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Can you prove the
value your finance
function delivers?
Research shows that 80% of organisations admit they have used flawed
information to make a strategic decision at least once in the last 3 years.*
Great management accounting improves decision making by extracting
value from data.
The CGMA Compass is a groundbreaking diagnostic that measures the
effectiveness of your finance function. It provides benchmarking against
best practice, allowing you to make the right decisions, with the right
information, at the right time.
To find out more and to book a demonstration today,
visit us now:
W: cgma.org/cgmacompass
E: truenorth@cgmacompass.com
P: Call us on +44 (0)20 7663 5441
and ask for the CGMA Compass team.

*Source: Joining the dots, Feb 2016, CIMA report
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THE VIEW FROM THE PRESIDENT

DAVID STANFORD, FCMA, CGMA

T

he business world is
changing. Robotics and
artificial intelligence are
set to revolutionise our work as
management accountants, and
virtual and augmented realities
will have a role, although experts
differ on their relative benefits.
In many ways, technology is
rewriting the rules of business
and will continue to enable new
business models to flourish.
As management accountants,
we have a pressing need to
identify the drivers — globalisation, geopolitics, and
consumers’ empowerment, to name three — that will
impact businesses. Many organisations look ahead only
18 months, but we need to be on the cliff tops scanning
the horizon five, ten, and even 15 years out. We must
understand that events that seem way into the future,
for example, global warming, might have a much more
immediate impact on consumers, a company’s suppliers,
or people’s choice of employer.
Our CGMA Competency Framework includes risk
management as a key part of making strategic decisions
for long-term business success. According to our 2017
Global Risk Oversight Report, risks are increasing in
volume and becoming ever more complex. There is
across the globe, however, a mixed picture of preparedness for these threats. In Europe and the UK, around
one in five organisations has complete enterprise risk
management processes in place; in Asia and Australia
the figure is 30%, and in the US it’s 26%.
Businesses also have some way to go in integrating
their risk management efforts with strategic planning
— and only a small proportion (less than 20%) of organisations in Europe, the UK, and the US say their risk
management is providing them with a unique competitive advantage, our research shows.
Central to an enterprise’s success are the building

blocks of skills, knowledge, and
processes. Companies still have
further to go on making capability development an integral
part of strategy; they either don’t
build it into their plans or are
too prescriptive about what
people should do differently.
This is the view of consultants
and authors Ron Ashkenas and
Logan Chandler, set out in a
recent Harvard Business Review
article, “Your Strategy Won’t
Work if You Don’t Identify the
New Capabilities You Need”. They conclude that leaders
should identify opportunities for teams to create or
strengthen capabilities while actually executing some
aspect of the strategy.
Strategic thinking also involves having the right
conversations. We have all observed the trend for companies to outsource their IT and, to a lesser extent, their
HR services. While cost savings can be made, the
downside is that boards often fail to have the necessary
strategic conversations in these areas. However,
according to KPMG research carried out as part of the
UK government’s annual Cyber Governance Health
Check, boards are now more likely to debate and agree
on their tolerance for cyber risk than in previous years.
This is a positive change, although more can be done
to inform this decision-making: According to KPMG,
only 31% of boards receive comprehensive management
information on cyber risk.
The Association’s work on cybersecurity is an example
of how we give you — our members and future members
— access to new and expanded learning resources. To
keep up to date on news and insights, you can sign up
to a daily newsletter, CGMA Advantage. These resources
— and others — will help keep you up to date with current
trends, take advantage of business opportunities, and
prosper in the years ahead.
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Scanning
the horizon

KEEP IN TOUCH

Follow me
on Twitter:
@CIMA_President
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Looking ahead

P

eople across the
world are increasingly wanting to talk
to our Association; it
is clear that businesses and governments
recognise us as leaders of our
profession.
CGMA is a truly global
designation, with members
and students on every
continent. However, to fully
realise our ambition we need
to push into particular
markets. According to PwC’s
The Long View: How Will the
Global Economic Order Change
by 2050?, world GDP could
double by 2042, barring major
global catastrophes. However,
growth over the next 30-plus
years will be driven by
emerging market economies.
The world’s economic power is
continuing to shift to the East,
with China expected to be the
largest economy by 2050 and
India taking second place, edging past the
US. Indonesia is expected to rise to fourth
place, and Vietnam, the Philippines, and
Nigeria could show the greatest
movement up the rankings.
Currently, while the Association has
members and students in 179 countries,
more than 80% of them are in two
countries: the UK and the US. To grow, we
will need to transform our organisation so
that our resources are aligned for
maximum benefit for our increasingly
global profession, and our members and
students. We will need to continue to
allocate resources and invest in serving
6 I FM MAGAZINE I February 2018

members digitally.
The world is changing. Across all
sectors, the McKinsey Global Institute
estimates that 60% of people will see 30%
of their work disrupted by technology in
the next decade.
Our profession is also changing
dramatically, with technology being the
key driver. Robotics are predicted to
automate or eliminate much basic
processing — this means members will
need an agile mindset in developing their
own skills to ensure they remain in
demand by employers. There will
increasingly be an imperative to “learn,

unlearn, and relearn”.
According to the Association’s 2017 Salary Survey, our
students’ number one learning
requirement is for accounting
systems skills. As new and
yet-to-be-designed technologies emerge, this appetite will
only increase. It is critical that
we lead the profession in
competency development and
provide learning materials that
support all professionals. We
have a big opportunity to
reskill the profession.
To do this requires a solid
research-based approach.
Surveys and field research via
face-to-face interviews and
roundtables with business
leaders and finance professionals on every continent is a
key part of our Future of
Finance research project. It
will feed into the CGMA
Competency Framework and
CGMA syllabus for students,
and learning for members.
Meanwhile, we continue to initiate
vital learning resources that support
members in the changing profession.
Our success will be measured by how
we are able to help members and the
degree to which we are able to contribute
to their development.
Ultimately, we need to deliver new
and expanded resources for our
members, relevant learning opportunities, and increasingly focused advocacy.
As the Association goes forward into
2018, we will work to deliver on that
promise.
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‘To grow, we will need to transform our organisation so that our
resources are aligned for maximum benefit for our increasingly
global profession, and our members and students.’
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Do you
need a data
protection
officer?
Under the EU data privacy
act, or General Data Protection Regulation (GDPR), due
to take effect on 25 May,
many entities will be
required to name a data
protection officer. That
officer could be an employee,
an external officer, or a
resource shared by a number
of entities. According to
Ireland’s Data Protection
Commissioner, a data
protection officer must be
named for:
All public authorities and
bodies including
government departments.
Organisations for which
data processing is a core
activity requiring “regular
and systematic monitoring of individuals on a
large scale”.
Organisations with core
activities consisting of
special categories of data
such as health information or personal data
relating to criminal
convictions or offences.
For more on whether your
organisation must have a
DPO, consult European
Commission guidance at
bit.ly/2Aqp0LK.

•
•
•
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4 tips for
prolonging
your phone’s
battery life
Have you ever found yourself
with a dead smartphone and
no power source? Terrifying,
right? There are mobile power
solutions, but that’s just one
more thing to lug around.
Here are four tips to help
prolong your battery life and
keep the screen on:
Unplug. Don’t leave your
phone constantly plugged in
to a power source. Batteries
are like muscles and need to
be exercised or they lose their
strength. Plug in your phone
overnight to start the day with
a full charge, stay off the
charger as long as you can,
and only plug it in when the
charge dips below the point
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that makes you uneasy.
Delete old apps. Apps —
even the ones you’re not
opening anymore — can
upload and download data
that drains your battery. A
regular cleanup extends your
battery life.
Disable background
processes. Android and iOS
devices have settings that
limit or disable background
data usage. It’s a friendly

setting for your mobile phone
bill, and it can significantly
reduce your phone’s power
consumption.
Keep an eye on signal
strength. When you have
limited “bars”, your phone
works harder moving data. If
you have a limited signal, put
your phone on airplane mode
or turn it off until you’re in an
area with better signal
strength.
— By Byron K. Patrick, CPA/
CITP, CGMA, the managing
director at Network Alliance, a
US-based consultancy specialising in information technology
services for accounting firms.

19%
Portion of all asset
misappropriation schemes
that are noncash fraud
schemes, a category that
includes inventory theft,
according to the 2016 Report
to the Nations on Occupational Fraud and Abuse by
the Association of Certified
Fraud Examiners.
Full story, page 22

INTEGRATING
M&A
‘Good playbooks aren’t overly engineered.
Focus on basic needs first, and layer in
complexity as needed.’ — Scott Whitaker, author
and partner at Global PMI Partners.
Full story, page 44

45%
China’s share of new
electric vehicles registered
globally in 2016, according
to the International Energy
Agency.
Full story, page 40

Best destinations
for expats

The pace of disruptive
innovation and the difficult
work of keeping up with
change were ranked first and
second, respectively, on a list
of 30 unique risks facing
business worldwide in 2018.
Protiviti and the North
Carolina State University ERM
Initiative surveyed 728 board
members and senior executives from around the globe in
fall 2017. Overall, the respondents expected 2018 to be
slightly less risky than 2017.
But there was a lack of
consensus on that outlook.
Board members were the
most concerned, while CEOs
and CFOs anticipated 2018 to

in 2016 to 15th. Norway and
Portugal were also among the
destinations showing
significant improvement.

5 best locations for
expats working abroad
1. Czech Republic
2. New Zealand
3. Bahrain
4. Luxembourg
5. Malta

Source: Expat Insider 2017, InterNations.

be on par with last year.
Responses from chief risk
officers and chief audit
executives were the most
positive.
Two risks previously lower
in the ranking moved into the
top ten, according to the
Executive Perspectives on Top
Risks for 2018 report. New in
the top tier were concerns
about the ability to use data
analytics to improve productivity and unlock market
intelligence, along with
worries about meeting
performance expectations
related to quality, cost, speed
to market, and more, as well
as competitors will.
February 2018 I FM MAGAZINE I 9
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Top risks for 2018:
Disruption, resistance
to change

InterNations surveyed more
than 12,500 expats for its 2017
report Expat Insider. Their
feedback helps rate countries
on a variety of indicators,
from ease of settling in to
family life and personal
finance. Bahrain, Costa Rica,
and Mexico were rated the top
three expat destinations
overall. Malaysia was the
biggest gainer on the overall
list, moving from 38th place

Travel for work?
Follow this advice
Take advantage of these tools and amenities to
maximise your productivity.

B

usiness trips can be thrown off
schedule by a variety of transit
woes. As a frequent traveller
myself, I’ve had to ensure that I
could remain productive despite
unexpected travel issues. Here are my
answers to common travel conundrums:

Should I purchase an airline’s club
membership?
The answer depends on how much you
travel, how often you have connections,
and whether the airports you travel
through have a club. I travel almost weekly,
and for me the answer has been a definite
yes. I have at least one connecting flight at
least half the time I travel, so assuming the
wait is long enough, the club gives me
access to a clean bathroom, free internet, a
hearty snack (which is usually free), and
power to recharge my devices.
Sometimes, flights with longer transfer
times are cheaper, so if the connecting
airport has a club, I have the option of
getting those cost savings while knowing
that I’ll have somewhere to be productive
during the wait. If my departing airport
10 I FM MAGAZINE I February 2018

has a club, I often travel to the airport
when it’s the least disruptive to my
schedule and at the least traffic-plagued
time. Then I go to the club and work until
my flight. Some of these strategies work
with club day passes, and if you’re getting
work done, your employer may reimburse
you for the cost of the pass.

Should I take the overnight flight?
If you can’t sleep on planes, the answer is
definitely no. As a left-side sleeper, I
check available seats to ensure that I can
get a window seat on the left side.
Otherwise, I know that I won’t be able to
get decent rest, so I may avoid the flight.
For longer flights, I sometimes choose to
make the flight a “workday” and work on
the flight or at the club during a connection. Then I take a flex day or work a short
day at my destination so I can enjoy more
of that city.

How do I keep track of flight
changes?

Delays, cancellations, or gate changes are
inevitable. Several apps are available to

aid frequent travellers; I use an app called
TripIt Pro, which costs me $49 per year, to
organise my itineraries and get real-time
flight alerts. When a flight time or gate is
changed, TripIt sends me a text message.
If the delay could lead to a missed
connection, the app provides a list of
alternate flights from all airlines. After
landing, TripIt texts me the arriving gate,
the gate for my connection, and the
amount of time I have to get from one to
the other. It also stores hotel and rental
car confirmations, so I’m able to go to one
app for my entire trip instead of flipping
among multiple apps.
Other apps, some of which are free,
provide similar information. Many major
airlines also will alert you to flight
changes via text message.
Donny Shimamoto is the founder and
managing director of CPA firm IntrapriseTechKnowlogies LLC. To comment on this
article or to suggest an idea for another
article, contact Neil Amato, an FM
magazine senior editor, at Neil.Amato@
aicpa-cima.com.
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By Donny Shimamoto, CPA/CITP, CGMA

How cryptocurrency
exchanges work
There are numerous exchanges and they operate in different ways,
but these are some common characteristics:
ENTERING THE MARKET

Customers who want to trade cryptocurrencies
set up an account where they deposit traditional
currency — such as dollars or euros — or some
cryptocurrency.

WORKING WITH EXCHANGES

When a customer places an order,
the exchange finds a suitable buyer
or seller and then either credits or
debits the trader’s account.

Some use “hot” online wallets, which
may be vulnerable to hacking; others
use “cold” wallets, which are offline
and therefore less vulnerable.

Exchanges record the transactions
on their ledgers, and a trader’s funds
are held by the exchange until the
trader withdraws them.

IMAGE BY REUTERS

MAKING MONEY

Exchanges charge traders fees
(normally a percentage of each transaction)
and offer financing services to their clients.
Prices vary among exchanges, so some traders place orders in various exchanges hoping
to profit from the different prices on offer.

Ordinary customers can trade directly
on exchanges without using professional
brokers. They may find themselves trading
directly against professionals, such as
cryptocurrency hedge funds.
Source: Reuters.
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Books on behaviour
T

hese titles delve into what triggers cause people to
act, meet a deadline, or make a purchase, as well as
into generational issues old and new.

Misbehaving: The Making of Behavioral
Economics
By Richard H. Thaler / W.W. Norton & Co.

The Internet of Money

By Andreas Antonopoulos / Merkle Bloom LLC
Antonopoulos, an entrepreneur, speaker, and cryptocurrency
enthusiast who wrote the book Mastering Bitcoin, has published a
collection of highlights from talks given between 2013 and 2016.
Chapters range from peer-to-peer money to privacy. Volume 2 of
the series was recently released.

The Nobel prize-winning economist, in
chronicling his work, serves up a series of
examples of how human nature and financial
and other decisions intertwine. The topic is
intriguing for self-reflection and for figuring out
your customer base.

Scarcity

By Sendhil Mullainathan and Eldar
Shafir / Picador
The authors, economist Mullainathan (Harvard) and behavioural
scientist Shafir (Princeton), explore
how humans react to lacking — be
it a dearth of time, food, sleep, or
something else — and how
organisations are likewise affected.

