ethics. Accountants in business serve
numerous stakeholders and need to
understand their responsibilities to all
of these stakeholders. This is where
professional ethics training and the
CIMA and AICPA codes of ethics
will help guide efforts. In addition to
ethics, management must understand
the power and reach of social media.
Policies and processes for managing
this medium are critical. Ultimately,
transparency starts with attitude,
and the tone from the top is very
important.

The strengths of finance and operations
professionals are complementary.
Moving finance professionals into
business partnering roles will create
value for the organisation. Management
should look for these opportunities.
Start with specific projects. Over time,
the partnering will happen naturally.

A culture that develops its people and
welcomes creative thinking will have
an edge. Having strong management
and leadership training programmes
will help. Learning never stops, and
companies that encourage ongoing
learning and development will have
people that can drive business success.
Developing a strategic mind-set among
management and an understanding of
sustainable business concepts will pay
dividends for years to come.
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HIDDEN VALUE

ascent of asia

credit crunch/
economic instability

The power of the financial markets is
forcing many mainstream businesses
into damaging short-termism. The
prevailing culture of financialisation
places little or no value on many of
the factors that make companies
great, including a clear mission,
expert processes and know-how,
or a motivated workforce.

Economic power is shifting fast, with
countries such as China and India
moving up the value chain more into
high technology. The war for talent
has become far more intense in Asia
than in the US or Europe. China is
able to make big foreign acquisitions
globally, but rises in wage rates are
starting to erode its competitive edge
in manufacturing, and some observers
predict that Western companies will
start to repatriate jobs. Luxury global
brands are finding markets in the East.
Meanwhile, there is a scramble to find
supply chains that do not involve China.

The sovereign debt crisis has sparked
massive uncertainty in the West,
threatening a recession, and is having a
dramatic impact for the world economy
as a whole. It has exposed a lack of
global political leadership in the euro
zone and Washington, raising fears of
“a lost decade” for the developed
world’s economies. Real incomes
are falling in much of the developed
world, making selling into consumer
markets tough. In countries with high
state spending, the public sector is also
bearing the brunt of the cuts, forcing
countries to reassess their social welfare
models.

Management accountants have
an understanding and experience
of business that goes beyond
the financials. They focus on the
organisation’s future prospects as
well as past performance and use a
wide range of information in addition
to financial information to measure,
manage and report performance.

All businesses, regardless of location,
strive for long-term sustainable success.
To achieve this, they need a resilient
business model and the ability
to deal effectively with the risks
and opportunities of a changing
environment. The management
accountant is the highly skilled finance
professional who meets the needs of
business by enabling the right strategic
and operational decisions to be made,
appropriately funded and effectively
implemented.

Management accountants bring a
strategic perspective; they are trained
in scanning changes in the external
environment and understanding the risk
and opportunities that these will create
for the organisation’s business model.
Management accountants also
bring invaluable skills to other
sectors, including the public sector,
particularly in the areas of performance
management and cost control. They
can provide invaluable support to
policymakers in maximising value for
money from tax revenues.

Strategic planning should be an ongoing
process. Introducing concepts from
CGMA resources on strategy and
planning, specifically planning for the
intermediate and long term should
be an integral part of the process.
In addition, planning for disruptive
challenges and opportunities should
be part of the foundation of building
the plan.

Studying the company’s supply chain,
manufacturing and customer footprints
should be part of strategic and risk
management processes. In addition
to identifying risks, the process will
identify future opportunities for the
business. How will shifting global
economic power affect the current
business model and future plans? In
a rapidly changing, interconnected
world, risk management planning
should include threats presented
by shifting global economic power.

Uncertainty in the world economy has
increased the risk premium in certain
regions. This should be considered
in future investment analyses. The
concepts of scenario planning are
important in this environment.
Integrating volatility and uncertainty
into the planning process will help
businesses respond more rapidly to
unexpected events. Strengthening the
balance sheet and developing an open,
close working partnership with capital
providers will help companies respond
to adverse changes in economic
conditions and take advantage of new
opportunities as they arise.
cgmamagazine.org
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ACCOUNTING
CHANGES

REGULATION

CLOUD COMPUTING

With much of the world requiring or
allowing the use of IFRS by listed
companies, the US entered 2012
undecided, though a vote by the
Securities and Exchange Commission is
expected before year’s end and the US
and international standard-setters
continue to hash out converged rules for
key areas such as leasing and revenue
recognition. Mexico will require
adoption of international standards for
all listed entities starting in 2012. Japan
is set to make a decision regarding its
mandatory use of IFRS in 2012.
Meanwhile, India missed its deadline
for IFRS implementation in 2011 and
has yet to set a new one.

The fallout from the financial crisis has
increased calls for tougher regulation.
Both the European Commission and the
US Public Company Accounting
Oversight Board are scrutinising potential
changes to audit policies – such as
mandatory rotation of audit firms – that
could affect listed companies. Responding
to calls from the G20 finance ministers,
the EU is also looking for means to
improve the corporate governance
framework for European companies. The
US’s Dodd-Frank Wall Street Reform and
Consumer Protection Act spawned a host
of regulatory issues for businesses.
Meanwhile, the IRS has continued
forward on the required disclosure of
uncertain tax positions.

The ability to access applications,
data, servers and storage capacity
over the internet promises to continue
transforming how business is done.
Cloud computing options are allowing
small businesses to enter new markets
and compete with much bigger players.
Companies of all sizes can serve clients
and hire staff worldwide without having
to travel or open local offices. Look for
the cloud to grow bigger in 2012, as
analyst firm Gartner says Oracle, IBM
and SAP all have major cloud initiatives
that will debut during the next two
years. In addition, security will remain
the top cloud concern.

