Members of MGI Asia

you might recall what I had said at the end of the
meeting. Regardless of how the landscape and the
profession changes, it is imperative for us to provide
quality service, as that will always be relevant in our
profession.

I would like to first say a big thank you to all those
members who attended the recent Asia meeting in
Bangalore. It was nice to see you all at the annual
meeting, and to exchange collaborative ideas. I would
also express a special thanks to our excellent hosts
Tambakad & Goil, both the firm and the 2 eponymous
and outstanding individuals.

The AGM will be held later this month in Frankfurt,
and I do hope we can continue with the strong
turnout. I look forward to meeting you there.

The meeting also saw the attendance of
representatives from Mackrell International, MGI’s
sister network of international law firms. The evolving
landscape of the professional services scene means
that we must explore opportunities outside of our
fraternity, and there are common areas where
accountants and lawyers can work together. If you
haven’t done so, please find out who your local
Mackrell International member is, and get to know
them so that you have each other’s coordinates
should there be suitable synergistic opportunities in
the future.

Imran Assan
Area Leader – Asia

Our profession has been in the news again, this time
for a corruption scandal in South Africa. This is likely
to result in more regulatory changes, and it remains to
be seen the impact this recent episode will have.
There already has been a number of recent reforms,
with audit regulators in many countries requiring
auditors to perform enhanced KYC checks on their
clients in a worldwide effort to prevent and detect any
early signs of money laundering. Some jurisdictions
take this a step further and require auditors to report
suspicious transactions.

MGI MEETINGS 2017
Global AGM
18-20 October 2017
Frankfurt, Germany
http://www.mgiagm2017.com/

We are also seeing how technological revolution is
shaping the future of the profession. From online bank
confirmations to deep data analytics which can
identify anomalies and outliers in very large and
complex data sets, there are several tools and
resources available to auditors. It is hoped that new
technologies will take away the ticking and bashing
and allow the use of more analysis and judgement.

UK & Ireland Partners and Managers Conference
23 - 25 November 2017
Forest of Arden Marriott Hotel & Country Club
Birmingham
http://www.mgiworld.com/areas/uk-ireland/ourmeetings/2017-mgi-uk-ireland-partners-managersconference

MGI WEBINARS 2017

The challenge would be to decide where on the
spectrum of change a firm wants to be in. On one
end, investing significantly in new technology could
mean exorbitant costs and possibly limited benefits
particularly to smaller firms who may deal mostly with
owner managed businesses. On the other end, firms
could adopt a wait and see approach, to see how the
evolving technologies progress, before embracing a
mass market product that will end up being used by
most firms.

The Challenges of Succession Planning: How
Futureproof Are You?
Date: Tuesday 3 October 2017
Time: 3:00PM (BST) / 4:00 PM (CEST)
Find more about this webinar and register HERE

Just like the global economy, there is no easy answer
to the question as to where our profession is headed.
But for those of you who attended the recent meeting,
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The afternoon started with a pre-recorded update on
marketing by Maxine followed by MGI Worldwide
presentation which covered brand value, the quality
assurance process, how to get more out of
membership
and
finally
the
membership
enhancement project.
The traditional dinner and socializing was held at the
rooftop of the Big Pitcher. A sumptuous buffet spread
was laid out for all to enjoy while downing craft beer
and cocktails

MGI ASIA MEMBER NEWS
MGI Asia regional meeting
Bengaluru (also called Bangalore) home to member
firm Tambakad & Goil hosted the 2017 meeting at the
palatial Leela Palace.
Attended by 27 people, from 15 MGI Asia member
firms, including members from as far as Milan, Italy
and representatives from Mackrell International. This
meeting provided an avenue for members to catch up
with old friends and to make new ones.

Day two, Saturday 5 August 2017
Taking into account the celebration the night before
Day 2 started at 9.30am with Imran bringing members
up to date on the International Committee. The
membership survey results were shared with all
members followed by a break out session on 4 areas
emphasised during the survey
1.
Promotion of MGI Worldwide amongst the
staff of members
2.
Promotion of MGI Worldwide amongst clients
of members
3.
How MGI Worldwide membership can help
with firm growth
4.
How to make the most of the MGI Worldwide
brand
This roundtable format provided plenty of opportunity
for delegates, new and old, to collaborate and talk
together. Many ideas and suggestions were put forth
that form a basis for some tangible action items for
the Area
Prior to the final thank you and gift giving, MGI Asia
financials and administration was discussed.