The 1-Page
Marketing Plan

By Allan Dib / Successwise
Entrepreneur Dib defines
marketing as “the strategy
you use for getting your
ideal target market to
know you, like and trust
you enough to become a
customer. All the stuff you
usually associate with
marketing are tactics.” He
offers up digestible tips
and tools for success.

Gen Z @ Work
Originals

By Adam Grant / Penguin Books
Grant, a Wharton professor and author of
the bestseller Give and Take, is back with
an exploration of nonconformists. Be sure
to make it to the back of the book for
“Actions for Impact,” where Grant lists
practical exercises that leaders, individuals, companies, and even parents can use
to boost their originality.
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The Reckoning: Financial
Accountability and the Rise
and Fall of Nations
By Jacob Soll / Basic Books

This inspiring look at accounting from
biblical times through the present
reveals just how crucial accounting is to
the rise and fall of nations. In societies
where accounting is esteemed, as Soll
demonstrates, good governance tends
to prosper.

Generational expert David
Stillman teamed up with his Gen
Z son, Jonah (then 17), to decode
some of the key differences
between Millennials and the
cohort following them into the
workforce. They explore seven
defining traits of those born
between 1995 and 2012.
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By David Stillman and Jonah
Stillman / Harper Business

How to make board meetings

more efficient

Precious time is wasted at board meetings when directors show up unprepared.
These tips can help board members keep the meeting on task.
By Nigel Davies, FCMA, CGMA

PHOTO BY CIMMERIAN/ISTOCK

W

hen it comes to the
efficiency of a board
meeting, the board chair
can make all the
difference. For a board
meeting to be effective, the chair needs to
contribute to the meeting by challenging
management and welcoming other
directors to challenge both management
and the board chair.
The chair must not lose sight of his or
her responsibility to guide the meetings as
well as participate in them. And, to be
effective, the chair needs to ensure that all
directors are prepared.
Lack of preparation is a growing
problem. Board members who said
underperforming directors are unprepared
for meetings climbed to 25% in 2016 from
11% in 2012, according to PwC. And with
technical agenda items such as cybersecurity risks, pre-meeting preparation is
taking more time in many cases.
Among the many ways the board chair

can ensure directors prepare properly for
board meetings are:
Before the meeting, the chair can ask
each director: “What are you hoping to
achieve from the meeting?”
At the meeting, the chair also can ask
directors if they have read the
pre-meeting materials that they have
been sent. An early item on the agenda,
meanwhile, can be to ask for the record
whether everyone has read those
materials.
Ask directors to give written reports
before the meeting. They can include
two- or three-paragraph summaries at
the beginning of their reports. This way,
the important points are identified, and
the details that other directors may
wish to comment on are also visible.
The chair isn’t solely responsible for
ensuring meetings are effective and
efficient, however. Other directors can
help the chair by:
Identifying the chair’s favourite topic.

•
•
•

•

•

Other directors may want to act to make
sure the board avoids spending too
much attention and time on that topic.
This is helpful with chairs who are very
technical and who can turn a meeting
into a technical debate. (Former finance
directors can be the worst, with
detailed explanations of debits and
credits.)
When board meetings go off on
tangents, the secretary can help restore
order by suggesting the topic be worked
on outside the meeting and ensuring
that the outcome is reported back at the
following meeting.

Nigel Davies is a Wales-based accountant
who serves as a nonexecutive director for
Thomas Carroll Group PLC and as a member
of CIMA council. To comment on this article
or to suggest an idea for another article,
contact Samantha White, an FM magazine
senior editor, at Samantha.White@
aicpa-cima.com.
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Juggling
finance
challenges

of a fast-growing company
After 14 years in the finance departments of
multinational tech companies, Pip Spibey, FCMA, CGMA,
took on the challenges of integrating a startup
with aggressive growth targets.

T

he CFO of Travelport
Locomote has her work
cut out for her.
Pip Spibey, FCMA, CGMA,
took on the role in January
2016, when UK-based Travelport and Australian startup
Locomote teamed to simplify
the approval, booking, and
expense management for corporate travellers worldwide.
At the time, she had
worked 14 years in the finance
departments of multinational tech companies, four

as financial analyst at Xerox
and Dell, and ten in various
finance director roles based
across the globe including financial planning and analysis
for Travelport in the UK.
Spibey is now based in
Melbourne. At Travelport
Locomote, she heads the
finance function of a business
that increased revenue 175%
in Australia in its first year
and aims to accelerate its
growth globally. In a company
expanding that quickly, her

main focus is to ensure financial stability and efficiency,
Spibey said.
Risk management, controls, cash management, and
a keen eye on profit are key to
efficiency as she juggles the
challenges of a fast-growing
company, she said.
Risk management. To
stay ahead of the curve, Travelport Locomote tries hard to
balance employees’ freedom
to experiment and make
mistakes with the necessity
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By Sabine Vollmer

of cost controls. The company has a rewards system
that encourages employees
to pursue ideas by offering
them time off from regular
work activities to experiment
with new service and product
prototypes through digital
simulation, and complimentary meals at a restaurant
or movie tickets.
Cash flow management
and cost controls. She and
her team check the cash flow
regularly to ensure Travelport
Locomote can pay suppliers
on time and follow up with
outstanding debtors. Liquidity is important particularly
in a technology startup where
costs tend to be high and
revenue tends to be low for
the first few years, so this
needs to be managed closely,
with flexibility to delay costs
or reduce them if required.
To carry off this balancing act
effectively without damaging supplier and customer
relationships, Spibey relies
on frequent reports. For
example, she receives cash
forecasts weekly, monthly,
and quarterly.
She has implemented a
purchase order system, so
Travelport Locomote has

improved on spending and
can ensure the correct level
of approval is gained. She
has also implemented an
accounts payable timetable
to eliminate ad hoc payments
and better manage cash
outflows.
The team has increased
focus on measures such as
days sales outstanding and
streamlined the company’s
bank accounts and approval
requirements for making payments. Spibey has also implemented monthly cost centre
reports to senior leadership
so the team has visibility and
responsibility over its own
department’s spend rather
than managing everything
centrally.
Accountability. At Travelport Locomote monthly
results are posted on white
boards and on touch-screen
monitors mounted on the
walls of a communal area.
That includes results of
marketing campaigns, sales,
roadblocks, priorities, and
projects completed.
“We’re very open as a
management team,” Spibey
said. “Everything is displayed
at all times for all [employees] to see.” Clients do not

‘We’re very open
as a management
team. Everything
is displayed at
all times for all
[employees]
to see.’
Pip Spibey, FCMA, CGMA
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have access to the area, she
said.
To further increase
accountability, Travelport
Locomote also holds lunchand-learn sessions to teach
finance basics to nonfinance
employees. One such lesson,
for example, is on accounting
rules that apply to government grants available to
innovating tech companies.
Knowledge sharing is key
in a fast-growing company
and inherent to Travelport
Locomote’s culture. The
company has implemented
collaboration software by
Atlassian called Confluence
that allows all employees to
share and edit information,
encouraging new ways of
doing things and fostering
innovation. It also provides
a reference library for new
employees as well as a central hub of information on
company policies that can be
updated as required.
Internal controls. Filling
out expenses is time-consuming, receipts get misplaced, and employees
often categorise expenses
incorrectly. To help clients
manage travel expenses and
ensure the correct level of

control is in place, Travelport
Locomote has partnered with
a US-based expense company (Expensify) not only
to complement its internal
systems, but also to provide
a full end-to-end solution for
customers.
Employees take a photo of
their expense receipts. The
company uses software that
scans data such as the date of
the expense and the amount
spent from the receipt and
automatically categorises it,
which means the only information employees have to
enter manually is the name of
the guest they entertained at
the meal they are expensing.
Ultimately, Travelport
Locomote is leveraging
technology to reduce human
error and improve internal
controls at the same time
as reducing the burden on
employees.
“We look for technology to
make things easier,” Spibey
said. “That’s our priority.”
Sabine Vollmer is an FM
magazine senior editor. To
comment on this article or to
suggest an idea for another
article, contact her at Sabine.
Vollmer@aicpa-cima.com. ■

CFOs’ growing role:

Culture champions
Finance chiefs can wield their influence to shape
the key areas of ethics and hiring.

I

ncreasingly, the remit of the finance
chief includes a greater role in
shaping corporate culture — anything
from a company’s dress code or its
social media presence to key values
such as integrity and transparency.
All that, in addition to setting the
standards for the finance team. Two key
areas in which CFOs can have strong
influence on organisational culture are
ethics and hiring.

Ethical lens

CGMA designation holders abide by strict
ethical principles. Those guidelines from
the profession could help influence areas
of an organisation beyond finance.
Central to the CFO’s sphere of cultural
influence in an organisation should be
ethics. CFOs should assist the CEO in
establishing the company’s code of ethical
conduct so that employees in all departments follow the C-suite’s lead.
If there is a lack of emphasis on ethics,
“it can spin the organisation into trouble”
in the eyes of employees, shareholders,
customers, and regulators, said Mark
Biersmith, CPA, CGMA, a partner at Andre +
Associates PC in Dallas, Texas.
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Hiring the right fit

CFOs who want to uphold and grow a
company’s culture can use strategic hiring
to accomplish that goal, according to
Duncan Brodie, FCMA, CGMA, managing
director at Goals and Achievements, a
career consulting firm for accountants near
Brighton, England. He said finance chiefs
should not be afraid to hire people who
might someday ascend to the CFO role.
“If you hire people who are better than
you, hire people who have got high
expectations, it raises the standard right up

By Neil Amato
the line,” Brodie said. “Hire people who are
smart and driven, and they’ll keep you on
your toes.”

The benefits of being a culture
leader

Building culture can also help better
position a CFO for a CEO role. And that
demonstration of nonfinancial acumen is
critical for those looking to ascend to top
finance jobs. Showing support for
employees, treating them with fairness

and respect, and communicating how
their work matters go a long way in
modelling culture.
“You get to a senior level because you’ve
got good people skills,” Brodie said. “You
can manage, you can lead, you’ve got
strong interpersonal skills and can build
relationships, and you understand how
businesses work.”
Neil Amato (Neil.Amato@aicpa-cima.com) is
an FM magazine senior editor.

Strategy lessons from the

Serengeti

Cheetahs, hyenas, and
warthogs are among today’s
global strategy experts.
Here’s how their insights can
apply to your business.
By Stephen Berry, FCMA, CGMA

T

he animals of the Serengeti
have been honing their
survival strategies for ages.
Their habitat is constantly
shifting, and there is much
we can learn from them
about resilience and adaptability,
essential qualities in today’s rapidly
changing business environment.
Here are three of these wild strategists
and the lessons they can teach us about
business.

The cheetah

Cheetahs are built for speed and can run
almost 70 mph (113 km/h), giving them
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an impressive chase-to-kill ratio. The
cheetah teaches us that sacrifices have to
be made for rapidity.
Their light musculoskeletal structure
means other predators, such as the hyena,
can push cheetahs off the kill and enjoy
the feast themselves. Even so, the cheetah
will make its kill and eat what it can
before the hyenas get there, knowing that
it can move on and make another kill.
In business terms, that’s the mindset of
the entrepreneur — accept that others will
come into the market, and you’ve got to
move faster than they do.
If you want to get a new idea to market
quickly, you cannot do it with the cumber-

some infrastructure that many large
organisations have. Each layer of
hierarchical decision-making adds a layer
of delay. Just as a cheetah might be happy
to make the kill and move on, don’t be
afraid to abandon ideas that don’t work.
Cheetah-like entrepreneurs get
inspiration for new products from all
kinds of sources, including their frustrations with existing products that don’t
meet their needs or expectations. Finance
professionals should treasure such
frustrations as they can lead to improvements. Make a note of any processes that
really annoy you, and resolve to do
something about them.

The hyena

Although they are successful predators in
their own right, hyenas not only benefit
from the efforts of other predators, but
also from what they have rejected.
Hyenas eat every part of an animal except
its hooves and horns. Whereas most
other animals discard the bones of their
prey, hyenas get nutrients from them. To
enable them to do this, a hyena’s jaw is
among the strongest in the animal
kingdom.
In business terms, hyenas scan the
horizon to see what cheetah organisations
are doing. They keep tabs on innovative
ideas and learn from the mistakes of first
movers. Far from being a first mover,
Google was at least the 21st search engine
to be launched, and had learnt from
observing its predecessors.
As well as looking at what the cheetahs
are doing, look at what they are leaving
behind. Where are the bones? For
example, in the product development

The warthog

Warthogs are natural risk managers.
Aware that they taste nice and that plenty
of predators want to eat them, they
diligently prepare for that threat.
A sounder of warthogs digs several
burrows all around their territory, and all
of them know the locations of the
burrows. When a predator such as a lion
or a leopard comes prowling, all of the
warthogs head for the safety of the
burrow. The last one reverses into the
burrow, leaving predators to deal with
sharp tusks and teeth.
The lesson the warthog teaches us is
to prepare in advance. Don’t wait for a
threat, such as a recession or an increase
in raw materials prices, to materialise. By
then it’s too late to create a sound
response plan. Ask, for instance, what
the signs of a slowdown are in your
sector. In the construction trade, fit-out
companies generally start work on a

development site 18 months after the
demolition crews have been there. If you
see signs that demolition work is drying
up, fit-out work will be hit in 18 months’
time, so create a plan for tackling that
eventuality now.
When developing a strategy for your
business, keep it simple and easy to
understand, and communicate it widely
throughout the organisation. A strategy
should always be flexible. One common
mistake businesses make is failing to
monitor the strategy and assess whether it
is achieving the desired results.
Evaluating the progress being made
should be a major part of board meetings.
Stephen Berry (mail@stephenberry.com) is
an executive coach who draws on his
background as a CFO and international
MBA lecturer to advise companies. To
comment on this article or to suggest an idea
for another article, contact Samantha White,
an FM magazine senior editor, at Samantha.
White@aicpa-cima.com. n
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process, a scientist at 3M produced a very
weak adhesive that was rejected as unfit
for the intended purpose. Its advantage
was that it didn’t leave a residue. This
seemingly superfluous property gave
another 3M employee, Art Fry, the solution
to a problem. As a church organist, he had
often wondered how to mark pages in his
hymnbook without damaging the pages.
The rejected weak adhesive led to the birth
of the Post-it note.