Management accountants are trained
to monitor, oversee and report on
all performance, including financial
performance. They are therefore
conversant with compliance
requirements for financial reporting
and are subject to high professional
and ethical standards. In so doing,
they support the board in fulfilling its
compliance requirements for reporting.

Management accountants are qualified
to have an understanding of business
well beyond financial accounting.
They balance both a compliance and
strategic perspective, so that while they
ensure that their business complies with
appropriate regulation at minimum cost,
they will also be looking to identify any
possible strategic opportunities that
may arise. They provide the right
information to the board to ensure that
regulatory requirements are
understood and met effectively.

Management accountants have the
training to analyse the potential impact
of major innovations such as cloud
computing, and to support the business
in making strategic decisions in relation
to managing the associated risks and
opportunities. Management accountants
are trained to transform data into
meaningful insights that will create value
for the business. As cloud computing
renders all organisations informationintense at low cost, this skill is more
relevant than ever to ensure that
business does not drown in data.

Boards should make sure management
is focused on upcoming changes,
including completion of major
accounting convergence projects and
possible moves to IFRS. Teams should
be assembled to follow the progress of
these projects and the status of decisions
and should assess how the changes
would affect financial statements and the
resources necessary for implementation.

This is also a board-level issue. How
will regulatory changes affect the
company? Who is in charge of assuring
that changes are implemented? Is tax
reform on the horizon? The finance
organisation should be front and centre
in managing these issues, and the
board of directors should assure that
management is responding adequately
to the changing regulatory environment.

Cloud computing and other developing
technologies such as mobile apps
have the potential to reduce costs and
increase productivity, but they also
come with new security issues. Mobile
apps have the potential to transform
how management receives information.
Taking advantage of opportunities
presented by new technology
requires strong project management
leadership and skills.
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CGMA RESOURCES

10
disruptive
technologies

Traditional business models are under
renewed assault from disruptive
technologies such as 3D printing,
biotechnology and tablet computers.
Upstart companies can more
easily break into existing markets.
The traditional “customer-pays”
revenue model is also being eroded,
with information becoming
ubiquitous and free.
For a quick roundup of technology trends
likely to shape business in 2012, including
data analytics, cloud computing, mobile
devices, tablet computers and security risks,
go to cgmamagazine.org.

Management accountants understand
how the business as a whole needs to
come together to create a resilient and
profitable business model. Their core
cost accounting skills are well suited to
analysing new revenue models such as
“freemium” (a free basic service with
paid-for advanced options) that are fast
gaining ground.

It begins with understanding risks and
opportunities inherent in disruptive
technologies. How could disruptive
technologies affect your business
model? Responding to disruptive
technologies should be a core element
of a company’s strategic planning
process. In addition, management
should understand that planning
for disruptive technologies is an
important component of building
a sustainable business.
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CHANGE
MANAGEMENT
three perspectives on the cfo’s role

What part should the finance chief play in the process of organisational change?
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Peter Kiddle is the vice president of finance,
Asia Pacific, at BT Global Services.
ll change management projects are the
result of the organisation’s not performing
as well as it should, therefore the CFO
will always have a hand in any change
programme. However, the level of CFO involvement
depends on the type of project. For example, if the
organisation is going through financial restructuring,
bankruptcy proceedings or a merger, then the CFO
will play a lead role in how the project is designed,
budgeted and implemented. If the project is more
about changing IT systems or moving offices, the
CFO will not take a lead role, though finance will
have a strong input.
With any change project, the key issue is
communication; people need to know why you are

A

making these changes, how they will impact them, and
what long-term changes they will make. There are always
winners and losers in any change project, so it is important
to engage with people early; those who want to oppose the
changes can really slow the process down if they do not
want to go along with it or feel threatened. It is therefore
important to identify stakeholder groups that will
champion change, as well as identify where the potential
roadblocks might be.
Organisations need to be clear about what they want
to achieve and how they are going to achieve it. Many
change projects fail to deliver their stated benefits
because the objectives were never clear at the start.
It is also important that the change programme is flexible
enough to accommodate changes to its own objectives
and scope – project leaders need to be able to adapt to
changes to the programme without getting overwhelmed
or losing sight of the goals.

cgmamagazine.org

30

Mike Green is a visiting associate fellow

in leadership and organisational behaviour at
Henley Business School in the UK.
t is certainly true that CFOs should have a role
in change management projects. As CFOs
have taken a more strategic role and see
themselves as “business partners”, then it is
natural that they should have a role in change. However,
CFOs can be pushed into a corner and be left to just
crunch numbers rather than use their other skills.
There is also a danger of CFOs’ seeing the cost of
everything but the value of nothing. Some aspects of
change management do not have a financial angle. For
example, getting stakeholders on board to drive the
process forward can be as important as balancing the
figures. In public-sector organisations CFOs may need
to implement change management programmes that
have massive consequences for the people who work
there – job cuts, budget cuts, merged departments,
shared services, delayed spending – and it takes more
than just considering the financial aspects of change.
There are several ways of measuring the success of
the change programme. From the outset, the project
should have a set of quantifiable metrics in place, such
as a Balanced Scorecard [see articles starting on page 32
for more on this tool] or by using reference class
forecasting (RCF), a benchmarking tool that seeks to
raise comparisons between the current project and
those of a similar class and scale. Once these projects
are compared, the organisation can then get a better
view of the probable budget, time frame and actual
deliverable benefits.
Once the change process has been implemented,
the CFO should get the opinions and views of different
stakeholder groups to see what they think about it and
if they feel the benefits have been communicated
properly and realised. Moreover, check that the
scope of the project has delivered against its
expected outcomes.