Day one, Friday 4 August 2017
The meeting started at 9am with the usual welcomes
and introductions. Two India firms Kamdar Desai &
Patel and M R Narain & Co had the privilege of
introducing their firm.
Other presentations on Day 1
•
An introduction to Mackrell International (MI),
which led to an impromptu discussion on how MI &
MGI Worldwide can collaborate for joint work
•
MGI De Leone-Triunfo-Galloni on how
membership with MGI and their partnership with
Invest Lombardy have helped them grow their
practice.
A panel session on “diversification from traditional
audit services” proved to be provocative with a variety
of views. It was clear that in developing countries
there is still a demand for compliance work, whereas
in other places audit is no longer lucrative.
A “cake cutting” ceremony to celebrate MGI’s 70th
birthday ended the morning.

International Accounting Bulletin 2017
Asia Pacific rankings of networks
MGI Worldwide was ranked number 20 by the
international accounting bulletin based on fee data
and number 21 based on staff data.
Specifically for some countries in the Asia area MGI
Worldwide was ranked as follows:
China 21
India 11
Korea 13
Singapore 14
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Hong King 16
Japan 18
Malaysia 19

MGI Worldwide ranked 15th in South
Africa & 16th in Australia amongst
international accounting networks

MGI GLOBAL NEWS
Do you know?

MGI Worldwide is ranked number 15 in South Africa &
16 in Australia
on the International Accounting
Bulletin's list of the top international networks and
associations.

We have a suite of network training materials on
our website. Have a look at (you have to be logged in)
http://www.mgiworld.com/members-area/knowledgehub/quality-assurance-audit-independence/qualityassurance-training-webinars
 Audit Quality Assurance
 ISQC 1
 Ethics and audit independence

In South Africa we have achieved growth of eight per
cent over the last 12 months, with our members' fee
income coming in at 58.7 million ZAR. Of this, 41 per
cent came from audit and assurance services, 34 per
cent from accountancy services, six per cent from
advisory work, five per cent from tax services and
eight per cent from other sources.
In Australia MGI Worldwide members generated
$28.9 million AUD in fee income. Of this, more than
half (56 per cent) of the total can be attributed to
revenue from accounting services, while 23 per cent
came from tax services. The remainder was spread
across audit, assurance, advisory and other services.

We organise a series of webinars throughout the
year, each hosted by different member firms from
each of our regions around the world. Members can
watch
recordings
of
past
webinars
at
http://www.mgiworld.com/members-area/knowledgehub/webinars
Our website has marketing materials that range
from templates for your firm business cards, letter
heads, banners etc to the MGI Worldwide client video
& ready-made templates to help firms develop a
website

PROFESSIONAL
NEWS
AROUND THE WORLD

Welcome new members

FROM

Responding to Non-compliance
Laws and Regulations (NOCLAR)

Over the last quarter we welcomed three new
members from USA, Poland & Honduras

with

NOCLAR is an international ethics standard for
auditors and other professional accountants. It sets
out a first-of-its-kind framework to guide professional
accountants in what actions to take in the public
interest when they become aware of a potential illegal
act, known as non-compliance with laws and
regulations, or NOCLAR, committed by a client or
employer.

New York City-based Hoberman & Lesser CPAs,
LLP a full-service firm, brings more than 80 years
experience, dealing with a broad range of businesses,
ranging from publicly held companies, to private
sector businesses, to individual entrepreneurs, and
has special expertise to cater to the busy New York
City market.
ABC Audit Sp. z o.o. based in Poznan, Poland is
part of the ABC Group, an audit and business
consulting group with more than 10 years experience
in the market and which also includes ABC
Accounting, ABC Tax and legal advisory firm Śron &
Łakomecki Kancelaria Prawnicza.

The standard applies to all categories of professional
accountants, including auditors, other professional
accountants in public practice, and professional
accountants in organizations, including those in
businesses, government, education, and the not-forprofit sector. It addresses breaches of laws and
regulations that deal with matters such as fraud,
corruption and bribery, money laundering, tax
payments,
financial
products
and
services,
environmental protection, and public health and
safety.

The firm from Honduras has taken on the MGI prefix,
MGI Pineda Torres & Asociados is a two-partner
firm specialising on audit & tax. Honduras is a key
business location in Latin America, known primarily
for its rich natural resources, which include fruit,
coffee, sugar cane and minerals, while its textiles
industry is quickly growing on an international scale.