China’s
Management accountants
must prepare for the
opportunities and
challenges that China’s
‘Belt and Road’ initiative
will create for finance
departments.
By Chris Sheedy

O

ne of the most
important influences
on the world’s
economic landscape
during the next
decade is likely to
come from China’s
“Belt and Road”
initiative. The complex and ambitious
investment plan aims to develop a new
Silk Road through the creation of land
and sea corridors — mainly rail lines and
ports. There are few Asian territories it
will not touch, and few international
businesses whose supply chain will not
be impacted.
The official name of the initiative,
which China designed as an economic
strategy as much as a foreign policy, has
changed over time. It previously was
known as One Belt, One Road, and often
is still referred to by that term in the
media. “One Belt” referred to land-based

road

to the future

SHIFTING DYNAMICS

The first and simplest fact that needs to be
accepted by the business world is that
China is coming your way, said Shanghai-based David Wu, founder and CEO at

GMPTALENT International (a member of
IMD International Search Group).
“One thing you have to bear in mind if
you’re a CFO sitting in your headquarters,
is that the One Belt, One Road initiative is
an indication of China going to the
international market more aggressively,”
Wu said. “You will see the Chinese
coming. It might be to acquire a local
company or make some other investment
in the local market, but you have to be
aware that they are coming and they want
to do business with you.”
Wu’s assertions are backed up by
Chinese action. Chinese businesses
recently have purchased outright, or
bought controlling shares in, national
institutions including GE’s appliance
business and Hilton Worldwide in the US,
Italian soccer clubs AC Milan and Inter
Milan, global Swiss agribusiness giant
Syngenta, and Australian dairy farm Van
Diemen’s Land Company.
Finance and accounting experts should
become more familiar with some of the
main regulations and accounting rules in
China, Wu said. Even the simple act of
transferring money to or from China can
be quite complicated, meaning an
understanding of the basics can prove
powerful.
Knowledge of your own businessspecific risks involved in doing business
with or in another territory is also important, Wu said. “Internal control definitely
has to be enhanced,” he said. Working with
laws and regulations and varying levels of
government control in Asia can become “a
little bit complicated, so you have to be a bit
sophisticated in terms of the design of your
internal risk-control policies”.
Developing an understanding of

Chinese culture is very useful, as is
ensuring your staff has a few Chinese
speakers, he said.

LAYING THE GROUNDWORK

Belt and Road presents many opportunities for those in the finance world, said
David Martin, director of marketing and
communications at the China-Britain
Business Council.
With Belt and Road, Martin said, large
Chinese construction companies will lead
projects around the world. All of the
companies and projects will require
financing, master planning, project
management, logistics support, and more.
Banks, finance houses, and law firms, he
said, have a lot to gain from boarding the
China train.
“These businesses need to nurture their
relationships with the Chinese government and with Chinese construction
companies to ensure that when tendering
processes come out, they are at the front of
the queue,” he said. “They need to start
doing their groundwork now.”
However, it’s also important not to
overstate the importance of Belt and Road
to your business, Martin said. If you’re an
engineering firm involved in the design
and construction of infrastructure, it’s
easier to see how to dive right in, but for
some types of businesses it is simply a
matter of keeping an eye on developments.
Chris Sheedy is a freelance writer based in
Theodore, Australia. To comment on this
article or to suggest an idea for another
article, contact Chris Baysden, a senior
manager with FM magazine, at Chris.
Baysden@aicpa-cima.com. n
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transport infrastructure — road and rail
routes also known as the Silk Road
Economic Belt. “One Road” referred to sea
routes known in China as the 21st
Century Maritime Silk Road. It includes
ports, navigation aids, and other maritime
infrastructure that help link to the land
sectors. This strategy is all about moving
goods as efficiently as possible.
Geographically, Belt and Road covers
seven corridors from China to Eastern
Russia, Western Russia, Turkey, Singapore, Myanmar, Pakistan, and the
Mediterranean Sea. But plans change as
new opportunities reveal themselves.
Current plans touch more than 60
countries, which, according to a McKinsey
podcast, “cover 65% of the world’s
population, one-third of the world’s GDP,
and about a quarter of all the goods and
services the world moves”.
It’s hard to pin down an exact price tag
for Belt and Road, but $1 trillion is a
commonly cited estimate, according to
the Council on Foreign Relations.
The wide reach of this Chinese
investment creates a very good argument
for CFOs, finance specialists, and other
business leaders worldwide to make every
effort to keep their finger on the pulse of
changes induced by the Belt and Road
initiative. Few large, multinational
companies — no matter where they are
based — will escape the effects of Chinese
international expansion. But it also
provides great opportunities for many.

5

steps to
prevent
complex
inventory
frauds
Fraudsters are becoming increasingly
creative. Here’s how SMEs in the
manufacturing sector can guard
against losses.
By Cecilia Locati, FCMA, CGMA

W

hen we think
about inventory
theft, we often
think of a sales
assistant stealing a product
from a shop stockroom or an
employee carrying away items
from a warehouse. Although
these are common forms of
theft, more complex cases of
inventory fraud affect
manufacturers, too.

Noncash fraud schemes, a
category that includes
inventory theft, are among the
most common types of frauds,
accounting for 19% of all asset
misappropriation schemes,
according to the 2016 Report to
the Nations on Occupational
Fraud and Abuse by the
Association of Certified Fraud
Examiners (ACFE). They are
second only to billing
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schemes, which account for
22% of all asset misappropriations.
The following real-life
case study shows how
creative fraudsters can be
when it comes to inventory
theft. The names of the
company and individuals
have been changed.

Inventory theft at
ChocolateCo

ChocolateCo is a familyowned manufacturer of
luxury handmade chocolate
bars. The business was
founded at the end of the 19th
century and is still owned by
direct descendants of the
founding family.
At the time of the fraud,
the company was owned and
managed by Luke. As general
manager, Luke spent the
majority of his time looking
after the finance, marketing,
and sales figures; purchasing
and production activities
were managed by Adam.
After 30 years on the job,
Adam was appointed
production and purchasing
manager after Luke’s father
retired. Adam was highly
regarded and trusted by Luke,
given his long service.
The accounting and
finance tasks were handled
by a small finance team that
was mainly focused on
accounting, taxes, and
preparation of statutory
accounts. Every quarter Luke
and Adam would meet briefly
to discuss the performance of
the past quarter. The

discussion was based on a
report prepared by the finance
team that included a few key
figures (sales, margins, cash,
and inventory balances),
comparative figures from the
previous quarter, and a brief
explanation of the most
significant variance between
the figures.
The organisation of the
warehouse was quite straightforward: A purchasing
assistant oversaw the buying
of the raw materials to make
the chocolate bars, the
warehouse team was in charge
of receiving goods and
performing quality controls on
the materials received, and the
production team managed the
machinery to produce the final
product. In addition, Adam
also managed a small team of
drivers who were in charge of
dispatch and delivering the
goods to ChocolateCo’s clients.
At the end of every
afternoon, Adam would record
in the system how much raw
material was used and how
many bars were produced that
day. He would then print out
the delivery notes for that
evening and hand them over
to the delivery team. Once
drivers received their papers,
they would load their trucks
and deliver their products to
the customers.
Adam was the only member
of the production team with
access to the company system,
thus he was the only one with
insight into the exact input
and output figures. After some
time, the accounting manager
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Noncash fraud schemes,
a category that includes
inventory theft, are
among the most common
types of frauds.

How did fraud on this scale
happen? It turns out that
concealing it was quite easy.
began to suspect that these
numbers did not add up.
This came to light when a
production team member
remarked on the number of
bars produced that day to her
friend, the accounting
manager, over dinner. The
number simply did not
resonate with the accounting
manager; she had checked the
stock level and the daily
production before leaving the
office that evening to prepare
the quarterly report.
The following day, when
she confirmed that the
production yield recorded the
previous day did not match the
number mentioned by her
friend, she suspected a larger
problem. She tracked these
numbers over the next few
days, and once she was sure
there were inconsistencies,
she went to speak to Adam
about the problem. Adam
stated that the numbers in the
system were correct as he
counted the bars personally;
however, the accounting
manager still thought there
was a problem and went to
speak directly with Luke about
the discrepancies.
The accounting manager
explained the situation to Luke
and told him that she suspected
that a production operator was
stealing the missing bars before
Adam could account for them
in the system.
Based on these suspicions,
Luke hired a fraud investigator.
He did not mention it to Adam
in an attempt to prevent any
change in his behaviour that
might alert those members of
his team who were involved.
The investigator advised Luke
to perform a surprise inven-

tory count before the delivery
trucks left the plant at the end
of the day.
This surprise count
revealed that several boxes of
bars that had been loaded onto
one of the trucks were not
accounted for at all in the
warehouse system. The driver
of this truck quickly confessed
that he had been defrauding
ChocolateCo with Adam’s help.
He went on to explain that
each day, Adam recorded 10
kilogrammes of chocolate less
than the actual weight of
production for the day (eg, if
1,000 kilogrammes were
produced, he inputted 990
kilogrammes). The driver
would then load his truck with
the number of bars indicated
in the delivery notes, which
were handed out by Adam,
plus an additional 10 kilogrammes. These additional
bars, which had never been
recorded in the warehouse
system, were then delivered
and sold to a third party by the
driver, and the proceeds were
split between the driver and
Adam. Based on the figures
provided by the driver and
later confirmed by Adam, the
pair were able to steal goods
with an estimated total value
of £150,000 (about $197,000)
over three years.
How did fraud on this scale
happen? It turns out that
concealing it was, in fact, quite
easy. Nobody in the warehouse
other than Adam had access to
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the company IT system. Adam
was the only one who recorded
inbound and outbound
production volumes for the
day, and he was also the one
who checked that the outbound
deliveries were accurately
prepared by the drivers. The
quarterly reports discussed
with Luke included just two
figures related to inventory: the
total value of the raw materials
and the amount of finished
goods stock at quarter end. As
Luke’s only concern was having
enough stock to fulfil orders, he
found this information to be
adequate and didn’t ask any
further questions. Furthermore, Adam decided when to

do the periodic stock count, so
he made sure that no extra bars
were left in the warehouse
beforehand.
The two fraudsters were
immediately fired. They
agreed to repay the amount;
however, neither party did so
in the end. The driver was
already in debt in an attempt
to finance his lavish lifestyle,
and very little was recovered
from Adam, leaving ChocolateCo to take the financial hit.

How can manufacturing
companies protect
themselves?

Manufacturing companies
should focus on the following

was responsible for entering
production input and output
figures in the system. The
plant manager who replaced
Adam did not have writing
access to the system; he
checked and validated the data
inputted and edited by the
production supervisor after
having verified their accuracy.
In the delivery team, the
shipping supervisor checked
the accuracy of every shipment
prepared by the delivery team,
and, in addition, the plant
manager performed random
checks on a sample of
shipments.
Production yield analysis.
Production yield, the difference

between actual output and
standard output based on
standard inputs of materials
and labour, would have been a
useful indicator of the
efficiency of the production
process. If ChocolateCo had
used this metric regularly, it
would have been clear that
based on the raw materials
used, the annual output should
have been approximately 2,600
kilogrammes higher, and the
fraud could have been detected
much sooner.
Management reporting
process. The lack of a
structured management
reporting process allowed
fraud to take place within
ChocolateCo. Luke and Adam’s
quarterly meetings were
informal, brief, and not
detailed enough for proper
fraud prevention. If the
operational and financial
performance variances had
been properly monitored, the
fraud would have come to light
much sooner.
After this incident, a
detailed management
reporting package including
specific KPIs for each
department was implemented, and the quarterly
review meetings were
extended to include the heads
of relevant departments
including sales, marketing,
and finance. The meetings
follow a structured agenda,
and all the KPIs are reviewed
in detail and crosschecked by
the heads of each department.
In addition, the actual
performance is compared
with a newly created budget.
Surprise stock counts. The
first piece of advice from the
fraud investigator in this case
study was to perform a
surprise stock count that

immediately led to the
discovery that bars were
missing. The element of
surprise is an excellent
deterrent, and surprise
inventory counts can be used
as an effective procedure to
prevent and detect fraud.
Predictable controls can be
easily eluded; the knowledge
that the likelihood of getting
caught is higher would make
fraudsters think twice.
According to the 2016 ACFE
report, surprise audits can
reduce the average loss due to
fraud from $195,000
(£144,000) to $100,000
(£74,000), a reduction of 49%.
Furthermore, surprise audits
can halve the average duration
of the fraud from 24 months to
12 months.
Automated production
process. The machinery used
by ChocolateCo had no
interface with the enterprise
resource planning (ERP)
system, ie, the equipment did
not record the amount of raw
materials used during the
production process or the
number of bars produced.
These two numbers were
accounted for manually by
Adam, allowing room for fraud
to occur.
Manual processes are more
prone to errors and fraud. The
use of production machinery
that is seamlessly integrated
with the company’s ERP helps
to prevent this type of fraud.
Nowadays the most advanced
production machines are able
to measure input and output
and automatically update the
company’s system.
Cecilia Locati (cecilialocati@
fraudfence.co.uk) is director of
Fraud Fence, a consultancy
that advises companies on
internal fraud prevention. To
comment on this article or to
suggest an idea for another
article, contact Samantha
White, an FM magazine senior
editor, at Samantha.White@
aicpa-cima.com. ■
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key areas to prevent inventory
fraud.
Segregation of duties. The
lack of segregation of duties
played a key role in the
ChocolateCo case, as Adam
performed a number of
conflicting tasks.
To prevent fraud,
employees involved with the
production process should not
be involved with the shipment
process.
After the fraud case,
ChocolateCo reorganised its
warehouse team, creating
separate supervisor roles for
the production and shipping
processes.
The production supervisor

How to create an

FX policy for
your SME

A structured approach to foreign exchange management enables your
business to make strategic planning decisions, rather than attempting
to respond to day-to-day developments in the market.
By Chris Towner

indulge in speculative behaviour.
This is where a solid FX policy comes
in. A defined FX policy tapers back some
of the emotions that can drive poor
decisions or speculative behaviour and
allows the business to focus on core tasks.
Emotion aside, a policy provides the
business with some structure. A structured approach enables your business to
make strategic planning decisions, rather
than attempting to respond to day-to-day
developments in the market. A well-documented approach to FX can also demonstrate good governance and therefore
make your business more appealing to a
potential investor or purchaser.
Your organisation needs an FX policy:
If it exports or imports products or raw
materials or services and is therefore
subject to transactional risks as
described in the example above.
If it owns assets abroad, such as a hotel
or warehouse, or if it has debt denominated in other currencies and is
therefore exposed to translational risk
that could impact the organisation’s
financial statements.
Transactional exposures can create
translational risks, and vice versa:

•
•

your company has, for instance, a
• Ifwarehouse
full of Italian shoes that it

•

hasn’t yet sold, those shoes can be seen
as a euro asset.
Assume you have borrowed in euros to
fund a startup business as you expand
abroad. If the euro strengthens
significantly, how will you find the
extra sterling needed to repay the loan?

Steps to creating an FX policy

1.