I
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Tim Ringo is a partner at Maxxim Consulting.
he CFO’s involvement in change management
projects is usually limited to determining its
budget at the start of its life cycle and cutting
costs to make sure that it’s on target when it is
close to sign-off. This is a shame, because CFOs have the
skills, experience and a wider, strategic view of the
business that can help these projects be successful. For
example, CFOs use metrics and data analytical tools that
can have enormous value in checking the progress of
change management projects. They are also the most
skilled and experienced people within an organisation
in putting controls and contingency plans in place to
warn of project failure.
One of the major challenges that finance departments
face is that they are often regarded as the opposition when
change programmes take place: The organisation has
realised that change needs to occur, and that it will bring
benefits, but without the sign-off of finance nothing is
going to move forward. There can also be issues about the
scope of the project – finance can be seen as the people
who limit the success of the project by sticking too
rigorously to a budget that was set too low, or are too
inflexible if the objectives of the project change.
There needs to be a deeper understanding by CFOs
about the value of change to the organisation, and less
focus on the costs. Projects almost always overrun in
terms of time and budget, and finance departments
should avoid the temptation to pull the budget when
the project begins to go “off track”. Cutting the budget
may make the situation worse.
Change management programmes always affect staff
and customers. As a result, the most successful change
management projects often involve a good working relationship between finance and HR. Finance’s skills are about
keeping the project moving and keeping track of whether
stages in the life cycle have been completed successfully;
HR is good at communicating what is happening and the
beneficial impacts of the changes, as well as gaining the
buy-in of staff to help the process go smoothly.
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the future
balanced
Robert S. Kaplan and David P. Norton, founding fathers of the Balanced Scorecard,
offer insight into how it can be used to maximise opportunities in the future.

e introduced
the Balanced
Scorecard (BSC)
in a January 1992
Harvard Business
Review article and
a 1996 book, now
translated into 24 languages. Before
speculating about the future, we want
to anchor everyone on where the
BSC is today since many, while
familiar with the foundational ideas,
may not have tracked developments
over the past 20 years.
We introduced the BSC to
improve corporate performance
measurement by balancing the
lagging metrics of financial
performance with nonfinancial
metrics – customers, processes,
people, systems and culture –
that we believed drove future
performance. Our fifth and most
recent book, The Execution Premium
(2008), synthesises the work of the
previous 15 years and shows how
the BSC has now become the
number one management system
for helping organisations execute
their strategies.

W
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of the
scorecard
We have helped create a new body
of knowledge for strategy execution,
one that can be implemented by a
new set of professionals operating
within what we call an “office of
strategy management”. Many
organisations, throughout the private,
non-profit and public sectors, can
benefit simply by implementing this
proven strategy execution system.

FIVE GUIDELINES FOR
THE FUTURE

1

Collaborate with external
constituents, such as key
suppliers, customers and
alliance partners, to develop
a strategy map that describes
and communicates the strategic
relationship; once developed, the map
and scorecard are used to govern
and guide the relationship. Building
these together creates trust and
understanding across organisational
boundaries and mitigates the cultural
conflicts that are the prime source of
failures in strategic relationships.
Generalising even further, companies
or public-sector enterprises that
operate in networked organisations
can develop a holistic strategy map
to describe the collective and shared
value-creation process they are
engaged in.

2

Realise that cities and
provinces, and even
nations, around the world
are using our framework
for describing and
communicating strategies for
competitive advantage, and then
successfully implementing their
visions with our strategy execution
system. Among the leading
governmental examples are the cities
of San Fernando and Iloilo in the
Philippines (guided by Jesus
Estanislao of the Institute for
Solidarity in Asia), Christchurch in
New Zealand, Barcelona in Spain and
Abu Dhabi in the UAE; Brazilian
states, such as the Rio Grande do Sul;
and the nation of Botswana. As
citizens around the world demand
more transparency, accountability
and performance from their
governments, the benefits of using the
BSC to focus and align public-sector
entities will become even more
compelling in the years ahead. We
are particularly excited about that.

3

Use the strategy map as a
jumping-off point for risk
management, especially
the identification and
management of strategic
risks. Much of risk management today
is narrowly oriented around
compliance and controls. While

managing these risks is important,
companies often neglect the inherent
and unavoidable risks that arise from
their strategies. For each strategic
objective on their map, company
managers should identify the risk
events that could lead to failure to
achieve the targeted performance.
They can then quantify the likelihood
and consequence from each identified
risk event and develop key risk
indicators and risk mitigation
initiatives that serve to reduce the
likelihood and/or consequences of the
most significant risk events.