Among other matters, the new standard provides a
clear pathway for auditors and other professional
accountants to disclose potential non-compliance
situations to appropriate public authorities in certain
situations without being constrained by the ethical
duty of confidentiality. It also places renewed
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emphasis on the role of senior-level accountants in
business in promoting a culture of compliance with
laws and regulations and prevention of noncompliance within their organizations.

NOCLAR has been more than six years in the
making. The International Ethics Standards Board for
Accountants (IESBA), which issues the Code,
consulted extensively with a wide range of global
stakeholders. The resulting standard addresses the
challenge faced by auditors and other professional
accountants: balancing their duty of confidentiality
with their duty to act in the public interest when they
become aware of suspected non-compliance.

The standard came into effect July 15, 2017.

Brave
new
world:
how
auditor
responsibilities are changing: NOCLAR
By Fayez Choudhury CEO of IFAC in response to
NOCLAR

Previously, auditors could simply resign upon
uncovering client non-compliance issues, thus
maintaining confidentially but not protecting the public
interest. This changes with NOCLAR—confidentiality
under the Code now cannot override the public
interest in all circumstances.

Consider this situation: during an external audit, the
audit manager discovers a serious environmental
regulation breach, supported by unequivocal
evidence. The auditors take the issue to the client,
who admits the infraction and subsequently makes a
significant provision and related disclosures in the
financial statements to avoid material misstatement,
but does not remediate the severe environmental
consequences. The issue is also raised with the Audit
Committee, which agrees to the financial statement
actions.

NOCLAR provides a “new normal” for auditor
whistleblowing and the basis upon which all future
non-compliance issues will be assessed. It also
provides a new client interaction framework for
auditors, and a guide for when they report suspected
or actual non-compliance to relevant authorities.

While the environment impact remains inadequately
addressed, the company’s financial statements are
now free from material misstatement, and an
unmodified opinion is issued in the independent
auditor’s report. Neither the auditor nor management
is required to take the issue further.

In the Public’s Best Interest

Behavior and actions like this have placed businesses
under increased public scrutiny and criticism in recent
years. High-profile corporate scandals have led to
considerable shareholder and wider stakeholder
losses. Consequently, public trust in business has
fallen sharply – and auditors have not been exempt.

Examples of non-compliance that can be of public
interest under NOCLAR include bribery, money
laundering, proceeds of crime, fraud, corruption and
public health and safety. Also included are issues
increasingly important to stakeholders such as
environmental protection, taxation and data
protection.

NOCLAR addresses acts of omission or commission,
intentional or unintentional, committed by a client or
an employer, or their employees or contractors,
contrary to prevailing laws or regulations.

Despite being bound by the ethical duty of
confidentiality, auditors have been criticised in the
past for failure to report significant client breaches of
laws and regulations.

Given the stream of high-profile non-compliance in
recent years, auditors must use their professional
judgement and apply the NOCLAR framework to
decide how best to respond to uncovered problems.

Confidentiality vs the right thing to do
Uncovering an issue: how do you know when to
respond?

We are now entering a new era. On July 15, 2017, an
updated Code of Ethics for Professional Accountants
for the global accountancy profession (the Code) went
into effect. In jurisdictions that have adopted the
Code,
professional
accountants—both
within
companies and in public practice—are subject to a
new global standard on addressing and reporting
suspected
non-compliance
with
laws
and
regulations—or NOCLAR. The standard is also in
effect for the group of the largest 28 accounting firm
networks in the world with respect to transnational
audits.

First, a response is required – turning a “blind eye” is
not an option. Auditors need to heed laws already in
place, as NOCLAR does not override those laws.
Existing laws could include client confidentiality laws,
reporting obligations or laws guarding against “tipping
off.” At the outset, NOCLAR requires auditors to
establish what their obligations are under such laws
and comply with them.
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While auditors are not legal experts, NOCLAR guides
them to raise the issue with the client in order to fully
understand the non-compliance, and to consult with
relevant professional organizations or seek legal
advice at the appropriate junctures as they navigate
the contours of the issue.

public harm was caused. However, to mitigate those
risks, NOCLAR stresses that auditors must act in
good faith and document their judgments and actions.
NOCLAR helps protect auditors and professional
accountants from wider criticism and ultimately
enhances public trust in the profession. As NOCLAR
becomes inextricably woven into the profession’s
fabric, clarity on how to respond to non-compliance
will increase—and further enhance how businesses
and auditors act to protect the public interest.