Set out your strategy. The best time to
discuss the elements of a policy is
when the market is fairly neutral. When
everything is calm, you can think clearly.
Remember, the strategy is not just for the
next three months, it should be evolving
and become part of the business on an
ongoing basis. The aim of a policy is to
give the business enough protection to
see it through any movements caused by
unknown events (such as natural
disasters or terrorism).
If your business has exposures to many
currencies, focus on elaborating policies
for the biggest risk first. Once those
policies are tested and working, drill
down and look at the smaller exposures.
The CFO should champion the policy as
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T

o understand the intricacies
of foreign exchange (FX)
rate fluctuations, take this
fictitious example based on
real rates: A British shoe
retailer buys €10,000 worth
of Italian shoes on 22 June 2016 and
calculates that it will need £7,603 to cover
the order. By 24 June, the day the result of
the EU referendum was announced, the
sterling amount needed had increased
9.4% to £8,315.
Many small businesses would not be
able to bear such dramatic changes in
costs and would be wise to lock in the rate
for committed exposures straight away,
effectively buying insurance against a
potential adverse move in the market. The
smaller the business, the more sensitive it
can be to currency moves.
One reason many businesses hold off
from hedging their FX transactions is
that they always believe that somehow
the rate is going to improve for them. On
the other side of the equation, unpredictability and volatility in the currency
markets can be seen as an opportunity.
When you are watching every penny,
there is perhaps more temptation to

he or she bears the responsibility for this
area. Board signoff is absolutely key, as
this spreads ownership of the risk to all
members of the board.
Identify the company’s overall FX
exposure. Separate parts of your
business may well be buying and
selling the same currency independently of one another. Look at what
is going on all around the organisation,
involve the supply chain manager and
sales department in these conversations, and centralise the risk. Adopting
a holistic approach to currency trading
enables you to buy and sell a smaller
volume of currency and save on dealing
costs.
Quantify the risk. Your exposure to
risk is measured by two things: the
volume of the exposure and the volatility
of the currency that you’re exposed to. The
next step is to calculate your net exposure
to the FX market.
For example, if you need to purchase
€10 million of currency and you receive
€5 million, you have a net exposure to
buy €5 million. To calculate the impact
this €5 million has on your bottom line,
look at the market over the last ten
years. The average sterling-euro
fluctuation in that period has been
around 12% over a year, so the impact of
that €5 million on the organisation
could be 12%, or €600,000. However, in
the most extreme case over that same
period, sterling-euro has moved by
almost 30%. The average of 12% is the
most likely, but the board needs to be
aware that in the most extreme case, the
impact could reach €1.5 million.

2.

3.

4.

Define your objectives. Is the goal,
for example, to reduce the volatility
of FX risk, or to try to control a certain
monetary amount of impact? That
objective is the heartbeat of the policy.
How much risk the board is willing to
tolerate will depend on profit margins.
Where one company might decide to
tolerate that 12% on €5 million, another
might decide to tolerate €200,000 of risk,
and then build a hedging strategy around
that. The policy should also set out what
tools (such as forward contracts, vanilla
options, or FX structured products) the
company is prepared to use to mitigate these
risks.
Assign responsibility. Responsibility for enacting the policy cannot
rest solely on the shoulders of the CFO.
The policy should state who will run it in
the CFO’s absence. Look within the
finance team. Stipulate who has the
authority to trade currency and up to what
amount. Ensure that you have established
a relationship with an FX broker and have
credit lines available for hedging forward.
Communicate the policy. For the
policy to be effective, finance must
work closely with the sales team to ensure
they are on top of what the company’s
exposure is on a day-to-day basis. When

5.

6.

large orders are put through, when do they
need to be paid? At what rate? If the
business has an internal budget rate that
sales team members work from, it should
be reviewed regularly. If there were to be
sudden movements in the FX markets, then
you need to ensure that these are accommodated for, either by adjusting your
pricing or employing your existing hedges.
Review and revise. How often you
need to review your policy depends on
the nature of the business and the
particular business cycle. Companies
dealing in perishable goods might look at
four to six weeks. Others that have
contracted three-year exposures will look
over the three-year time frame.
Questions to ask in the review process
include: Is the policy doing its job? Does it
suit the business? Is it taming the impact
of currency volatility that we experienced
previously? Are we better off as a result?
When faced with a known event such
as an election, referendum, or central
bank decision, it’s not the job of any
business to try to forecast the outcome.
Rather, businesses need to understand
that the event could give rise to an impact,
and ensure that the hedging strategy is
robust enough to tolerate any impact.

7.

Chris Towner (chris.towner@hifm.co.uk) is
director of corporate at HiFX Europe
Limited, which provides international
payments and FX hedging solutions to
businesses across Europe. To comment on
this article or to suggest an idea for another
article, contact Samantha White, an FM
magazine senior editor, at Samantha.
White@aicpa-cima.com. ■

Available tools
The most common tools that small
businesses can use to manage foreign
exchange risk are spot and forward
contracts:
A spot contract is an agreement to
buy/sell a specified volume of currency at the current
market rate, to be settled within a couple of days, and is
used when a business has an immediate need for that
currency.
A forward contract is an obligation. You have a contract
agreement to buy or sell the specified volume of
currency at a set price in the future. Forward contracts
enable a buyer to lock in the price to be paid, or a seller
to ensure the price to be received.
Slightly larger businesses with more complex requirements can use FX options and structured products:
A vanilla option is a contract that gives the holder the
right, but not the obligation, to buy or sell an underlying
asset at an agreed price, at one or more specified future
dates. This comes with a premium payable upfront, akin
to a car insurance policy. A vanilla option provides
protection against adverse movements in the spot rate
below a certain point, while you are able to benefit from
any improvements in the rate over the period. There is
no obligation, and on expiry you can transact at the spot
rate if that is more favourable. There is a premium to
pay, calculated as a percentage of the protected
notional. The premium depends on the level of protection, the time frame, and the volatility of the market.
Structured products allow you to buy an FX option to
give you protection, but to reduce the cost of that
protection to zero premium, you sell an FX option to an
option buyer. Structured products include collar options
and participators.

•
•

•

•
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Example 1. Some scenarios may call for complete
flexibility. Let’s say your company is looking to
expand into Europe and wants to buy another
business for €5 million. You commit to the price,
but the deal still has to go through all the
regulatory processes and due-diligence checks. As it may yet
fall through, you might not need that €5 million after all. In
this case, you need 100% flexibility, and the vanilla option
works nicely. It provides you with protection if the pound/euro
rate falls below a particular rate, whilst allowing you to benefit
from any favourable movements in the rate over the specified
period.
There are zero-premium FX structures that allow you to
have 100% protection against adverse movements in the spot
rate beyond a certain point, but at the same time they allow
you to benefit from a favourable move.
Example 2. You need to buy $10 million of currency this year
to cover forthcoming deals, and that is your only exposure to
FX. You are not sure you will need the whole amount but know
your absolute minimum dollar requirement is around
$6 million.
One option would be to hedge $6 million with a forward.
Another would be to hedge the whole $10 million with a 50%
participator, which gives you protection for the whole amount,
but in a favourable move, you’re only obligated to take
$5 million at that rate.
If you buy a 50% participating forward, you can participate
in 50% of the favourable move of the spot rate. So if your
strike/protected rate is $1.26 to the pound, and on expiry of
the contract the rate is $1.50, you would be obliged to
purchase 50% of the $10 million at $1.26, but you could
purchase the other 50% at $1.50, giving you an overall
protection rate of $1.38.
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CGMA tool: Strategy mapping

S

trategy mapping is a tool created by Balanced
Scorecard (BSC) pioneers Robert S. Kaplan and David
P. Norton. It allows organisations to describe and
communicate their strategies. The original formulation of
the strategy map is based on the “four perspectives” of
the BSC — financial, customer, internal, and learning and
growth. The financial and customer perspectives — the

outcome perspectives — are developed in response to the
basic question “What do we want to accomplish?” The
internal and learning and growth perspectives — the input
perspectives — depict “How do we plan to accomplish it?”
A sample strategy map follows. For more, including a
look at the benefits, questions to ask, and a list of dos and
don’ts, go to cgma.org/strategy.

Completed generic strategy map

Maximise organisational value

Productivity strategy

Customer

Add/retain high-value
customers

Current

Increase revenue
per customer

New

Innovation and
commercialisation
supremacy

Learning and growth

1. Human capital
(staff competencies)
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New
offerings

Internal
operations
excellence

2. Information capital
(technology infrastructure)

Reduce cost
per customer

Solutions
focus

Effective
governance and
control

Scalability strategies
(eg, web)

Perception;
public
relations

3. Organisation capital
(climate for action)

How we plan to accomplish it

Internal

Customer
management
leadership

Migrated

Asset utilisation

What we want to accomplish

Financial

Revenue growth strategy

Boost your
career
by joining the Global Management
Accounting Principles Pioneer
Community today
As a Pioneer you will be at the forefront of promoting and driving the
adoption of the world’s first standard for management accounting in
your organisation.
Registration is free and you will:
• Gain access to expertise via the global practitioner community
• Receive invitations to exclusive webinars to build your knowledge
• Use the framework to build benchmarking data around the
effectiveness of your finance function
• Lead best practice standards in your organisation

Sign up now at:

cgma.org/gmappioneer
Please feel free to invite your colleagues to join
Read more about the Global Management Accounting Principles at: cgma.org/principles
© 2017 Association of International Certified Professional Accountants. All rights reserved. CIMA and The Chartered Institute of Management Accountants
are trademarks of The Chartered Institute of Management Accountants and are registered in the United Kingdom and other countries. The design mark is a
trademark of the Association of International Certified Professional Accountants. 978-1-85971-848-3.

High flying
again?
T

PHOTO BY CLI V E MA SON/GE T T Y IMAGES

he 2018 Winter Olympics begin in early February in PyeongChang, South Korea,
with events at venues across the region including the Alpensia Ski Jumping
Centre, pictured here. While ski jumpers and national pride are bound to soar,
the outlook for the Olympics and winter sports overall as growth areas is uncertain, according to PwC’s annual survey of sports industry stakeholders. The
survey report, Sports: The Most Disrupted of All Industries?, highlights trends the games are
facing: an ageing customer base, technology companies rewriting how people consume
the events, and competition from dominant sports rivalling them for attention. A majority
of the survey respondents (68%) thought virtual and augmented reality would enhance
the viewer experience of sports in general. In one sign of change, the International Olympic
Committee has partnered with Intel through 2024 to leverage VR and 360 technologies,
among others. Let the games begin! n
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M
Philipp Aschenwald of Austria in action
at the ski jumping centre that will host
the event for the 2018 Winter Olympics
in February.
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A methodical
approach to

BUDGET
Excel’s regression-based capabilities
provide an easy way to use historical
data to create a budget.
By J. Carlton Collins, CPA

Image 1: Regression example using QuickBooks data

Image 2: Simple regression example

Image 3: Excel scatter chart and trendline

or Bubble Chart, Scatter, as pictured in
blue data points in Image 3. Next,
right-click any one of the blue data points,
and from the resulting pop-up menu,
select Add Trendline (the blue dotted line
in Image 3). This resulting blue trendline
represents the one true linear line that
dissects the data points in such a manner
that when all the distances from each data
point to the trend line are squared and
added together, they produce the least
amount (hence, the least-squares
method). To depict the process further, I
have extended the linear line and added
data points at intervals equivalent to the

actual data intervals (as illustrated by the
red dotted line, data points, and interval
arrows in Image 3). The red data points
correspond to the future values calculated
in cells F7 through H7 in Image 2. This
scatter chart and trendline visually
suggest how Excel’s Fill Handle tool
works — and how the actual historical
data are used to project the future data
points.
To prove the Fill Handle’s accuracy,
these same projected numbers can also be
calculated mathematically using Excel’s
SLOPE and INTERCEPT functions, as
follows. Starting with the same sales
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or many accountants,
next year’s budget
looks a lot like last
year’s actual amounts,
adjusted for inflation
and rounded to nearest
hundreds, thousands,
or millions. It’s hard to
argue against this
budgeting approach. After all, no matter
which budgeting method you use, it’s
still educated guesswork. However, for
accountants who prefer to throw a few
more neurons at this problem, regression-based budgeting may be a good
option to consider, at least for some
budget line items.
Before diving into the details, let’s
take a quick look at how Excel’s regression tools work. In Image 1, I have
exported four years’ worth of QuickBooks income statements (from 2014 to
2017) into Excel. To produce a budget (or
at least a starting point for a budget) for
2018, select columns B through E and
drag the Fill Handle one column to the
right to produce the 2018 budget in
column F.
With this simple manoeuvre, Excel
generates the values in column F using
regression calculations based on each
row’s previous four years of actual data.
You can see this simple example
demonstrated at the beginning of my
video (which demonstrates concepts
described in this article) at youtube.com/
watch?v=AwNYkTWIJP4. You can also
download an Excel workbook containing
the data used in this article at carltoncollins.com/regression.xlsx. Upon seeing
the Fill Handle in action for the first time,
accountants tend to ask, “Exactly how
does it work?” The answer is that when
you highlight three or more values in
Excel and then drag the range’s Fill
Handle, Excel automatically calculates
the next value(s) using linear-regression
analysis, the least-squares method. Let’s
study this process closer by isolating the
Sales line item from the example shown
above. As suggested in Image 2, dragging
the Fill Handle for the range of actual
data (shown in blue) produces projected
values (shown in red).
These regression calculations can be
demonstrated visually using Excel’s
trendline chart. To do this, highlight the
actual data cells (cells B7 through E7 in
this example) and create a scatter chart
by selecting Insert, Insert Scatter (X,Y)

Image 4: Exporting income statements from Dynamics GP to Excel

proves the Fill Handle’s accuracy, so you
can have confidence in using this tool to
create your own budget data.

DETAILED BUDGET EXAMPLE
USING REGRESSION

Image 5: The initial regression-based projections

numbers used above, we replaced the date
labels in cells B5 through F5 with the
numbers 1 through 4 (because these
numbered data points are essential for the
SLOPE and INTERCEPT formulas to
work properly). In cells F8 and F9, we
entered the formulas
=SLOPE(B6:E6,B5:E5) and
=INTERCEPT(B6:E6,B5:E5), respectively. Then, in cell F10, we calculated the
projected value for period 5 by adding the
Slope (cell F8) and the Intercept (cell F9)
multiplied by 5 (cell F5) to derive the fifth

period amount. The resulting formula
=F9+F8*F5 produces the product
1,176,995, which matches the product
produced by the Fill Handle method in
cell F7 of Image 2.
For further proof of the Fill Handle’s
accuracy, we can also write the formula
=FORECAST(F5,B6:E6,B5:E5) to produce
the same projected 1,176,955 value, based on
the same data used above. These two
SLOPE/INTERCEPT and FORECAST
function calculations derive the same
answer as does Excel’s Fill Handle, which