4

Use the strategy map
as a central change
management tool. Some
of the most successful BSC
implementations have
happened as new chief executives
and agency leaders have attempted
to transform the performance of
the enterprises they now head.
Among the most important change
management principles are building
consensus among the guiding
coalition and communicating the new
vision and strategy clearly to all
employees. Having the executive
leadership team build the strategy
map and scorecard together creates
consensus and commitment among
the team. The map itself has proven
to be a great communication tool to
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5

Expand the role for
analytics in the strategy
execution system. One of
our disappointments over
the past 15 years has been
the slow uptake by companies to
allow more testing of their strategies.
They can use BSC data to distinguish
when disappointing performance is

anniversary events
CIMA and the AICPA are hosting a
series of events in 2012 to mark the
20th anniversary of the Balanced
Scorecard. Full details will be available
later on the CGMA website.

caused by poor execution of a good
strategy, as opposed to when
it has been caused by very good
execution of a poor strategy. We
have discussed this possibility
extensively, yet very few companies
carry out formal statistical analysis
of their data to detect potential
violations of the hypotheses in their
strategies. Data analytics can also
be used to design operational

dashboards by identifying indicators
and metrics that best predict
excellent customer and process
performance. Additional analytic
opportunities are integrated with
a company’s activity-based costing
system to develop customer
profitability (and loss) metrics
to include on the scorecard’s
customer perspective.
With this ambitious agenda ahead,
we expect to continue to be writing
and speaking about the application
of the BSC strategy execution
system for many more years.
Robert S. Kaplan, Harvard
Business School, and David P. Norton,
The Palladium Group.

Six-stage closed loop management system for strategy execution

2

3

align the
organisation

Business Units
Support Units
Employees
Board of Directors

4

PLAN OPERATIONS

Key Process
Improvement
Sales Planning
Resource
Capacity Plan
Budgeting

TRANSLATE THE
STRATEGY

Strategy Map/Themes
Measures/Targets
Initiative Portfolios
Funding/Stratex

1

Mission, Values,
Vision
Strategic Analysis
Strategy Formulation

STRATEGIC PLAN
Strategy Map
Balanced Scorecard
Stratex

6

TEST & ADAPT

Profitability Analysis
Strategy Correlations
Emerging Strategies

performance
measures

results

OPERATInG PLAN

Sales Forecast
Resource Requirements
Dashboards
Budgets
results

execution
Process
initiative
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Strategy Reviews
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reach the hearts and minds of all
employees. The quantification of
performance for strategic measures
gives employees a deeper
understanding of what they are being
asked to accomplish with the new
vision and strategy, and empowers
them to act in a way that helps
the organisation succeed with
its new strategy.

strategic
objective
costing
a new tool for improving
resource allocation

Alasdair Macnab, FCMA, CGMA,
director of corporate services for the Royal
Botanic Garden Edinburgh, has adapted the
Balanced Scorecard to create a new way of
measuring the HR and financial costs of
meeting strategic objectives.
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he Balanced Scorecard (BSC) is
arguably the most popular
performance management and
strategy formulation framework that
provides a holistic picture of an
organisation. A BSC typically
achieves this by applying four or five
perspectives – financial, internal process, customer, and
employee learning and growth – with objectives and
measures that can be integrated across the organisation’s
functions and through its hierarchy.
If these components of the BSC are cascaded to
sub-business units (and their cost centres), it should be
straightforward to form a basis for budget requests.
The structure of the cost centre usually mirrors the
administrative structure of the organisation.
What may be interesting to senior management
is where the real efforts of employees are focused.
Activity-based costing (ABC) is a potential costing
methodology for identifying activities and cost drivers
in order to better understand overhead costs. ABC
represents an improvement on traditional costing
systems, but considerable work is required to set up
the processes and obtain the data.
Knowing the costs of each strategic objective
(as outlined in the BSC) may be more useful than
attempting to allocate overheads against the output

T
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Employees record how much time they spend on
activities supporting objectives on a web-based time sheet
(linked to our HR system). This time sheet is based on a
drop-down menu and takes about five minutes a week for
each employee to complete. Each activity has a unique
code to support the objective coding system, allowing the
organisation to track more than 100 activities.

Finance expenditure codes

As a result of these problems with existing management
accounting techniques, a different model is required to
capture the time that employees spend on the various
activities and other costs that contribute to the execution
of the corporate strategy. I have developed an approach,
called “strategic objective costing”, in order to capture
employees’ time and other financial expenditures and
allocate those costs against defined strategic objectives.

The finance system was amended to require two codes:
one for the traditional cost-centre systems necessary for
producing financial accounts and another to allocate
costs against a departmental activity. We decided to
code expenditures against strategic objectives at the
departmental level because the finance system could not
provide a drop-down menu like the HR system – which
meant that too many choices would be available to the
user to code against, increasing the likelihood of errors. As
a result, employees have around 30 codes to choose from,
though most code against three or four objectives within
their areas of responsibility. Future changes to codes can
be made locally.

Tailoring the BSC model

Data extraction

A new approach to costing

The Royal Botanic Garden Edinburgh (RBGE) case study
involved novel managerial constructions that, significantly,
adapted the BSC to fit the specific requirements of
the organisation. This process included adding a fifth
perspective to the BSC: the Scottish government,
which is the RBGE’s principal external stakeholder.
This adaptation of the BSC has provided a strategyformulation methodology at RBGE for six years. The
model forms the basis of monthly performance reports
on strategy execution to both the senior management
team and the board of trustees.

Tracking staff time

RBGE uses Palladium Group’s Executive Strategy Manager
(ESM) as its performance management system. This system
is configured to report on every activity that supports the
achievement of divisional and corporate goals.