Responding vs reporting
Depending on the nature of the non-compliance,
auditors’ response could stop at management tackling
the problem. However, if there are substantial public
and/or stakeholder harm considerations, noncompliance could also be reported to a public
authority. One NOCLAR’s key aspects is its clear
reporting structure, giving auditors a “how and when”
issue escalation framework.

Global Audit, Ethics and Education
Standards Boards Outline Need, Way
Forward for Enhanced Professional
Skepticism

NOCLAR calibrates the auditor’s professional
judgement between maintaining client confidentiality
and reporting suspected non-compliance to the right
public authority, always applying an objective lens in
deciding whether to take further action.

The global standard-setting boards for auditing,
accounting ethics and accounting education today
released a new publication showcasing observations
and potential ways to enhance professional
skepticism.

Telling the world?

The publication, Toward Enhanced Professional
Skepticism, was produced by a joint working group
comprised of representatives from the International
Auditing and Assurance Standards Board (IAASB),
International Ethics Standards Board for Accountants
(IESBA) and the International Accounting Education
Standards Board (IAESB). It outlines observations
about the current environment and sets out actions
the global standard-setting boards will take, as well as
the role that other stakeholders can play, in
enhancing professional skepticism.

Not at all. Reporting an instance of non-compliance is
focused on notifying the appropriate authority.
NOCLAR provides a path for auditors to navigate
various—often complex—considerations.
If the client has not appropriately addressed an issue,
auditors must make delicate judgments:
Is there credible evidence to support their findings?
Would the non-compliance likely cause substantial
harm? Auditors must think beyond shareholders and
assess the impact on broader stakeholders such as
employees, creditors and the public.

The importance of professional skepticism is
underscored by the increasing complexity of business
and financial reporting, including the greater use of
estimates and management judgment, business
model changes due to technological developments,
and the fundamental reliance of the public on
dependable financial reporting. It lies at the heart of a
quality audit.

Are there legal prohibitions on reporting? If so, it does
not mean going back to the drawing board. Auditors
are guided to decide whether to take other action,
including resigning from the client relationship if not
prohibited by law.

“When this initiative began, the boards were looking
for input on whether and how each of their standards
could contribute to strengthening the understanding
and application of professional skepticism as it
applies to an audit,” said Prof. Annette Köhler, Joint
Working Group Chair. “We have shared our
observations and recommendations with the boards,
and professional skepticism now features prominently
in each of the boards’ strategic considerations.”

If reporting is the right thing to do, to which
appropriate authority? Is there legal protection? And
are there any threats to the auditors’ physical safety
or that of others?
Job done?
Reporting to authorities is not the end for suspected
non-compliance. For auditors, litigation has long been
an ongoing risk. Should their logic unravel on
investigation, they could be held liable and if they
decide not to report, they could be held accountable if

This publication is the first ever jointly commissioned
by the three boards. Each of the boards has acted on
the input received; the publication also includes a
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snapshot of their immediate actions and longer-term
studies.

Among other matters, the proposals also require
professional accountants to address any threats to
compliance with the fundamental ethical principles in
accordance with the Code’s conceptual framework
where there is no improper intent.

Source: IFAC website

IASB issues
materiality

Practice

Statement

on

“The development of the proposals was informed by
input from Transparency International UK based on
their experience and insights in the area of bribery
and corruption,” noted IESBA Technical Director Ken
Siong. “When completed, the provisions will constitute
the last piece of the substantively revised and
restructured Code.”

The International Accounting Standards Board (IASB)
has issued Practice Statement (PS) 2 'Making
Materiality Judgments'.
The PS aims at assisting management in presenting
financial information about the entity that is useful to
existing and potential investors, lenders and other
creditors in making decisions about providing
resources to the entity.

Source: IFAC website

The Benefits of Integrated Reporting
Integrated reporting enhances the way organizations
think, plan, and report their business’ story. It is used
as an opportunity to communicate a clear, concise,
integrated story explaining how value is created within
the organization. It can help businesses think
holistically about their strategy and plans, make
informed decisions, manage key opportunities and
risks to build investor and stakeholder confidence,
and help manage the organization’s performance.
This publication from IFAC and the International
Integrated Reporting Council, “Creating Value for
SMEs through Integrated Thinking” will help smalland medium-sized entities (SMEs), including nonprofits, adopt integrated reporting and realize its
benefits. It will also help users understand the
benefits of using the International Integrated
Reporting Framework, including the flexibility of its
principles-based structure and approach.