Excel automatically calculates
the next value(s) using
linear-regression analysis,
the least-squares method.
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Now that we’ve covered a basic understanding of regression using the Fill Handle
tool, let’s put this tool in action using the
detailed sample data included in Microsoft’s
Dynamics GP accounting system. For this
example, the budgeting process is broken
into eight steps, as follows.
1. Export data to Excel. Our regression-based budgeting process starts by
exporting four years’ worth of monthly
income statement data from Dynamics
GP to Microsoft Excel (something
virtually every accounting system
allows users to do), as suggested in
Image 4. (You might notice that
Dynamics GP creates income statements in which the credit balances,
such as revenue line items, are
displayed as negative numbers, which
is not typically how accountants
display those amounts. We will
compensate for this minor formatting
issue by adjusting some of our later
calculations accordingly.)
2. Use regression to create the initial
budget. To create the initial 12-column
budget, we select the 48 data columns
(columns E through AZ, or January
2014 through December 2017 in this
example), and then left-click and drag
the Fill Handle (located in the
upper-right corner of the selection
range) to the right 12 additional
columns, as suggested in Image 5.
The result is that Excel uses
linear-regression analysis on a
line-by-line basis to project the 12
monthly future values for each row.
(Keep in mind that this is just a starting
point. More work is needed to further
refine this initial budget projection.)
3. Seasonalise the budget projections.
As illustrated in the trendline chart
shown in Image 3, this linear-regression method produces results that
follow a straight-line path, resulting in
no data seasonality. Because most
companies experience seasonal
variations in revenue and expense line
items, the budget projections should
therefore be seasonalised by summing
the monthly projected 2018 budget
values and redistributing them using
2017’s seasonality. For example, if the

supplies expenses for January,
February, and March of 2017 represent
5.2%, 6.8%, and 9.4%, respectively, of
total supplies for 2017, then those same
ratios would be used to distribute the
2018 total supplies budget to January,
February, and March of 2018 (and so on
for each month).
Hint: It is essential to seasonalise
your budget to produce meaningful
monthly actual-to-budget comparison
results; simply dividing an annual
budget by 12 to produce monthly
budget amounts would likely result in
monthly actual-to-budget comparisons of little to no use to companies
with revenue and expenses that
fluctuate each month.
4. Insert known values, where
applicable. For certain line items,
future amounts are known values
based on executed contracts, and
therefore they are easy to project. For
example, companies that rent office
space typically know precisely how
much their rent will cost based on
their lease agreements. In this case, it
makes sense to replace the regression-based budget projections (which
are educated estimates) with the more
accurate contract values. Other
examples of common contract
expenses include insurance expenses,
employee salaries, internet fees,
website hosting fees, and leased trucks
and automobiles. In addition, a
company’s fixed-asset depreciation
schedule is likely to produce more
accurate depreciation expense
amounts for budgeting purposes than
would the regression method. At this
juncture, any contract values (or
known values) should be inserted over
the regression-based values. Further,
those updated line items should be
documented using an embedded
comment and perhaps even different
background colour highlights to make
it easy for reviewers and readers to
understand each line item’s origins.
Hint: Using the Split or Freeze
Panes tools on the View tab enables
you to view the account descriptions
on the left side of a large workbook,
along with the data columns to the far
right side of the workbook.
5. Test line item data for regression
suitability. For regression to produce
meaningful results, the underlying
data must follow a mathematical

Image 6: Simple Pearson example

trend; data that do not follow a trend
will most likely produce unreliable
projected values. To help you calculate
the suitability of data for regression
purposes, Excel provides the
PEARSON function. (This function is
named after mathematician Karl
Pearson, who developed systems for
measuring the amount of skew in a
data set.) To illustrate a simple example
using the Pearson function, Image 6
depicts the Pearson scores for three
sets of data.
Notice that the first set of data (in
Excel’s row 3) contains values incremented by 10 and scores a perfect
100% on the Pearson scale. The second
data set (in Excel’s row 4) contains a
couple of random values (in columns C
and E), and scores a 90% on the
Pearson scale. The third data set (in
Excel’s row 5) contains mostly random
values with little trend and scores only
a 35% on the Pearson scale. Weaker
data trends produce lower Pearson
scores. The Pearson scoring system is,
in essence, similar to many high
school or college grading systems in
that a score of 90 to 100 is considered
an A, a score from 80 to 89 is considered a B, and so forth. In the example
shown in Image 6, accountants would
likely be justified in using only the first
two rows of data for regression
purposes, but not the third row (in
Excel’s row 5).
Using the PEARSON function, we
can analyse each line item within our
48-month data set of historical values
as follows. Before starting this process,
we should establish the lowest Pearson
score we are willing to accept. For
example, we might deem that any line
item scoring less than a 60% Pearson
score is unsuitable for regression
purposes. For those line items scoring

below this predetermined threshold, a
projection method other than
regression will need to be used to
project those budget line items. To
calculate the Pearson score for our
Dynamics GP data, in a new column we
enter the formula =ABS(PEARSON
(E2:BL2,$E$1:$BL$1)) next to the first
row of data (cell BZ2 in this example)
and copy the formula downward (as
suggested in Image 7). (Note: A
negative Pearson score of say, -95% is
still a high score; the negative value
simply means the data is trending
downward instead of upward.
Therefore, I’ve included the
ABSOLUTE (ABS) function in this
formula to force any negative Pearson
scores to display as positive Pearson
scores, which makes the resulting
scores easier to format conditionally.
Our next step is to highlight the
Pearson scores and apply conditional
formatting to make the subpar scores
easier to identify, as follows. Start by
selecting the Pearson scores in column
BZ, and then from the Home tab, select

Tip: The RSQUARE
function
Excel offers the RSQUARE function
(RSQ), which is an updated version of
the PEARSON function that uses
squared correlation coefficients rather
than average correlation coefficients;
some accountants prefer to use the
RSQUARE function because they
believe it produces a more reliable
score than does the PEARSON
function. My advice is to consider
using both scores to judge the
suitability of your data for regression.

February 2018 I FM MAGAZINE I 37

Image 7: Pearson scores for the historical data

Conditional Formatting, Highlight
Cell Rules, Less Than, enter .60 (or
60%) in the Format cells that are
LESS THAN box, and press OK. As a
result, those rows of data with
inadequate Pearson scores are
highlighted in translucent red (or pink,
you could say) in Image 7.
6. Replace budget line item amounts
that have inadequate Pearson
scores. Once the Pearson scores have
been calculated for each line item, you
should replace the regression-based
projections for those line items with
subpar Pearson scores (less than 60%
in this example) and insert new values
using an alternative projection method,
such as using an appropriate inflation
index.
In addition, it is wise to document
and colour-code this alternative
projection method. We then repeat this
process for each line item as necessary
and, upon completion, we have our
initial 2018 rounded, seasonalised
budget based on a combination of
regression, inflation, and contractpricing projection methods. Note that at
this juncture you should expect your
budget projections to be based on a
variety of projection methods. For
example, your 200-line-item expense
budget might end up consisting of 30
line items based on contract values, 40
line items based on inflated 2017 values,
and the remaining 130 line items based
on regression calculations.
7. Forecast balance sheet. No budget
would be complete without including
a cash flow forecast. To project cash
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flow for 2018, we would need to
forecast the 2018 balance sheet line
items. Many balance sheet line items
are relatively easy to project. As
examples, land is usually a fixed
amount, property and equipment
values can be easily projected based on
depreciation schedules, and loans
payable amounts can be easily
projected based on amortisation
schedules. However, forecasting other
line items, such as accounts receivable,
inventory, and accounts payable
balances, is trickier, though it can be
done using historical financial
statement ratios, as follows.
Let’s assume that we have calculated the average number of days in
accounts receivable, inventory, and
accounts payable from our 2017 actual
financials as 42, 62, and 28 days,
respectively. Let’s further assume that
these amounts remain consistent
enough throughout the year for us to
rely on them for projection purposes.
In this case, we can then use our 2018
budgeted income statement, along
with these number-of-days ratio
calculations to project balance sheet
line items, as follows:
a. Accounts receivable. To project
accounts receivable balances for
2018, we divide total budgeted net
sales for January 2018 ($2,006,400
in this example) by 365 days, and
multiply by 42 days to derive
$230,873.42. Next, we apply
rounding to produce a January 2018
accounts receivable budget value of
$230,900 in this example. (Because

Dynamics GP displays the sales
amounts as negative values, we
must adjust our formula by
multiplying the product by –1 to
produce a positive value.) We then
copy this formula across to
calculate the budgeted accounts
receivable values for each month in
2018, as shown in Image 8.
b. Inventory. To project inventory
balances for 2018, we divide total
budgeted net cost of goods sold for
January ($288,300 in this example)
by 365 days, and multiply by 62 days
to derive $48,971.51. Next, we apply
rounding to produce a January 2018
inventory budget value of $49,000
and then copy this formula across
to calculate the budgeted inventory
values for each month in 2018, as
shown in Image 8.
c. Accounts payable. To project
accounts payable for 2018, we divide
total budgeted net expenses for
those January line items typically
paid on account ($1,483,150 in this
example) by 365 days, and multiply
by 28 days to derive $113,776. (For
consistency, make sure the line
items selected are the same line
items used to calculate the days in
payables.) Next, we apply rounding
to produce a January 2018 accounts
payable budget value of $113,800
and then copy this formula across
to calculate the budgeted accounts
payable values for each month in
2018, as pictured in Image 8.
Next, we populate the remaining
budgeted balance sheet line items, and
then calculate the change in each
balance sheet line item for each
month. Finally, we can calculate
January 2018’s projected ending cash
balance, as follows. Starting with
January 2018’s beginning cash balance
($234,600 in this example), we add net
income/(loss) (–$77,600 in this
example), add back depreciation and
amortisation ($35,400 in this example),
and add or subtract the month-tomonth changes in the applicable
balance sheet line items (a net amount
of –$34,700 in this example) to project
an ending cash balance of $157,700 for
January 2018. This $157,700 ending
cash balance becomes the beginning
cash balance for February, and the
calculations are repeated for each
additional month to create ending cash

Image 8: Balance sheet projections

balances for each month in 2018, as
shown in Image 8.
At this point, we have created an
initial preliminary budget for 2018.
While this may seem to be a completed
budget to you, to management it’s
merely a starting point that most
certainly requires further review and
refinements before finalising. For
example, management may want to add
new line items for purchasing new
furnishings, equipment, or a new
accounting system. The bosses may also
want to expand or tighten the marketing
budget, increase sales expectations, or
implement an employee training
initiative. In other words, further
refinements should be expected.
8. Use the budget. There is little point in
going through the time and effort to
create a budget if you’re not going to
follow it or periodically compare it to
actual results. To properly utilise a
budget, management should:
Consult the budget. Refer to the
budget throughout the year when
approving significant expenditures,
and ensure that spending does not
exceed budgeted amounts, unless
the president, board, or management approves such overages.
Compare budget values to actual
values. This should be done on a

•

•

•

•

monthly basis. Specifically, income
statement and balance sheet line
items should be compared to
budgeted values, cash balances
should be compared to cash flow
forecasts, and key financial ratios
should be compared to expected
financial ratios.
Flag significant deviations from
the budget. For example, management should flag those items that
vary by more than 10%, or by more
than $10,000, for further scrutiny
(or some other threshold that you
deem appropriate). You should
analyse those significant deviations
in detail and document reasons for
those variances.
Take corrective measures, as
necessary. In case errors are discovered, management should enter
adjusting journal entries to correct
those errors or communicate with
vendors to resolve duplicate bills or
payments. If fraud is detected,
management should take steps to
identify and possibly remove the
fraudsters, recover monies, and
prevent future frauds. If significant
variances are found to be caused by
flawed budget projections, then
management should learn from the
past budgeting mistakes and

employ more reliable methods for
projecting those same line items
when preparing future budgets.
Regardless of which budgeting
methods you use, even the best budgets
are just educated estimates derived from
the best available information at hand,
with experience and reason applied.
Despite this “iffy” nature of the budgeting
process, most accountants believe it’s
better to embrace budgeting because
budgets represent more than mere
restrictions on spending; well-prepared
budgets can serve a much greater purpose.
Proper budgets represent thoughtful plans
of action to help guide organisations
toward their financial goals. Budgets also
represent the first line of defence against
fraud, because it’s virtually impossible to
perpetrate a fraud for long periods when
the proper budgeting and review process
is employed (short of massive collusion).
Hopefully, this insight into Excel’s built-in
regression tools will help you tackle your
next budget more efficiently.
J. Carlton Collins (carlton@asaresearch.com)
is a technology consultant and continuing
professional education instructor in the US.
To comment on this article or to suggest an
idea for another article, contact Jeff Drew, an
FM magazine senior editor, at Jeff.Drew@
aicpa-cima.com. ■
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Powering up
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Manufacturers brace for impact as
China’s electric-vehicle subsidies disappear.

I

By Andrew Kenney

n 2015, China surpassed the US to
become the largest market for
consumer electric vehicles in the
world. In 2016, 45% of all new
electrics were registered in
China, according to the International Energy Agency.
It’s a veritable bonanza, with
hundreds of domestic manufacturers rushing to capitalise on
government subsidies that can

cut the cost of a new vehicle by half for
consumers.
“We believe China will become a global
leader in this industry,” said Bing Mei,
CPA, CGMA, the CFO for Kandi Technologies Group, a seller of electric vehicles and
related parts that is based in Jinhua,
Zhejiang province. “We all know Tesla — a
great company in the US — and this is our
model. We want to become the Chinese
Tesla.”

‘We saw this new policy and the
government’s new movement as a
big opportunity for someone like us.’
Bing Mei, CPA, CGMA, the CFO for Kandi Technologies Group, a seller of electric vehicles
in China

New market pressures

But the government incentives that
drive down prices and costs are far from
guaranteed, as Kandi learned in 2016. A
delay in subsidy payments drained the
company’s third-quarter revenues by 87%
in 2016, and shares of many domestic
competitors have dropped too as the
government has reassessed its incentives
programme. As of the end of the second
quarter of 2017, Kandi still was waiting on
tens of millions of dollars’ worth of
delayed incentives payments.
“As a CFO, I have to work with the
company to formulate some strategies for
our future,” Bing said. “Honestly, in the
past we relied on the government subsidy.
Every EV maker in China relied on the
government subsidy.”
Now, he’s trying not just to help Kandi

China’s central government at the end of
2016 announced major changes to the
lucrative subsidy model. It slashed the
value of subsidies by 20% in 2017 — and
that is only the beginning.
The clamp-down came after suspicions that companies were taking unfair
advantage of the subsidies. Kandi’s
partner in a joint venture ultimately was
penalised over disagreements with the
central government about whether its
battery exchange model fitted the rules of
the incentive programme, Bing said.
Numerous other manufacturers were
penalised more severely.
Bing was hired late in 2016 after the
subsidy questions began. His first year at
the company was a difficult one, he said,
dominated by continuing questions about
subsidies.
“In 2015, we ranked number one in the
domestic market for pure EV sales,” he
said. “In 2016, because of the subsidy
investigation, we didn’t have a good year.
Same as this year, 2017. We are still trying
to recover from the impact.”
Things won’t get easier in the years
ahead. It’s expected that the government
may repeat the subsidy reduction several
times, possibly ending the per-vehicle
subsidies altogether around 2020.
In response, Bing and his colleagues
are planning a two-stage evolution that
attempts to tap new markets.
They see an opportunity to build a
gold-standard electric vehicle as a
tightening market winnows the competition, he said. But they also want to expand
further into the sharing economy with a
car-sharing system. The goal: Make
vehicles accessible to consumers in urban
China, where strict government rules and

fees can limit ownership.
Bing believes that the company can
guarantee its future by changing how the
market itself works. First, though, Kandi
has to survive the changes that are already
in motion.
“The pressure is on companies to make
convincing investments in their production — to not rely on government funding,
to basically prove that they can attract
private investment, merge, or form
cooperative ventures with other companies in the sector,” said Julia Coym, a
senior analyst who monitors political and
regulatory risks to automotive makers in
China for the consultancy Control Risks.