The HR and finance systems export the costs into monthly
Excel spreadsheets. ESM can perform a query on these
spreadsheet outputs and allocate both staff costs and
nonsalary financial costs to the activities being tracked.
These costs equate to the objective costs and appear as
a measure in each objective. The component costs from
the work sections contributing employees’ efforts to
the achievement of objectives can be viewed through
a drill-down mechanism within ESM.

abstraction of costs from
activities to strategic objectives

ESM is able to abstract the costing information up the
scorecard system to provide objective costings at the
corporate strategic level. However, staff costing
information can be presented as an individual activity,
divisional and strategic objective level, and is fed into all

“Managers can decide whether the best use
of scarce resources is being achieved.”
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activities. In many public-sector organisations, structures
do not necessarily follow strategy, and there can be a
disconnect between the financial information provided
and the achievement of strategic objectives that may be
more effectively measured using nonfinancial key
performance indicators (KPIs).
As employees often work in cross-divisional teams to
achieve strategic objectives, the true costs of achieving
these objectives cannot be collected by relying on the
cost-centre structure. Rational allocation of resources
can be difficult to achieve, posing difficulties for those
responsible for allocating rational budgets.
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Figure 1: assessed income - financial year 2011–12
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the separate activity measures by ESM. This provides
visibility of costs/effort to operational managers at all
levels in the organisational hierarchy. As a result,
managers can decide whether the best use of scarce
resources is being achieved.
This strategic objective costing system also allows
managers to consider redeployment of skills/knowledge
and assess the impact of such decisions. Managers can do
this by reviewing the reporting process during the course
of the year and noting the impact on the PIs and KPIs.

Strategic objective costing outputs

Strategic objective costing has no inherent value unless
the resulting information is put to some use. It provides
information to senior management on where staff effort
is being deployed – either directed or self-managed – so
that improved evidence-based decision making can take
place. The detailed analysis of costs in Figure 1 shows
which staff members have contributed what percentage
of time to each objective. It also demonstrates that
a detailed analysis of financial expenditure can
also be provided.
By gaining a comprehensive understanding of how the
costs are built up, rational decisions can be made about
whether to change the variables by redirecting staff effort
from one objective to another.
With this improved knowledge, line managers can now
give instructions to employees to change their work
priorities accordingly in order to ensure that divisional
goals that lead to strategic objectives are met.

Strategic objective budgeting

In January 2011, the senior management team
indicated that sufficient data was available to produce
a first strategic objective budget for the financial year
2011–12. Assessments were made of the likely income
and attributed against the various strategic objectives.

SUMMARY

This model provides the necessary information to show
the input costs for each strategic objective, which can then
be married up to the outputs (measures) that are linked to
the achievement of the objectives (KPIs) and reconciled to
the financial management accounts. This process allows
strategic objective budgeting to occur.
The strategic objective budgeting process creates a
useful lens on what activities are generating income
and how best to allocate these resources to meet the
corporate objectives by understanding the links between
inputs (staff effort and costs) and outputs/outcomes
(achievement of KPIs).
This new system of cost accounting will allow
the board and/or executive management team
to better exercise their governance responsibility
by having improved information about
organisational performance, including that of
efficient use of resources.
Moreover, managers can shift employees’ efforts
from one objective to another to ensure that
the overall corporate goals are achieved by the
judicious use of the scarce resources available.
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understanding
the causes of
corporate
failure
Corporate failure is normally a reflection of deep-seated corporate shortcomings,
according to a report by the Cass Business School in London and published
by Airmic, the risk management association. Paul Hopkin, Airmic’s technical
director, discusses the implications.
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udging by experience, the coming 12
The brief we gave the Cass team was to establish the
months will see some corporate crises
extent to which there is a pattern to corporate failure:
in apparently mighty companies that
Are there common themes that can be identified, or
once seemed impregnable. We do not
are they apparently disconnected in their causes? Is
yet know their identities, but they will
failure just a risk you have to accept in the quest for
suffer serious long-term damage, and
growth and increased profit? How can people with an
possibly collapse altogether.
interest in risk management benefit from understanding
Every year brings its crop of
these cases?
company disasters, and recent ones
The report demonstrates
To read the AIG
have by no means all been related to
convincingly how events that bring
the financial crisis. The BP Deepwater
down or seriously damage otherwise
case study from
Horizon blowout and the News
successful companies do not just
Roads to Ruin, visit
International hacking scandal had
happen. The findings show that they
nothing to do with the credit crunch
commonly the result of boards’
cgmamagazine.org. are
and were largely internally induced.
being blind to the underlying risks
Whether or not we are directly
that threaten their companies. And
affected by such failures, there is clearly great benefit and
there is a link between the apparently disconnected
commercial advantage to be derived from studying them
circumstances that cause companies in completely
and learning the lessons. It was with this in mind that my
different sectors to fail.
association, Airmic, commissioned the Cass Business
The researchers grouped the significant risk factors that
School to analyse the causes of corporate failure.
lead to corporate failures under seven headings (see next
As part of their work, the researchers produced 18
page). Many, and sometimes all, of these factors can be
case studies involving 23 companies that had suffered
identified in every one of our case studies.
life-threatening corporate crises. The companies, which had
It is one thing to identify the potential problems, quite
aggregate precrisis assets of more than $6 trillion, include:
another to determine a course of remedial action. The
AIG, Arthur Andersen, BP, Northern Rock, Railtrack,
report does not tell readers how to run their companies.
Société Générale, Maclaren, EADS, Independent
Rather, it is intended as a resource, leaving organisations
Insurance and Cadbury Schweppes. The result is the report to determine how best to apply the lessons.
Roads to Ruin.
The factor that appears at the top of the list – “board
Six of the firms had collapsed (with three of these having effectiveness” – is critical. Get that right and the rest will
to be rescued by the state), while most
fall into place. On the other hand, if
of the remainder suffered large losses
the board pays lip service to risk
PAUL HOPKIN
and significant damage to their
management, or sees it as a
reputations. About 20 chief executives
mechanical, box-ticking exercise, or
Paul Hopkin is technical director
at Airmic, the UK-based association for
and chairmen subsequently lost their
just as an issue of compliance, then it
corporate risk managers and insurance
jobs, and many nonexecutive directors
is clear that it does not understand the
buyers, which commissioned the
were removed or resigned. Although
importance of risk management.
Cass Business School report Roads
the firms studied were all large and
Corporate disasters can nearly
to Ruin. To obtain the report, e-mail:
mark.taylorson@airmic.co.uk
multinational, the lessons are, in my
always be avoided but, sadly, we
view, equally relevant to most SMEs.
know there will be more.
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Risk factors behind corporate failure