It applies to the preparation of financial statements in
accordance with full IFRS. It is not intended for
entities applying the IFRS for SMEs.
For more information:
https://www.iasplus.com/en/news/2017/09/materialityps
Source: IASB website

IESBA
Proposes
Revised
Ethical
Requirements
Prohibiting
Improper
Inducements
The International Ethics Standards Board for
Accountants® (IESBA®) released on 8th September
for public comment the Exposure Draft, Proposed
Revisions to the Code Pertaining to the Offering and
Accepting of Inducements. The proposals strengthen
the Code of Ethics for Professional Accountants (the
Code) by clarifying the appropriate boundaries for the
offering and accepting of inducements, and by
prohibiting any inducements with intent to improperly
influence behavior.

Souce: IFAC website

Malaysia introduces audit exemptions
On 4 August 2017, the Companies Commission of
Malaysia has brought into force audit exemption for
certain categories of private companies. CCM has
issued Practice Directive No. 3/2017 to set out the
qualifying criteria for private companies to be
exempted from appointing an auditor for a financial
year. SSM’s FAQ document has also been updated
as at 4 August 2017 to address questions regarding
audit exemption.

The proposed comprehensive framework covers all
forms of inducements and applies to both professional
accountants in business and professional accountants
in public practice. It also provides enhanced guidance
on the offering and accepting of inducements by
professional accountants’ immediate or close family
members.

The following types of private companies can decide
to opt for audit exemption:
1.
Dormant companies;
2.
Zero-revenue companies; and
3.
Threshold-qualified companies – annual
revenue of RM100,000 or less, total assets of
RM300,000 or less, and 5 employees or less.

“Inducements with intent to improperly influence
behavior are a very major concern for the public
interest, and they include the issues of bribery and
corruption. Inducements made with improper intent
are unacceptable and should be prohibited,” said
IESBA Chairman Dr. Stavros Thomadakis.
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This applies to companies incorporated on or after 31
January 2017, for zero revenue companies it will
apply for the annual financial period commencing on
or after 1 January 2018 and for threshold qualified
companies on or after 1 July 2018. The exemption
from audit will be effective from 1 January 2018.

TIPS & HELP

However, the company exempted from audit must
submit the unaudited financial statement that
complies with the approved accounting standards and
the Malaysian Accounting Standard Board (MASB).
The unaudited financial statement must also be
circulated to the board members in accordance with
the Companies Act 2016.

The three foundations of a strong firm
culture
By Daniel Hood
Building a firm culture is about much more than
installing a ping-pong table in your breakroom,
industry expert Chris Rund told a recent gathering of
accounting firm leaders.

Japan releases Exposure Drafts of
Accounting
Standard
for
Revenue
Recognition

“Culture is one of those slippery things – it’s not
numbers, it’s all that touchy-feely stuff,” Rund, a
marketing and brand development strategist and
creative director at accounting firm advisors
Rootworks, told attendees at a Rootworks Partner
Retreat in late June. “Culture is ‘the collective beliefs
and behaviors of your firm.’”

On 20 July 2017, the Accounting Standards Board of
Japan (ASBJ) released the Exposure Drafts of
Accounting Standard for Revenue Recognition
It is based on IFRS 15 and Topic 606 of the FASB.
The impact of this standard will be huge, because
there is no comprehensive accounting standard of this
theme in Japan. It is applied to both consolidated and
separate financial statements, and to companies
required legal audit from the fiscal year starting 2021
April or later.
Comments are requested by 20 October 2017 for the
exposure drafts (EDs).

Creating those beliefs and inculcating them in staff
and partners “is a very organic process – you can’t
force it, but you can shape it,” he explained. “You
can’t go down to Home Depot and buy a ping-pong
table and say, ‘Done.’”

Source: Seiyu Audit Corporation

Indonesian
Standards

Financial

Rather, firm leaders need to focus on building up
three separate elements: doctrine, leadership, and
ritual. (Rund acknowledged that much of the language
surrounding the three elements borrowed religious
terminology – not in a disrespectful way, but as a
useful set of metaphors to help firm leaders
understand what they’re building.)