The CFO’s role

First and foremost, Bing’s short-term goal
is to monitor the shifts ahead so that the
company can maintain cash flow.
To that end, Kandi has built up
in-house resources to generate and
analyse data. In 2017, the finance
department grew to more than 40 people
in total.
“We need to make sure this transition
is profitable,” Bing said. “Before we take
any step forward, we always do a lot of
management accounting: analysis,
forecast, planning.”
He has tried to enable higher-level
thinking by simplifying and clarifying the
accounting function’s processes. For
example, he has revised the company’s
accounting manual to clearly explain the
differences between financial rules for
China and for the US, where Kandi is
Nasdaq listed.
“This isn’t about new technology,” he
said. “You need to improve your process,
improve the procedure. I also simplified
the process to make it easier to use, easier
to understand, and to eliminate errors.”
Meanwhile, he’s trying to instil
continued vigour in his finance staff,
most of whom he hires from within
China.
February 2018 I FM MAGAZINE I 41

PHOTO BY BAI KELIN/AP IMAGES

recover from the short-term changes, but
also to prepare for the true challenge
ahead: a market with drastically reduced
government support.

Electric vehicles on the rise
The global total of electric vehicles has continued to increase.
Battery and plug-in hybrid electric vehicle stock
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Changing consumer expectations

It’s not enough to simply survive. Kandi
has to use the subsidy change as an
opportunity, Bing said. He believes that
the company should embrace rising
prices, presenting a product that justifies
the increased cost and capitalises on the
rise of China’s middle class.
That aligns with what the government
wants these companies to do. “In this
transition period, the idea is to cull the
flock a little bit, to see which more
capable, innovative companies remain,”
said Coym, the Control Risks analyst.
But it won’t be an easy change. The
initial drop in subsidies last year corresponded with a 74% decrease in monthly
sales for alternative-energy cars in China,
according to BloombergMarkets. Bing
wants his department to quantify and
predict how those changes will roll across
the bottom line. “If we can’t lower our
price, then definitely we will have some
pressure on our sales,” he said.
At the same time, the new subsidy
policy will introduce new technical
requirements. Companies that can’t keep
up may lose access even to the reduced
subsidy, according to Bing, or they may
lose the right to compete in the space
altogether, Coym said. That’s both a
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challenge and an opportunity.
“We think gradually we’ll bring a more
healthy competition, not just based on
the pricing — based on the quality, based
on new technology, based on design,”
Bing said.

The leapfrog attempt

The central government is dangling a new
opportunity for vehicle manufacturers
even as it ratchets down incentives. The
government announced that it will move
toward the all-out elimination of
fossil-fuel vehicles, potentially beginning
in 2019 with quotas requiring large
automakers to produce significant
quantities of electric vehicles.
“If they cannot meet their target, they
can buy the product from another
company,” Bing said. “We saw this new
policy and the government’s new
movement as a big opportunity for
someone like us.”
In the short term, Kandi hopes to
solidify its status as a midtier manufacturer in the post-incentive market. But it
also is taking inspiration from US
transportation companies’ attempts to
leap out of their initial business models.
Tesla, for example, already has
adapted its EV technology for use in

home-powering batteries. Uber is
experimenting with autonomous
vehicles. And General Motors is offering
up its own electric vehicle for super
short-term rental by people who are, say,
driving for Uber or delivering packages for
companies such as Amazon.
Kandi, like GM, is trying to tap into a
new market that breaks free of the
traditional ownership model. Through a
service company, Kandi has launched a
vehicle-sharing programme as a pilot in
24 Chinese cities through which people
can rent a car for as long or short a period
as they would like.
Local governments in China have tried
to reduce congestion with costly fees for
anyone hoping to license a personal
vehicle. Bing figures those limits will push
customers to use Kandi’s rental system. “I
think this is the future for China’s
transportation,” he said.
And he hopes to prove that it works
even in an environment of continued
regulatory disruption.
Andrew Kenney is an FM magazine contributing editor. To comment on this article or to
suggest an idea for another article, contact
Jack Hagel, an FM magazine editorial director,
at Jack.Hagel@aicpa-cima.com. ■
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Plan
Optimise
Integrate

How to
successfully
integrate mergers
and acquisitions
Follow these step-by-step instructions to
successfully plan, optimise, and integrate
mergers and acquisitions.

IMAGES BY TIM LEE

By Scott Whitaker

M

ost mergers,
acquisitions, and
takeovers fail to
increase shareholder value by
the time the deal
is done. Reasons
include financial
mistakes, such as overvaluing the M&A
target, and legal shortcomings, such as
insufficient due diligence. But even when
legal and financial arrangements are done
well, integrating two businesses with two
cultures can be a challenge.
Integration playbooks are part of a
sound M&A strategy for any organisation,
but most are simply collections of
templates and artefacts from previous
deals. Some steps and outputs may be
documented, but they are often out of
sequence and confusing to anyone trying
to leverage the playbook to inform their
integration planning.

REMEMBER THE
PURPOSE
A comprehensive playbook should:

a structured approach
• Outline
that helps two corporate cultures

•
•
•
•
•

work together and learn from
each other.
Ensure consistency and standardisation across integration teams.
Provide proven processes and
tools/templates to break down
a complex activity into defined
phases, steps, and deliverables
and maximise efficiency.
Provide flexibility to accommodate varying transaction sizes
and levels of complexity.
Make knowledge transfer easy.
Provide an intuitive platform for
training.

To accommodate
different, maybe
even conflicting,
cultures and
create something new with
a shared vision
requires a
comprehensive
integration
playbook.
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FOCUS ON BASICS
Good playbooks aren’t
overly engineered. Focus on
basic needs first, and layer
in complexity as needed.

Well-designed
playbooks can help:

corporate development
• Connect
processes to integration planning

•
•
•
•
•
•

processes.
Specify who needs to be involved
and when.
Anticipate and document key
decisions that need to be made in
each phase.
Document anticipated risks and
issues requiring action.
Provide parameters to ensure
day one readiness.
Outline processes and steps for
unique M&A scenarios (eg, carveouts).
Provide clear rules of engagement
and protocols for managing sensitive information.
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DRIVING ADOPTION
The key to a successful
implementation of a
playbook is adoption.
Leaders need to see the value
immediately and embrace
the process.

Key steps
here include:

the playbook’s value
• Connect
and benefits directly to helping

•
•

achieve the integration objectives.
Highlight how using the playbook
can increase efficiency.
Design a robust training and
knowledge transfer plan to facilitate implementation.

ASSUME YOU
NEED TO
‘SELL’ YOUR
LEADERSHIP
TEAM ON
USING THE
PLAYBOOK.

ONGOING OPTIMISATION
Don’t let your playbook become static. Playbooks are living
articulations of a defined process and need to be updated
and optimised near the conclusion of your integration.
Key steps here include:

an internal site to share the corporate playbook.
• Creating
after-action interviews with integration team members to
• Conducting
collect feedback that can be used to optimise playbook steps, deliverables, tools, and templates.

sure the site to share the playbook includes all of the tools, tem• Making
plates, and work product samples so they can be accessed by new teams
when needed. Avoid re-creating the wheel for each integration.

Playbooks should be flexible and adaptable for specific requirements, such as:
Applicable to all acquisition scenarios (eg, the playbook must be flexible
so it can be used for small “bolt-on” acquisitions that may require only
back-office integration, as well as full integrations where all functions,
systems, people, etc. are being combined and integrated).
Deployable across multiple concurrent transactions and geographies.
Able to select and/or deselect the specific process steps and supporting
tools/templates they need based on the size and complexity of their
transaction (ie, not all playbook process steps may be required for certain
transactions).

•

•
•

COMPREHENSIVE PLAYBOOK SOLUTIONS
A dynamic playbook covers integration planning and execution process, tools and
templates, programme management support, and training.

Process documentation: Articulates all process phases, steps, deliverables, and other pro• cess
details. This can also be housed in an online tool.
Supporting tool and template library: An online repository of all tools, templates, and
• sample
artefacts from previous integrations that can be repurposed by new team members.
Online
Official “home” of the playbook and generally used to facilitate overall pro• grammeportal:
management.
New integration teams and/or team members should be trained on the playbook
• Training:
methodology to facilitate internal knowledge transfer and application.

WWW.PORTAL

PLAYBOOK CONTENTS
The playbook should contain all the materials, scenarios, tools, to-do lists, and contact
information for people involved in a planned M&A.

PHASING:

The playbook includes detailed phase
modules covering pre-close through
end state for the most typical integration scenarios. Five-phase outlines are
the most common:
Pre-deal: Phase when potential
• target(s)
are in discussions with

PLAYBOOK OVERVIEW:

corporate development and a deal
is activated (the likelihood of a deal
is greater than 50%, and a letter of
intent and/or purchase agreement
are active).

Essentially the “user’s guide” for
playbook application with details on
purpose, use, activation steps, contents, administration details, training,
and links to all materials, which are
typically shared on an internal site.

Integration planning: The integration
• planning
phase is when the bulk

GLOSSARY:

IMO mobilisation: The mobilisation
• phase
is where the extended func-

M&A and integrations generate a lot of
terms and acronyms. Don’t assume everyone knows what they mean. To assist
with training and general convenience,
we always include a glossary of terms and
explanations of key playbook elements.

DILIGENCE
PRIORITIES:

This section includes key data requirements to inform integration planning
(not to be confused with pre-deal financial due diligence). This section includes
data necessary to develop detailed integration plans for corporate functions
such as human resources, information
technology, sales and marketing, etc.

of the preparation required to fully
engage and mobilise an integration
management office (IMO) is completed.

tional leads are engaged and the
comprehensive integration and day
plans are developed.

Execution: The execution phase
• encompasses
delivery of activities

that have been pre-planned and
mobilised, and includes monitoring
and controlling activities driven by
the IMO.

and close: The opti• Optimisation
misation and close phase provides

input to execute the integration
and to complete all administration
tasks at the end of the integration
project.

INVOLVEMENT BY
PHASE:

This section details who needs to be
involved at each stage to prevent:
Engaging people too early before
there is meaningful work to do.
Overstaffing. (Understand that people generally want to be part of the
integration team but don’t always
need to be. Most people need to be
focused on the day-to-day business, so making clear lines here is
important.)

•
•

CONSIDERATIONS

Include best practice tips to help
facilitate knowledge transfer and
to assist with training. Include
common “watch outs” and lessons
learned to help navigate the nuances
of sound integration management
and execution.

IMO mobilisation
Examples
from typical
playbook
solutions

Description:

IMO MOBILISATION

The mobilisation phase is where the extended functional
leads are engaged and the comprehensive integration and
day one plans are developed.

Objectives:

Engage the extended IMO team and provide all required
direction, guidance, and IMO processes to initiate and
manage the integration and day one plan development.

Personnel:

• IMO lead team
• Functional integration leads
• Target integration lead(s)
• IMO administrative support
• Business unit leadership (as needed)
• Corporate IMO (as needed)
• Communications materials
• Target inclusion in weekly process

Key decisions:
Timing and
duration:

Allow minimum of 30 days to complete all mobilisation
phase deliverables.

IMO mobilisation

CONSIDERATIONS

• Make sure there is some continuity between the pre-deal team and the

integration team (eg, 1–3 people who were involved in due diligence are also
supporting the integration).

• Confirm any unique scenarios (eg, earnouts) and make sure the lead team is
clear on what can and cannot be integrated.

• Make sure IMO lead team members have clearly defined roles and
responsibilities.

• Reinforce “information gathering” objectives v. “information sharing” with

the target (IMO is in a data-gathering mode, and it’s premature to share integration planning information with the target).

• Check to make sure contracts have been translated into English.
• Make sure data-harvesting process and requests do not overwhelm the target.
• Validate planning assumptions with team leads and the executive steering
committee.
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STEP-BY-STEP DETAIL
Below is a partial snapshot of the IMO mobilisation phase. This section of the playbook is the
most detailed, prescriptive, and customised with dozens of steps.
STEP

ACTIVITY

OWNER

DELIVERABLE

TOOLS/TEMPLATES

IMO kickoff event

Schedule and hold IMO
kickoff meeting

IMO administrator

Meeting maker

Nondisclosure
agreement (NDA)

IMO kickoff event

Secure NDAs from
all attendees prior to
meeting

IMO administrator

NDA

NDA form sample

IMO kickoff event

Prepare IMO kickoff deck

IMO lead

PowerPoint deck

IMO kickoff deck sample

IMO kickoff event

Load all workplan tools/
templates to SharePoint

IMO lead

Functional workplan
templates

Functional workplan
template

IMO kickoff event

Conﬁrm functional subteam members and
create IMO distribution
lists in email directory

IMO administrator

Email distribution
lists (IMO lead
team, IMO, steering
committee)

NA

IMO kickoff event

Begin functional plan
development (allow two
weeks for ﬁrst draft)

IMO lead

Functional work plan
templates

Functional work
plan templates

SAMPLE TOOL AND TEMPLATE LIBRARY
The average integration will produce dozens, if not hundreds, of templates
and tools that can be stored on a shared site. Examples include:
GOVERNANCE MODEL(S) AND PROCESS

IMO roles and responsibilities
IMO building blocks
Integration strategy and objectives
IMO weekly meeting structure/agendas
Integration dashboards
Functional status reporting templates
Pre-close legal guidelines
IMO and team charters
Discovery process and checklists
Functional organisation models
Due diligence to integration process
ﬂows
Data-harvesting process/templates
IMO calendar
Playbook scope/usage
Phasing constructs
Guiding principles
Integration leader requirements

INTEGRATION RESOURCING MODEL(S)

Functional workplans
Risk assessment
Talent assessment worksheets
Cultural and change assessments
Onboarding process/materials
IMO kickoff agendas/decks
Synergy identiﬁcation and tracking
Strategic framework
Day one framework planning
Talent assessment process
First 30/90 templates
Retention planning worksheets
Day one checklists
Transaction scenario matrix
IMO budgeting
Training and orientation
Tool evaluation criteria

SCORECARDS AND MEASUREMENTS

End-state process tracking
Communication plan/matrices
Issues/risk logs
Tool usage guidelines
Escalation protocols
Cross-functional dependency mapping
Employee communication plans
Divestiture/transition service agreement
planning templates
Day one/week one planners
After-action reviews (lessons learned)
Employee surveys
Workstream prioritisation matrices
Scope change requests

Scott Whitaker (scott.whitaker@gpmip.com) is a partner at Global PMI Partners, an M&A integration consulting firm, and has developed training
programmes designed to help companies expand their M&A knowledge and post-merger integration competency. He is the author of Cross-Border
Mergers and Acquisitions (2012) and Mergers & Acquisitions Integration Handbook, Second Edition (2016). To comment on this article or to
suggest an idea for another article, contact Sabine Vollmer, an FM magazine senior editor, at Sabine.Vollmer@aicpa-cima.com.
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How an improv class can
help develop essential
business skills
Improvisational theatre is moving into business schools and boardrooms.
Discover how it can help finance professionals develop soft skills and more.
By Samantha White

ability to read body language and to
think on your feet among the benefits.
Improv can be about finding ways to
convey your story to nonfinance
colleagues in a way that makes sense to
them, and to convince people that this
is the best way to go. More broadly, it’s
about how we work with others, how we
notice other people’s feelings and stay
truly in the moment, said Neil
Mullarkey, co-founder of the Comedy
Store Players, who draws on decades of
experience as a performer to train
professionals in improv for business
skills.
“When you have better soft skills,
you can tell your story more effectively,
and you’ll get more respect for your
technical skills,” he said.
Here are some of the skills an improv
workshop can help hone.