1

Lack of board effectiveness

Ineffective boards suffered from limitations
on skills and competence, as well as on the
nonexecutive directors’ (NED) ability to monitor
and control senior executives effectively.
For instance, the board director who was responsible
for refining at BP at the time of the Texas City
refinery explosion had no refining experience.
Independent Insurance’s NEDs did not have
insurance industry expertise.

2

Boards’ risk blindness

This is characterised by a board’s failure to engage
with important risks, such as risks to reputation and
“licence to operate”, to the same degree that they
engage with reward and opportunity. For example,
Railtrack’s licence to operate depended on the
UK government, but the company outsourced
track maintenance, despite the fact that this was one
of its core responsibilities to its customers.

3

Poor leadership on ethos and culture

Double standards were perceived in cases such as
Maclaren’s dealing with its US and UK push-chair
(baby stroller) recalls and Société Générale’s ignoring
breach of trading limits by Jérôme Kerviel.

4

Defective communication

Railtrack and Network Rail did not communicate
effectively with subcontractors. In the EADS Airbus
A380 case, problems of nonmatching aircraft sections were
kept from senior managers for six months.

5

Excessive complexity

The EADS Airbus A380 project involved immense
complexity at the level of aircraft design, information
technology, procurement, manufacture and assembly, in
addition to the need to achieve Franco-German political
balance between two chief executives. The merger of BP and
Amoco made BP’s management structure overly complex.

6

Inappropriate incentives

BP’s bonus scheme gave little credit for achieving
good health and safety standards.

7

Information “glass ceiling”

This is characterised by an inability on the part of
internal audit or risk management teams to report on
risks originating from higher levels in their organisations’
hierarchy. For example, red flags raised by internal
compliance over Kerviel’s trading patterns at
Société Générale had no effect.
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P&L
PIONEER
German sports apparel maker Puma
is the first major company to quantify
and report the monetary cost of its
environmental impact in a formal profit
and loss statement. The company’s chairman
and chief executive explains the rationale
and business benefits.
by DAWN COWIE
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he idea for Puma’s
environmental profit and
loss account (E P&L) came
to Jochen Zeitz, the
company’s chairman and
chief executive, while he
was on holiday. Perhaps
it was the idyllic surroundings, but his mind
wandered to the latest methods used by
environmental experts to value the ecosystem,
and he got to thinking about how these might
be applied to the business world.
“The next logical step would be for business
to take that knowledge and translate it into
monetary values that a company could relate
to its managers,” Zeitz says.
“When you’re an environmental expert
working for a nongovernmental organisation,
subjects such as biodiversity are part of
day-to-day language, but it is not so in
business,” he continues. “The problem in
business is that, if we don’t put a figure on
something, then we don’t manage it.”

T

VALUING THE IMPACT

The first results of Puma’s E P&L, published in
May 2011, were revealing for those inside and
outside the company. Overall, the analysis
placed a value of €7.3 million ($10.1 million as
of this writing) on the ecological impact of
Puma’s direct operations in 2010, which was
almost entirely due to greenhouse gas (GHG)
emissions. However, this amounted to just
7.7% of Puma’s total ecological impact, valued
at €94.4 million ($130.6 million), once GHG
emissions and water consumption across its
entire supply chain were taken into
consideration.
By far the largest contribution to this
environmental impact was by its tier-four
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suppliers involved in raw material production, such as
cotton farming and oil drilling. Their impact was valued
at €41.4 million ($57.3 million), or 44% of the total
supply chain, which was made up of GHG emissions
valued at €16.7 million ($23.1 million) and water
consumption valued at €24.7 million ($34.2 million).
Tier-three suppliers involved in the processing of raw
materials by leather tanneries, the chemicals industry and
oil refineries also contributed significantly to the overall
impact (€25.1 million—$34.7 million—or 26%). There
were also smaller contributions by tier-two suppliers,
such as embroiderers and printers, and tier-one suppliers
involved in the manufacture of Puma’s products.
“The whole idea behind the E P&L was to bring
transparency to something that is hard to grasp when
you are still stuck in the old paradigm, where natural
resources and the environment have no limits, and
therefore the externalities of doing business aren’t
brought into the equation,” says Zeitz.
So what are the business benefits of Puma’s efforts?

Zeitz is reluctant to quantify the value of the company’s
sustainability initiatives in dollars and cents. “I ultimately
believe it will benefit the business,” he says. “I think
it is the only way to go and is the right thing to do.
Those are three reasons to do it, and there are no
reasons not to do it.”
Puma and its parent company, PPR Group, worked
with PricewaterhouseCoopers and environmental data
company Trucost to develop a methodology to quantify
the tonnes of GHG emissions and cubic metres of water
consumed in its business and supply chain, then applied
values to account for the associated economic impacts,
according to company press releases.