Accounting

The long-anticipated new Indonesian Financial
Accounting Standards on financial instruments and
revenue have just been finalized and issued. PSAK
71 Financial Instruments, PSAK 72 Revenue from
Contracts with Customers and Amendments to PSAK
62 Applying PSAK 71 Financial Instruments with
PSAK 62 Insurance Contracts were issued at the end
of July 2017.
The effective date is 1 January 2020, Nonetheless,
the option to early adopt remains, primarily for the
benefits of entities which have financial reporting
requirements under IFRS.
Source: KPMG Indonesia accounting outlook

“Where those three elements intersect is where your
culture will crystalize and take shape and start to
grow,” he said.
He went on to offer more details on each of the three
elements:
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1.
Doctrine.
This
includes
the
firm’s
mission/vision/values; its brand promises; and its
business model – all of which need to be clearly
delineated. “This is your belief system – what you
want to achieve as a firm,” Rund said – and firms
need to share all of it with people as soon as they
come on board.

That in and of itself is not very surprising since most
CPA firms are basically small and midsize businesses
with the same generational challenges faced by most
small and midsize family and privately owned
operating companies. After all, the 100th largest CPA
firm in the United States is only about $35 million in
annual volume. In our view, the lack of a wellexecuted strategic plan is a potential death blow to a
small and midsize CPA firm. It eventually will be
difficult for these firms to be competitive because of
undistinguishable client service, insufficient growth
that helps retain talent, and an inability to attract and
retain young superstars who will perpetuate the firm
into the next generation.

2. Leadership. More than just “managing people,” this
involves firm leaders’ responsibility to inspire staff, to
empower them, to offer incentives and rewards, and
to praise and correct them as necessary. “What are
you as entrepreneurs, if not teachers and educators?”
Rund asked. “You’re trying to bring along a whole
group of people to follow your mission and vision and
brand promise. If you have differentiating factors at
your firm, then you have to teach people to do things
your way.”

It’s unfortunate as these shortfalls could be
circumvented, or at least minimized, with a strategic
plan that is properly executed (with emphasis placed
on the word “executed”). Many small and midsize
CPA firms do undertake an exhaustive strategic
planning exercise but don’t use it as a living,
breathing tool that holds partners accountable through
a performance management and compensation
system. Instead these firms go through an “exercise”
(which can be an expensive undertaking if an outside
consultant or facilitator is used) that eventually sits on
a shelf (perhaps in gift wrap and a bow) gathering
dust in partner offices. That’s a missed opportunity
because a well thought out strategic plan, if executed
properly, is a great leadership and management tool
that can help perpetuate a firm. It provides direction
and gets partners on the same page. It instills
discipline that requires delivery of reliable
commitments as opposed to broken promises or lip
service. It is also a vehicle for individual partner
setting, periodic monitoring, counseling and an annual
evaluation which is usually used as the basis for
annual compensation adjustments.

3. Ritual. “These are shared experiences that are
unique to your organization and give you a chance to
create bonds, and to teach and inspire,” Rund
explained. They’re one of the most common ways of
creating a culture, since almost every event at the firm
can involve a ritual – from on-boarding entry-level
staff, to promoting employees and recognizing their
achievements, to recurring work or engagements,
regular outings and parties, and much more – and the
more firms can customize them, the better.
Beyond building up the three elements, one of the
most important things firms can do to create a strong
culture is to communicate regularly: “If the
organization is clear about what it believes and
consistently puts it into practice, then you get a sense
that this is an outfit that lives what it preaches,” Rund
said.
Daniel Hood is editor-in-chief of Accounting Today
and Tax Pro Today, and has covered the tax and
accounting field for over 20 years.

Why have many firms found it difficult to convert
strategy into action? Why have many firms failed to
achieve successful implementation of their strategic
plan?
Failure to effectively execute on a strategy most often
occurs because it is very easy for partners, including
the firm’s CEO and senior management, to get
distracted and make excuses for their inability to
deliver. The biggest partner excuse usually cited is
the demand of client service and, no doubt, some of
that is real. It’s not unusual, however, for partners to
“hide” behind the notion of client service while the real
reason for execution failure is the perception that the
CEO doesn’t take the implementation process
seriously. We often hear “the plan is nothing more
than a theoretical exercise that will never come to
fruition.” When the “boss” isn’t paying attention to
follow through and individual accountability, why

Why is strategy execution so difficult for
CPA firms?
By Dom Esposito
Many CPA firms don't have a living, breathing
strategic plan that enables them to successfully
navigate through their next two or three years.
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should the line partners? Implementation of
actionable goals that are part of a strategic plan is
oftentimes uncomfortable for partners as it takes them
out of their comfort zone.

Does your firm have a strategic plan sitting on a shelf
in your office? Dust it off and re-energize the efforts
required to move into actionable tasks.
Dom Esposito, CPA, is the CEO of Esposito
CEO2CEO, LLC, a boutique advisory firm consulting
with small and midsized CPA firms on strategy,
practice management, mergers and acquisitions.