‘In improv,
bad ideas are
just bridges to
good ideas.
No ideas lead
to nothing.’
Peter Margaritis, CPA, CGMA

LISTENING

The most important skill needed in
improv is listening. To build a scene or
narrative with someone, you have to
listen to the “offers,” or building blocks,
fellow players are giving you and
incorporate those elements into your
response, no matter how surreal or
incongruous they might seem. Someone
who is not listening, or trying to deliver
their own jokes, cuts off the scene.
Translated into a business context,
listening skills are vital to a business-partnering approach. Only by
listening can you understand the other
person’s goals and objectives, and from
there help them make decisions and
warn them of any pitfalls.
Just like in an improv sketch, “the
more we can link what we say to what
others say, the better,” Mullarkey
explained. In a business context, this
approach helps persuade, influence, and
build rapport.

BODY LANGUAGE

Joel Vander Weele, CPA, CGMA, first
tried his hand at improv in a workshop
with Chicago-based troupe Second City
more than ten years ago. He immediately saw its potential as a development
tool and now uses improv skills every
day in his professional life at Deloitte

Chicago’s famed Second City improv
troupe, shown here, has expanded into
providing training for corporate clients.
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mprovisational theatre, the art
of creating scenes and stories
out of given suggestions, is a
long-standing form of entertainment. Silly, surreal,
scriptless scenes on stage have
made the art form popular,
showcased on programmes
such as Whose Line Is It Anyway? in the
UK and US.
Improv has long been considered
one of the essential elements of many
an actor’s toolkit. Increasingly,
professionals in other industries are
getting in on the act, finding improv to
be a valuable skill to promote entrepreneurship, nurture creativity, and build
leadership skills. Finance professionals are making improv classes part
of their own personal development
plan, with listening skills, and the
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Games and exercises
you might try in an
improv workshop
Alphabet game: Two people are given a couple of elements with which
to build a scene — for example, the
nature of their relationship to each
other and a reason they might have
an argument. They are then invited
to have that conversation — each
sentence has to start with the subsequent letter in the alphabet.
One-sentence story: Standing in
a circle, the group aims to build a
scene around a given stimulus — a
famous person and an object or destination, for instance. Participants
take turns building the narrative,
each adding one sentence at a time.
Last word spoken: Two people have
a conversation and person B has to
start a sentence with the last word
person A said, and vice versa. Peter
Margaritis, CPA, CGMA, said this
exercise proves particularly popular
with participants in his workshops.
“It teaches us that you have to listen
to the entire dialogue because maybe the last words that are spoken [in
a workplace conversation] are the
most important, and it’s easy to miss
something critical.”
All of these exercises require
participants to be focused, in the
moment, and agile enough to
respond to what their counterpart
just said, even if they were expecting
something completely different.

Consulting. Participating in an improv
workshop with colleagues helps you
read and understand their responses to
situations. Nonverbal clues such as
posture, facial expressions, and the
amount of eye contact can speak
volumes. “If you are going down a line in
a skit that the rest of the group isn’t ready
for, or receptive to, you’ll see that in their
body language,” Vander Weele said.
The “one-sentence story” exercise
provides similar clues. Each participant
contributes a single sentence in turn,
with the aim of building a coherent
narrative. The story “gets pretty crazy,
and you can see the next person in line
struggling to think of what their sentence
is going to be”, Vander Weele added.
This experience helps in meetings
later on. Vander Weele can see other
participants’ discomfort with the
direction of the conversation and make
suggestions as to where to take it next.
Participants in a meeting may be from
several different parts of Deloitte. “If, as
a team, we have practised some improv,
I have a better ability to read that
individual,” Vander Weele said. “It’s just
a more effective way to collaborate if I
understand what the other person is
thinking.” (See the sidebar “What to
Look For” in which Vander Weele
discusses how to choose an improv
trainer for your team or company.)

COMMUNICATING INSIGHT
EFFECTIVELY

Mullarkey has led many workshops for
finance professionals, including
accountants on the path to becoming
partners who needed to become more
entrepreneurial.
All finance professionals “get to a
certain position where they need to
deliver information, tell stories, engage
with people, and use their technical
knowledge to convince them ‘this is
what we should do’”, Mullarkey said.
“Being comfortable speaking in public,
quick on your feet, all those drills that you
do in improv can help all of us build our
soft skills,” Vander Weele explained.
Improv helps build those skills, as
well as ease with situations you’re not
prepared for — whether an impromptu
conversation in the corridor or an
unexpected question after a presentation. Practice helps you be in the right
state to cope with the unexpected and
come across as credible, rather than

panic-stricken.
It also helps explore questions such
as, “How do we bring a finance perspective together with other departments’
goals and objectives?” and “How do we
make finance a ‘yes, and’ function?”

‘YES, AND … ’

For Vander Weele, the most valuable
benefit of the improv mindset for
business is the principle of “yes, and … ”.
In an improv scene, you accept the
idea, or “offer” made to you by your
counterpart, which might be: “Let’s go to
the beach.” And you add to it by saying,
“Yes, and we can bring my new pet
unicorn. He’d love to see the sea.” The
important thing is that you accept the
proposal and then contribute another
element to help flesh out the idea and
move the story on.
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‘When you have better soft skills,
you can tell your story more
eﬀectively, and you’ll get more
respect for your technical skills.’

Reasons to embrace
improv

• In a scene, you can become

Neil Mullarkey, co-founder of the Comedy Store Players

•
“If you’re having a conversation with a
client and they ask you to do something
impossible and they want you to do it by
Tuesday,” the best option is to start your
response with a “yes, and,” Vander Weele
said. “Say, ‘Yes, and perhaps we can
review the scope of that request to make
sure we can bring it in on time.’ Saying,

‘No, that’s not something we can do,’
shuts down the conversation. ‘Yes, and’
keeps building on it.”
At Deloitte Consulting, based in
Chicago, Vander Weele regularly brings
in teams from Second City or ImprovOlympic to work on these skills with his
staff.

•

whatever character you want — a
pirate, an astronaut, a ballerina.
There are no restrictions. You
need no previous knowledge or
experience to participate, just
your imagination.
For those with an exacting
profession, a few hours in an
environment where the first thing
that pops into your head is the
right answer can prove cathartic
and refreshing.
Check listings sites such as
MeetUp.com to find an improv
group or class in your area.
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TEAM BUILDING

A workshop can also serve as a teambuilding activity (see the sidebar “Games
and Exercises You Might Try in an Improv
Workshop” for examples of the types of
activities a workshop might include).
Improv is about collaboration, rather than
competition. “You look good by making
others look good,” Mullarkey said.
Everyone, regardless of their status back in
the office, contributes suggestions and
ideas and finds it rewarding to see them
taken up. Teams gain a sense of pride from
developing a narrative together. While
there is no pressure to be funny, it often
turns out that way, and laughter is
unifying. Mullarkey observes that teams he
works with often haven’t had much
opportunity to laugh together before.
Improv also promotes creative thinking
and helps silence participants’ inner
critics, says Peter Margaritis, CPA, CGMA.
Margaritis uses improv games and
techniques to help companies find
solutions to challenges they are facing. “In
improv, bad ideas are just bridges to good
ideas,” he said. “No ideas lead to nothing.”
(See the sidebar “Reasons to Embrace
Improv”.)

THE BUSINESS SCHOOL
PERSPECTIVE

Business schools such as Ashridge
Executive Education and Cass Business
School in the UK, and Duke University and
Stanford University in the US, are including
improv on their curriculum to help future
leaders cope with a rapidly changing
environment. Author Mike Bonifer has
described improv as the 21st century
technology because it enables one to be
flexible and adaptable, to spot opportunities, and to let go of what isn’t working.
Improv pioneer Keith Johnstone said
that to become a good improviser, you
need to let go of the fear of being seen as
mad, bad, or wrong. This idea of, “What
will people think of me if I say X” is a big
block for people in business. But some of
the ideas that have seemed mad or wrong
are the ones that change the world,
Mullarkey explained.
Listening, exploring ideas and giving
them a chance, and accepting offers from
people around you all help people deal
with uncertainty and ambiguity.
Businesses need budgets, deadlines,
and a strategy, but there’s got to be some
flexibility within that so you can take up
any opportunities that arise. You need to
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‘Being comfortable speaking in
public, quick on your feet … can
help all of us build our soft skills.’
Joel Vander Weele, CPA, CGMA

What to look for
Joel Vander Weele, CPA, CGMA, who
says he uses improv skills every day
in his professional life at Deloitte
Consulting, outlines what you should
look for in a training provider if you
think your team would enjoy and/or
benefit from an improv session:
The quality of the group matters.
Do some research, talk to other
business professionals in your
area about the organisations, and
read reviews online.
Improv workshops can be tailored
to focus on building rapport,
storytelling, and team building.
Discuss your requirements with
the provider and ensure the
curriculum focuses on specific
improv for business skills. “Any
kind of workshop should include a description of ‘yes, and,’
one-sentence stories, things like
that,” Vander Weele said.
If you are in a small metropolitan area, you might not have a
professional improv group locally,
but some providers will send
trainers to your location.

•
•

•

Peter Margaritis,
CPA, CGMA, says
improv games and
techniques help
promote creative
thinking and problem-solving.

make a plan but hold it lightly, explained
Mullarkey.
“In improv you might have a set idea of
where the story should go, but then you
have to discard most of that as soon as you
hear what the person before you has to say.
You hold the idea lightly and don’t feel
defeated because what you thought was a
[scene in a] book shop has suddenly turned
into a tailor’s, because actually there’s
something interesting about the tailor’s
scenario,” he added.
“Or, I thought this meeting was about
cuts, and it turns out we are going to talk
about investments. The improviser is not
panic-stricken because he or she knows
that the best thing to do is be with the other
person, physically and emotionally. What
is he or she saying to me? How can we look
for a win-win? And the more we can link
what we say to what they say, the better,”
Mullarkey continued.
The Ashridge class focuses on “saying
yes to the mess”.
Too often in a conversation about
strategy or creativity, people feel they have
to pick one idea to run with, and decide too
early. When you start an improv scene,
many elements are in play. It’s a little
unfocused. In either context, the focus
eventually gets defined, but that period of
exploration or experimentation is vital; it
lets you know what you eventually decide
on is solid, explained Mullarkey.
Ashridge lecturers also talk about a
leader being in charge, not in control. Too
often people think the leader should know
everything and tell everyone what to do.
But a really great leader, who is looking to
the future and being innovative, knows
that sometimes their job is to ask the right
questions: providing staff with minimal
structure and maximum autonomy.
Samantha White is an FM magazine senior
editor. To comment on this article or to
suggest an idea for another article, contact
her at Samantha.White@aicpa-cima.com. ■
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Reputation, regulation, and repercussions
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A

re you behaving ethically? All CIMA
members and registered students
have a duty to abide by the Laws of the
Institute, which consist of the royal
charter, byelaws, regulations, and all
subordinate documents — particularly
the CIMA Code of Ethics. These ensure
that CIMA members and students
maintain their duty to observe the highest
standards of conduct and integrity, and
also uphold the good standing and
reputation of the profession.
Peter Steel, vice-president of professional standards and ethics at CIMA, says:
“CIMA membership stands as a guarantee
to the world at large that our members
respect the institute’s fundamental
principles and are trustworthy. For that
guarantee to hold any meaning, CIMA
must continue to be rigorous in enforcing
breaches of the Code of Ethics.”
Those members and students who fall
short of CIMA’s standards may be guilty of
misconduct irrespective of whether they
are in industry, commerce, the public
sector, public practice, or education.
CIMA’s conduct process (bit.ly/2iT0cR0)
for investigating allegations of misconduct has the following stages:
1. Processing the complaint: The
conduct team establishes whether the
complaint comes within CIMA’s
regulatory framework. Further
guidance is available on what CIMA
can investigate (bit.ly/2hqLeSe).
2. Supporting evidence: The conduct
team establishes whether there is
enough supporting documentation to
enable the Investigation Committee to
reach a view on a complaint of
misconduct.
3. Complaint summary: The conduct
team provides a summary of the
complaint to the member or registered
student. They are given the opportu-
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nity to respond and provide evidence
of their own to refute the allegation.
The complaint, any response, and
supporting evidence are then
submitted to the Investigation
Committee.
4. The Investigation Committee: This
committee considers the complaint to
determine if there is a prima facie case
to answer and, if so, decides what
further action to take. If the Investigation Committee does not identify a
prima facie case to answer, the case will
generally be closed.
5. The Disciplinary Committee: If the
Investigation Committee finds the
case is too serious for it to address, or
the member or student does not
accept a consent order, the complaint
is referred to the Disciplinary
Committee. The Disciplinary
Committee will hold a hearing (either
in person or “on the papers”) and all
findings are published on CIMA’s
website. Members and registered
students can appeal against the
determination or the sanction.
Integrity — the first of five fundamental principles that underpin the
CIMA Code — is the most commonly
breached principle by CIMA members
and students. Integrity is defined as
“being straightforward, honest, and
truthful in all professional and business
relationships. You should not be
associated with any information that you
believe contains a materially false or
misleading statement, or which is
misleading by omission.”
Conduct cases that involve a breach of
the integrity principle include those of
CIMA members who didn’t declare
previous criminal convictions or students
who used unfair technological methods
in their exams. This is highlighted in our

ongoing campaign (bit.ly/2zG1LcZ) and
illustrates how breaching the Code of
Ethics may end your career before it has
really begun.
Many professional bodies have seen
the volume of conduct complaints rise
over recent years. This may be due to an
increased public awareness of the role of
regulation, and there may also be a
greater understanding of the responsibility of CIMA members to comply with
ethical standards. CIMA is committed to
ensuring that members continue to
benefit from a collective reputation worth
preserving.
Whether the misconduct investigation
is about members knowingly misrepresenting statements for personal financial
gain, or students actively sharing
confidential information on CIMA exams,
the Code is explicit: This is unacceptable
and unprofessional. The CIMA Code of
Ethics is based on the International Ethics
Standards Board for Accountants’ Code of
Ethics for Professional Accountants,
which has been adopted by a number of
professional accountancy organisations
globally.

Ethics resources

T

here are many publicly
available resources
(bit.ly/2AD33VA) and tools
that focus on managing
responsible business, and
guide you through the CIMA
Code of Ethics to ensure you
are upholding the standards
expected, safeguarding
yourself against the risk of a
formal complaint.
You can also keep up
with responsible business
news with Ethical Lens,
which highlights the latest
global ethics news, events,
and reports. The newsletter
is published three times a year and is available online. Being
familiar with the requirements of the Code will help you to
maintain your professional integrity and continue to play your
part to maintain public confidence in management accountants.

To access ethics resources, go to:

Code of Ethics: www.cimaglobal.com/ethics
Ethical Lens: www.cimaglobal.com/ethicallens
Further CGMA resources: www.cgma.org/managing
responsiblebusiness

Submission of your 2017 CPD
record

A

s a CIMA member you are required to undertake CPD and
keep a record of your learning and development activities
throughout the year. If you have been selected to submit your
2017 CPD record, please do so by the deadline given in that
email.
Please note, you are
only required to submit
your record for the last
12 months, but you can
do so in any format as
long as it covers the six
steps of the CIMA
Professional Development Cycle. Members
who have been selected to submit by using the Competency and
Learning website (competency.cgma.org) are not required to
submit until September 2018.
Should you have any queries or would like further guidance,
please visit the CPD section of the CIMA website (www.
cimaglobal.com/Members/CPD) or email cima.contact@
aicpa-cima.com. Failure to submit your CPD record upon
request, as prescribed by Regulations Part I, 13–18, may lead to
disciplinary action from CIMA.