INTELLIGENCE OBJECTIVES

So how have the findings of the E P&L been translated
into business goals? “The first stage is to make the
information that we have uncovered in the P&L
available, and the next is to try to develop practical
decisions about how we reduce and mitigate the size of

quantifying puma’s ecological impact
(Greenhouse gas emissions and water use)
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Tier-four suppliers
(eg, cotton farmers, oil
drillers): €41.4 million

Tier-three suppliers
(eg, leather tanneries, oil
refineries): €25.1 million

Other suppliers (eg,
printers, embroiderers):
€20.6 million

Direct operations:
€7.3 million
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“We would rather be ahead of the curve when it comes to
managing (climate change and water scarcity).”
Jochen Zeitz

our footprint. In addition,
we have to take into
account the problems that
climate change and water
scarcity will create for the
business in the future − we
would rather be ahead of
the curve when it comes to
managing those risks,” he
says.
The clear lesson of the
exercise was that, if Puma
wants to reduce its environmental impact, then its main
focus should be on the production and processing of
raw materials for use in its products, rather than in the
manufacturing stage or the operational footprint of
the business.
Finally, the company is actively involved in
cross-industry co-operation to find ways in which excess
materials can be re-used by other industries − for
example, the use of polymers by the chemicals industry.
These types of collaborations will be needed in order to
find new solutions to issues, such as rubber recycling,
and to create global standards of practice. Puma already
works closely with the chemicals industry and is
committed to eliminate the discharges of all hazardous
chemicals from the whole life cycle of its production
by 2020.

Pictures: Rex Features; Little Red Panda

LEADING BY EXAMPLE

Reporting has been at the heart of Puma’s sustainability
strategy for the past 13 years through projects such as the
Global Reporting Initiative (GRI), an organisation that
produces a comprehensive sustainability reporting
framework that is used worldwide.
But putting a monetary value on its environmental
impacts has added several elements to Puma’s approach
to sustainability. First, by mirroring the language of
business, the E P&L has helped managers understand the
environmental problems that the company faces, which
has given new impetus to develop practical solutions.
Secondly, it has created a marker that has grabbed the
attention of government bodies and industry-leading

companies, which Zeitz
hopes will help to develop
global standards and better
practices. It also helps
Puma to prepare for a time
when legislation may
require disclosure on
these issues.
This year, the company
plans to push another
reporting frontier when it
publishes the first-ever
social P&L to accompany its E P&L. This project will
measure social factors, such as wages paid, working
conditions, diversity and gender equality, health and
wellbeing, and community cohesion.
Stage three of the initiative will complete “the
other side of the equation”, according to Puma news
releases, measuring economic factors and offsetting
those against the social and environmental costs
calculated in the first two stages. Measures on the
economic P&L would likely include job creation,
total tax contributions, indirect tax payments,
indirect and induced employment, and business
creation and growth.
By 2015, PPR plans to publish a combined
E P&L covering every business in its stable, which
includes luxury goods brands such as Gucci and
Yves Saint Laurent.
By taking a lead, Puma is also setting an example for
its suppliers around the world. The lion’s share of Puma’s
suppliers and its largest ecological impact are in the
Asia-Pacific region; this is the source of €70.7 million
($97.8 million), or three-quarters of its total impact. As
a result, improving reporting on sustainability within
its Asian supply chain is a key part of its overall
sustainability strategy.
Over the past year, 20 of Puma’s key suppliers in
South-East Asia and other major sourcing regions have
received GRI-certified training on transparent
measurement and reporting on their sustainability
performance, and from 2011 began issuing their own
sustainability reports.
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puma explains its methodology
water valuations:
he water valuations are
derived from an extensive
review of the available
water valuation literature
adjusted for local incomes and water
scarcity. The values for water represent
the reduction in the indirect use value
of water accruing to third parties such
as freshwater replenishment,
ecosystem maintenance and water
nutrient cycling as a result of water
consumption in Puma’s entire supply
chain – including raw material inputs
– and its own operations. The lost
value associated with reduced water
availability for direct consumption
(the opportunity cost of water) is not
included because this is assumed to

T

be accounted for in the price Puma
and its suppliers pay for water
extraction and use.
The indirect use value of water is
considered to be principally driven
by its scarcity. To estimate the
relationship between scarcity and
value, a sample of 18 existing studies
was used. The available literature of
sufficient comparability is limited,
and the decision was taken to use a
subset of comparable US studies to
plot the relationship. The value is
location-specific and is proportional
between the relationship of value
and scarcity.
The observed relationship between
water scarcity (withdrawal from

surface and groundwater as a
percentage of actual renewable
freshwater resources) and value was
calibrated to the valuation estimate
obtained from the literature review
and applied across sites and countries
in Puma’s own operations and supply
chain to estimate the water use
externality. The level of water scarcity
in Puma’s operations and supply chain
was obtained at a basin level where
location-specific information was
available and otherwise considered
at a country level. The weighted
average value according to the
locations of Puma’s operations and
that of its global supply chain is
$1.08 (€0.81)/m3.