Strategy execution failure comes down to an
organization’s inability to muster up the necessary
fortitude to translate strategy into results. It usually
starts with the discipline (or lack thereof) exhibited by
the CEO and senior management. We believe that
successful execution of strategy, usually assigned to
the chief operating officer as project manager,
requires the following components:

The firm of now
By L. Gary Boomer
Most everyone is intrigued by the future, including me.
Yet firm leaders need to also focus on the present. It
is easy to get distracted by the past or the future as
both are interesting and enlightening. Many firm
leaders’ biggest challenge is to overcome
procrastination and focus on the positive behaviours
today that will sustain success and keep the firm
relevant and future-ready.

1.
A clearly defined strategy with objectives that
are reasonably actionable within the firm’s stretch
capabilities.
2.
Appropriate key performance metrics to
monitor and measure results.
3.
A clearly communicated strategy and
objectives throughout the firm—making sure everyone
understands the strategy, the rationale, the objective
and how day-to-day actions impact success.
4.
Champions, leadership and effective project
management and tools.
5.
A compelling business case that has the
potential to inspire all partners and staff and creates
enthusiasm.
6.
Incentives that reward results that are
celebrated throughout the firm through emails, state
of the firm meetings, etc.
7.
Patience and persistence—remember that a
firm’s strategy is merely a hypothesis in the beginning
that is only proven with appropriate actions and
results. Don’t give up too quickly and don’t let client
service distractions, lip service and other excuses
derail the progress the firm is making.
8.
A blend of short-term and long-term
objectives.
9.
The ability to manage the pressures of today
that all too often get in the way of creating
opportunities of tomorrow.
10.
Complete alignment throughout the firm in
terms of decision making that supports the long term
strategy.
11.
Align individual partner performance goals
with the firm strategic goals. Actionable results need
to be periodically measured against goals and, if
appropriate,
modified
if
certain
goals are
subsequently deemed unrealistic.
12.
Tie progress against goals into annual
compensation adjustments. Partners know you are
serious about strategy execution if they can measure
the impact their participation has in their wallets.
13.
Ensure appropriate training and coaching of
line partners and senior management.
14.
Remember that the firm has the ability to
manage change.

Here are six action steps that will transform your firm
and position it for the future. They require changes in
mindsets, skillsets and toolsets. You can get a quick
start through a day of visioning and then developing a
one-page strategic plan outlining your top five
priorities, measurements of success, key strategies,
due dates and responsible parties. Focus and
accountability are the keys to success.
From personal experience, you will be wise to go with
an experienced facilitator who knows the profession
and has an in-depth knowledge of technology. It
saves time and is much easier to build consensus and
strategy.
1. Leverage internal as well as external resources.
Too often firms only think about hiring more
accounting graduates. This strategy is getting more
difficult to execute while service lines call for skills
other than accounting (e.g., finance, data analytics,
technology, HR, marketing and sales). This is often
referred to as meshing or leasing versus owning the
resource. The same holds for other firm resources
such as the accounting, HR, operations, tax,
marketing, sales, technology, legal and customer
experience platforms.
This is a new way of doing business and can be
implemented today with a different mindset. Simply
stated, you must not only focus on service delivery,
but also on marketing and sales, and administration to
grow. Many firms are limiting their own growth due to
lack of professional resources in the administrative,
marketing and sales areas. Meshing makes it easier
for firms of all sizes to grow.
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2. Engage and develop your talent. Talent has
always been key to a professional service business. It
will remain important in the future, but the need for
collaboration and multiple skills to deliver clients’
wants and needs calls for different mindsets and
skillsets.

Paper slows processes and impedes automation.
Don’t let the resistors hold you back.
It is also important to identify target clients who will
purchase more than one service. We define strategic
accounts as those that meet our “3x3x3” criteria
(utilize at least three services, utilize three or more
consultants, and engage three or more of their people
in the process). We also set revenue targets that are
high (top 5 to 10 percent of clients).

Why can’t employees have more balance and a better
work experience? Peer firms are
already
implementing projects that reduce hours to 40 during
busy season. How do they do this, you might ask? By
thinking differently and focusing on planning, people
and processes. Others are automating the
aggregation of data and the delivery process for tax
returns to reduce cycle times and improve profitability.
There are applications available to automate and
streamline these processes. They work. Don’t resist,
and focus on an improved client experience requiring
a different mindset and toolsets.