Recent disciplinary cases

B

etween 28 September and
6 October 2017 the
Disciplinary Committee
considered 34 cases involving
registered students. These
cases all related to a WhatsApp
group conversation within
which during the examination
window information relating
to the November 2016
Operational Case Study
examination was shared,
discussed, and requested in
breach of CIMA’s Exam
Scheduling Terms and
Conditions, Non-Disclosure
Agreement, and the Code of
Ethics.
The hearings resulted in
the following findings: Three
cases were dismissed, and one
case remains under appeal.

Additionally, in the cases of
Gayashan Bandara, Jessmol
James, Shan Jayasena, Hasani
Punchihewa, and Zaheer
Zakir, the Disciplinary
Committee imposed the
sanction of cancellation of
student registration and
ordered the respondents to
pay costs. In the cases of
Senitha Abeywickrama
Gunawardana, Shivam
Agarwal, Uzair Hashmi,
Mudassir Husain, Praveen
Nanayakkara, Raigamage
Sajith Vishwa, Preksha
Sancheti, Preetha Senthilvel,
and Amy Wilson, the

Disciplinary Committee
imposed the sanction of
severe reprimand and
imposed the condition of
taking the BA4 Fundamentals
of Ethics, Corporate Governance, and Business Law
examination before further
examinations can be
undertaken, and ordered the
respondents to pay costs. In
the cases of Chamith
Amarasinghe, Muthuwadura
De Silva, Nawalage Dilusha
Ridmi Amandhha Dias, Yash
Krishnan, Dulinda Perera,
Shehan Perera, Mian AbuBakar
Shuja, Jaideep Ubale, and

Mohamed Shafeer Yoosuf, the
Disciplinary Committee
imposed the sanction of a
severe reprimand and ordered
the respondents to pay costs
in all but two cases. In the
cases of Maria Baloyi, Prabod
Dunuwila, Mohomed Minjad,
Pinidiya Pathirage Yasas
Navodya Perera, Surya Sanjay,
Mohamed Saleem Ahamed
Shafquee, and Suchet Sondhi,
the Disciplinary Committee
imposed the sanction of a
reprimand and ordered the
respondents to pay costs.
The facts of each individual
case and the full decision
made by the Disciplinary
Committee in each case are
available on CIMA’s website at
bit.ly/2idccgN. ■
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Facing
the future
It’s no secret that those working
in small businesses are busy

T

aking time out from running a company is
not to be taken lightly.
But sometimes it
makes sense to step back
from the frenetic excitement of a growing business. Use the time to
consider the long-term trends aﬀecting your
sector; talk with peers; soak up expertise
from the leaders in the ﬁeld.
The recent CIMA SME conference at
30 Euston Square oﬀered an opportunity to
do just that. Speakers from business, academia and the profession shared their
insights into the challenges and opportunities that small UK businesses face.
Steve Roberts, Senior Director SMB Sales
at spend management software provider
Concur, was on hand to explain to delegates
that despite the challenges they face, harnessing new tools to better understand their
business and to reduce time spent on the
humdrum tasks of collecting payments and
suppliers is a quick win all round.
“Lots of systems are designed entirely for
use by the finance team – but that is an
outdated way of working. As ﬁnance leader
you’re expected to work with sales, handle
suppliers, cost out growth plans and oﬀer
advice to the business as a whole,” he

explained.
“That isn’t easy if your ﬁnance system is
inward-facing and oriented around cost
control. You need more visibility of the business cash position, better understanding of
your cost base and greater clarity of expenses
to ensure you’re on the right track.”
Uncertain times
Ben Smith, Bibby Financial Services UK
Corporate Sales Director, was part of the
ﬁnance panel. He laid out the mixed landscape for many UK SMEs.
“Conﬁdence continues to wane among
UK SMEs, and that’s a consistent theme,” he
said, citing concerns about prospects for
growth and forecasting a slowdown in sales
as well as increasing bad debt. “But, happily,
a lot more are focusing on growing their
export eﬀorts. For many, that means looking beyond Europe.”
One eye on costs
Peter Spence, Head of Performance
Management Research at CIMA, spoke in the
opening session, which was all about controlling costs. He told guests that while a
focus on costs is a crucial part of a successful business, it requires a holistic approach.
“Controlling costs isn’t simply about the
classic indicators that those of us with a

ﬁnance background would recognise. It’s
about people, and getting those in positions
of responsibility to take it seriously and partner with ﬁnance.”
Better collaboration was a central theme
throughout the day: ﬁnance leaders getting
out of their silo and working in partnership
with entrepreneurs and colleagues.
Facilitating that is made easier thanks to
the new generation of technological tools
that aim to knit organisations together
in an eﬃcient way.
A long-term view
All of that struck a chord with Chris Towner
of HiFX, who echoed Roberts in urging business owners to take a long-term approach
to business planning. “It’s tempting as business leaders to grab anything that gives us a
short-term advantage. But it’s more important to understand the underlying long-term
trends,” he said, as part of a talk on the need
to adopt sensible hedging strategies to minimise risk and volatility.

“IN TERMS OF VOLATILITY, I THINK WE
HAD THE WORST OF IT IN THE IMMEDIATE
AFTERMATH OF THE VOTE IN JUNE 2016”
“I always think that the need for a good FX
policy changes as the size of the business
changes. If you have a signiﬁcant exposure
to FX then it will be a key requirement for
any business owner, of whatever size.”
But what if those plans are being made
amid continued confusion – political, social
and economic? Towner went some way to
calming fears over the continued uncertainty surrounding Brexit.
“In terms of volatility, I think we had the
worst of it in the aftermath of the vote in
June 2016. The uncertainty has continued
but the volatility has calmed down.”
Taking a long-term view, he continued,

getting good advice, and embracing
new technology can all help small businesses navigate what can be a bewildering
landscape.
Keep on keeping on
Towner’s message sat well alongside those
of other speakers, whose expertise included
artiﬁcial intelligence and raising the right
ﬁnance for your business needs.
Remaining resilient and riding out the
rough seas was a consistent theme and
formed the heart of the final speaker
Henry Dimbleby’s keynote address. As
the founder of Leon, Dimbleby knows

better than most that a thick skin (and a
long-term belief in the business) – is the
key to success.
“A good friend of mine told me that
the tough times last longer than you think
and the good times not as long. Despite
that, we never wavered in our belief that
we could make a success of the business.”
Having been named the UK’s best restaurant within four months of its foundation,
Dimbleby made sure the team resisted the
temptation to become complacent after
early success.
“A key part of leadership is to encourage people to get better and never rest on
their laurels.”
As the conference closed, it was clear
that despite the many hurdles that smaller
businesses face, there is the energy and
support out there to help them thrive. From
technology to ﬁnance, there are solutions
to every problem, and those ﬁnance leaders in attendance received invaluable help
in deciding which one suits them best. ■

EXECUTIVE

S U M M A R I E S
By Stephen Berry, FCMA, CGMA
Page 18
Business can learn much from the cheetah, hyena, and warthog. Like other
animals of the Serengeti, they have developed shrewd survival strategies built
around their strengths and weaknesses. Berry, who created with illustrator
Stephen Mead the book Strategies of the Serengeti: Where Having the Right Strategy
Is a Matter of Life and Death and spoke on the topic at the CGMA Africa conference
in 2017, outlines three archetypes in this article. He explores what we can take
from the fleet-footed cheetah — who often enjoys first-mover advantage but also
must be prepared for rivals who quickly follow behind. Hyenas benefit from
scanning the horizon and analysing what others are doing, while warthogs are
expert contingency planners.

China’s road to the future

By Chris Sheedy
Page 20
China’s “Belt and Road” initiative is a complex and ambitious investment plan to
develop a new Silk Road through the creation of land and sea corridors — mainly rail
lines and ports. There are few Asian territories it will not touch, and few international
businesses whose supply chain will not be impacted. Large construction companies
will lead projects around the world requiring financing, master planning, project
management, logistics support, and more. Banks, finance houses, and law firms,
among others, may have roles to play.

5 steps to prevent complex inventory frauds

By Cecilia Locati, FCMA, CGMA
Page 22
Small and midsize businesses can be particularly susceptible to inventory-related
fraud. In this article, a case study shows how creative fraudsters can be when it comes
to inventory theft. The article also explores five strategies for protecting an SME from
such losses. Segregation of duties amongst employees with roles in production and
distribution is one basic safeguard. Conducting production yield analysis could flag
indications of issues that warrant exploration. Having a structured manager reporting
process, including KPIs, and performing periodic surprise stock counts can pinpoint
potential problems relatively quickly; while automating production processes where
possible can eliminate some opportunities for error and fraud.

How to create an FX policy for your SME

By Chris Towner
Page 26
A structured approach to foreign exchange (FX) policy enables businesses to make
strategic-planning decisions, rather than attempting to respond to day-to-day developments in the market. A well-documented approach to FX can also demonstrate good
governance and therefore make your business more appealing to a potential investor or
purchaser. This article outlines seven steps small and midsize entities can take to create
strong FX policies. It also includes a look at the most common tools that small
businesses can use to manage FX risk — spot and forward contracts.
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Strategy lessons from the Serengeti
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A methodical approach to budget

By J. Carlton Collins, CPA
Page 34
Regression-based budgeting using the tools available in Excel may be a good option
for management accountants to consider, at least for certain budget line items. Get a
quick look at how Excel’s regression tools work, followed by a step-by-step budgeting
example and illustrative screenshots. In seven steps you’ll have a budget starting
point that is likely to require further review and refinements before finalising, but
creates an efficient launching pad for discussion.

Powering up

By Andrew Kenney
Page 40
China is rivalling the US to become the largest market for consumer electric vehicles
in the world. In 2016, 45% of all new electrics were registered in China, according to
the International Energy Agency. Bing Mei, CPA, CGMA, the CFO of Kandi Technologies Group, a Chinese seller of electric vehicles and related parts, discusses the
market’s potential and the impact of changes to government incentives that are
challenging electric-vehicle makers’ stability. Bing and colleagues are planning a
two-stage evolution focused on new markets. They see an opportunity to build a
gold-standard electric vehicle as a tightening market culls competition. But they also
want to expand further into the sharing economy with a car-sharing system.

How to successfully integrate mergers and acquisitions

By Scott Whitaker
Page 44
This step-by-step playbook is designed to help accountants plan, optimise, and
integrate mergers and acquisitions. Whitaker, the author of Cross-Border Mergers and
Acquisitions and Mergers & Acquisitions Integration Handbook, says a playbook should
offer a structured approach that helps two corporate cultures work together, while
ensuring consistency and standardisation across integration teams. It should provide
proven processes and tools/templates to break down a complex activity into defined
phases, steps, and deliverables and maximise efficiency, making knowledge transfer
easier.

How an improv class can help develop essential business skills

By Samantha White
Page 52
The ability to improvise — one of the essential elements of an actor’s toolkit — is
increasingly a focus of business training. Learning the art of improv can help develop
listening skills, the ability to read another’s body language and monitor your own,
and enhance abilities to communicate and collaborate. CGMA designation holders
talk about the benefits of improv training, including a shift in mindset that can usher
in more nimble thinking through the practice of “yes, and”.

Look EAST

to develop your mentor network
Following these steps can help nurture and sustain these valuable
professional development relationships.

Simplify your message, and find a
creative way to bring it to the intended
recipient’s attention. Be crystal-clear
about what it is you do and the
difference you make. Then finesse
your message and consider how best
to communicate it to prospective
mentors. Making it easy for someone
to agree to your request is about
harnessing the power of defaults. It’s
about turning the question on its head:
“Would you like to work with me?”
becomes “Why would you not want to
work with me?”
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SOCIAL

If you have an existing network of
mentors, make it work for you. People
are persuaded by the actions of those
around them. Mentioning the
goodwill you enjoy from these
supporters demonstrates that you are
trusted by others and encourages new
mentors to join the group. They will
be motivated to associate themselves
with the positive behaviour of others,
particularly if those others are
perceived as being similar to them.

MAKE IT

When you drill down to the essence
of what you do, you better understand why you do it and what it
means to you. A by-product of this
process: You recognise how what
you do makes you feel. Tapping into
these feelings can be useful. After all,
human decisions are invariably
made based on “feel” rather than
hard logic. So, articulate your worth
in the form of what your role means
to you. This can wake people up to
who you really are, and they
remember you better. This is
because they can more easily recall
not who you are, but how you made
them feel when they met you.

TIMELY

Approach potential mentors when
the time is right. Is there a point at
which your value as a prospective
mentee is maximised? Think about
what they might need for their
personal projects, perhaps as a key
to gaining their attention. Also,
networking events where Q&A
sessions are part of the proceedings
provide an excellent opportunity,
offering privileged access to those
you might not normally mix with.
Posing a well-prepared question to
a presenter or panellist you have
identified as a potential mentor can
provide a platform to continue the
dialogue after the session.

Darryl Howes (darryl@strategicbusiness
networking.co.uk) helps professionals
develop their networking and career
management skills. To comment on this
article or to suggest an idea for another
article, contact Samantha White, an FM
magazine senior editor, at Samantha.
White@aicpa-cima.com.
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MAKE IT

EASY

ATTRACTIVE

MAKE IT

S

uccessful professionals often
rely on mentors — people who
can help them to develop and
introduce them to others with
valuable perspectives.
Mentors buy into the mentee’s
personal projects. They are on the lookout
for opportunities to contribute their
insight and guidance. The best mentoring
relationships stand the test of time.
Let’s assume you’re in the market for a
mentor. How can you initiate and nurture
that relationship? It starts with promoting
the relationship, and the “EAST” method
— easy, attractive, social, and timely —
can help.

MAKE IT

By Darryl Howes
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Skill up, Stand out and Succeed
– with an IFRS Certificate
Develop your global financial reporting
expertise with the IFRS Certificate
programme. This programme
consists of 25 online self-study
modules to guide you through
concepts under each area of IFRS.
Visit CGMA Store to start
learning today!
www.cgmastore.com/IFRS

After completing the 40.5 hours of this
programme you will:
• Obtain the necessary proficiency in
complex areas including financial
instruments and business combinations.
• Acquire a broad overview of key IFRS
definitions and concepts.
• Be able to apply the fundamental principles
of IFRS across a range of accounting topics.
• Understand the accounting impact of the
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by the IASB.
When you’ve completed the programme, you
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easily display and share your achievement on
your online professional profiles.

© 2017 The Chartered Institute of Management Accountants. All rights reserved.

4690 November FM Magazine ad ARTWORK.indd 1

13/11/2017 15:45

WEBSITE
It’s a new beginning

2018

Explore the new FM magazine website
• CURRENT

Stay up to date with fresh content and features such as an economic
calendar and global market updates.
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The website is responsive and will work as well on your mobile
phone as on your desktop. You can now share your favourite articles
on social media or via email or text message.