he carbon value coefficient
used in this E P&L is
derived from a subset of
the social cost of carbon
(SCC) estimates reported by the
economist Richard Tol in his 2009
paper The Economic Effects of Climate
Change. These estimates attempt to
value the damage (as a result of
current and future climate change)
attributable to each tonne of carbon
dioxide released in a given year.
The 232 estimates of the SCC
included in Tol’s paper are based
on a wide range of models and
assumptions and range in USD from
below-zero to four-figure estimates.
There are a number of factors that
can have a significant impact on
resulting SCC estimates. These
factors, along with Puma’s approach,
are summarised below:
Discounting future damages
resulting from 2010 emissions: Puma
opted to use a social rather than
commercial discount rate to estimate
the SCC. Within the social discount
rate (SDR) the pure rate of time
preference (PRTP) selected by
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Puma is 0%, based on the philosophy
that no generation should prioritise
its welfare over another’s. The
second element of the SDR is
driven largely by assumptions over
future economic growth. By averaging
this element across all studies that
disclose it, an estimate of 3.4% was
derived for the overall SDR entering
Puma’s analysis.
Normalising SCC estimates in 2010
USD: As well as adjusting for price
inflation, older SCC estimates were
increased by 3% annually to account
for growth in the SCC as a result of
the increased stock of GHGs in the
atmosphere (the midpoint of the
IPCC’s 2%–4% range).
Valuing damages: Studies use
a range of methods, but no
formal consensus exists. Puma’s
approach was therefore to average
across studies.
Accounting for catastrophic risks:
When averaging across many
SCC estimates, choosing the
median value reduces the impact
of more extreme scenarios on the
result because most estimates tend

to be clustered toward the left of
the distribution. To help account
for the risk of catastrophic scenarios,
Puma took the mean of the
distribution of SCC estimates.
Equity weighting across countries
based on income levels: Many SCC
studies make adjustments to damage
values to reflect differences in
incomes between countries – so-called
“equity weighting”. There is currently
no consensus on how or if equity
weighting should be applied.
Therefore Puma has chosen to
take an average across studies.
Applying the criteria and
approaches outlined above resulted
in an estimate for the 2010 SCC,
expressed in 2010 USD, of: $87 (€66)
t/CO2e. This estimate is highly
sensitive to the assumptions outlined
above, and Puma recognises that there
is significant uncertainty around the
true SCC. The estimate will be
revisited in future years
and revised as appropriate
depending on developments in
the science and economics of
climate change.

Source: Puma press release
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let ter from...

DELHI
In a stormy global economic environment, India is one of the brightest beacons of
commercial opportunity, argues Adam Roberts, South Asia bureau chief for The Economist.
ndians
grew
more
cautious about their
economy in 2011. Gone
are dreams of rivalling
China with double-digit GDP
growth; rising interest rates and
inflation have dashed those. There is
fear that a slowing global economy
will sap growth, for example, in
India’s hugely successful outsourcing
industry. And concerns over
corruption and the slow pace of
economic reforms have soured the mood.
But, for all that, India’s prospects are brighter than almost
anywhere else. Despite a downward revision in late 2011,
Morgan Stanley still predicts India’s GDP will grow by
6.9% in 2012. A young and massive population of 1.2
billion is surging. People are moving to towns so quickly
that the country needs to build a city equivalent to the size
of Chicago every year in which to accommodate the influx.
Even in villages, as multibillion-dollar welfare spending
gets out to more remote areas, consumer spending power is
soaring. The poorest once lacked the means to buy basic
goods, such as toothpaste, soap or higher-protein foods such
as meat and eggs. But studies now show that everybody is
buying more. Every day, thousands more motorbikes and
cars use India’s roads. A fast-expanding middle class is
moving on from purchasing mobile phones to insurance
policies and mortgages, setting up bank accounts, taking
holidays and spending more on schools, health and
consumer goods. Even old-fashioned industries that struggle
elsewhere, such as newspapers, are booming in India.
The country can be immensely profitable. But that
doesn’t mean it is an easy place in which to prosper. In
October last year the World Bank praised India for
improving its tax regime and the supply of electricity,
helping companies to work. Yet the bank still ranks India
only 132nd out of 183 countries for ease of doing business,
as labour laws and red tape strangle entrepreneurs.
Standards vary enormously between states: The
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pro-business state of Gujarat
gets big investments in energy
and car production, while West
Bengal, until recently run by
communists, attracts few Indian
or foreign investors.
Overall, two broad areas should
attract investors to India. The first is
infrastructure. A lack of logistics,
such as cold-storage chains, means
food travels inefficiently from fields
to shelves. Some estimate that
about 40% of what farmers grow is wasted.
Since India is the world’s biggest producer of milk,
vegetables and some fruits, the losses are massive. Farmers,
distributors and retailers are investing in infrastructure, but
a huge amount of modernisation still needs to be carried
out. The government plans for $1 trillion to be spent on
wider infrastructure, such as adding 20 kilometres of
highways per day in the coming years.
A second area to attract investment is consumer
consumption. Aspiring Indians are ready to buy a great
deal. Tens of thousands of bright, young Indians each year
go to Australia, Britain, Singapore and the US for higher
education. Increasingly, foreign academies and universities
return the favour, setting up partner institutions and
perhaps even campuses in India. The challenge will be
maintaining the quality.
And see how middle-class Indians shop. Much has to be
updated. The country is expected to get its first Starbucks
this year. Gradually, online distributors are giving Indians
what the rest of the world has enjoyed for years. Local
answers to Amazon.com are flourishing. The best known,
Flipkart.com, has a million registered users and monthly
sales of $10 million.
If more reform comes, lifting caps on foreign investment
in retail and easing land purchases, then other foreign
business models can be taken to India. Bringing in a
business model proven elsewhere may not always be easy,
but some will be a great success.
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