5. Experience. Improve the client’s as well as your
staff’s experience. Automation improves the
experience for both clients and staff. Think mobile and
your phone when looking at applications to improve
the client experience. Great examples of cloud-based
apps that integrate with popular accounting software
are Bill.com, Receipt Bank, Expensify, XCM and Tax
Caddy. Portals are no longer perceived by clients as
enhancing their experience as they did before cloudbased technology. Cell phones can capture data in
real time, rather than after the fact.

3. Align the firm’s vision and one-page strategic
plan. Clarify and communicate the firm’s three- to
five-year vision. Your firm must share a vision and be
able to consistently communicate the vision to clients
and staff. What will your firm be, do, create, have and
experience over the next five years? If you can’t
answer these questions, it is going to be difficult to
retain and attract quality clients and staff. In the past,
clients came to your firm primarily for transactional
and compliance services. Today, clients are
concerned about the experience and consultative
services in addition to compliance. Don’t get caught in
the following traps:

Accountants should strive for reduced or no data
entry while improving the coding process with
machine learning. The benefits to the firm are huge by
spreading the work throughout the month or year
rather than compressing the work into short periods.
This allows firms to profit from both the transaction
and compliance business while adding advisory
services. Accurate, real-time data provides predictive
value in addition to historical accuracy.
6. Replicate and scale. Standardized processes and
platforms lead to efficiency, reduced labour, increased
profits and scalability. It also allows firms to leverage
resources among offices. This will result in growth,
differentiation and the capability to remain futureready. You must focus on both your processes and
technology platform to remain competitive. Do you
have people with the right mindset, toolsets and
skillsets?

I’m too busy with compliance work to offer more
consultative services.
Clients are not asking for more services.
Our people don’t want to provide consulting services.
They like compliance work.
Clients typically don’t know what services to ask for
because they don’t understand what is possible, but
they would want the services that you can offer, if
they only knew they were possible.

In case you didn’t notice, the above provides a
memorable acronym — LEADER. While relatively
simple, the strategy isn’t easy to execute because the
gravity of the past is often perceived as greater than
the opportunity in the future. The good news is that
firms can leverage the past, the present and the
future, but it does require a period of transformation.
Transformation is a journey. The following five steps
will provide a quick start and accelerate your journey:

4. Define your menu of services, pricing and
processes. Restaurants and salons do a much better
job with a menu of services than CPA firms.
Restaurants and salons also package and price to
increase efficiency and margins. Selling hours is not
the business model of the future, and it promotes bad
behaviour. Value is created through relationship,
leadership and creativity. Relationships build
confidence, leadership provides direction, and
creativity provides new capabilities. Digitizing your
processes will also allow you to improve the client
experience and perception of value. Eliminate paper.
There is still too much paper in most accounting firms.

1. Develop your one-page plan by thinking 10x.
2. Develop a menu of services, focusing on the client
experience. Package and price for value, not effort.
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3. Hire and develop talent that wants to be led and
share the vision. Accountability is the game-changer.
This game isn’t for everyone.
4. Digitize and standardize your processes.

insights in data and to prevent fraud. These insights
can identify investment opportunities or help investors
know when to trade. Data mining can also identify
clients with high-risk profiles, or use cybersurveillance to pinpoint warning signs of fraud.

5. Select and implement your cloud-based IT platform
(for the firm and your clients).

The implications for professional service firms are
multiple.

Breaking through the ceiling of complexity requires
simplification. Schedule a visioning session today.
Think, plan, grow.

AI technologies, such as IBM Watson, are changing
the business model for professional service firms. It
is already enabling firms to reduce timelines involved
in routine tasks, which is increasingly important with
clients’ heightened delivery time expectations,
reducing human interaction and increasing accuracy.
It is possible to see how phrases such as “in 10 years’
time 40% of staff in professional services firms will not
be needed” can be made.

L. Gary Boomer is the visionary and strategist at
Boomer Consulting Inc.

Impact on accountancy firms
Accounting,
auditing,
bookkeeping
and
tax
preparation are among the functions most at risk of
being automated. There is a lot of routine work
performed in these services that can be largely taken
over by artificial intelligence.

Artificial
intelligence
and
machine
learning – the inevitable changes in
professional service firms

Take, for example, the audit. Technology is already
helping auditors, who today will use drones to help
stock check large warehouses and large outside
assets, such as mines or forests. It will soon be
possible, with the help of AI technology, to audit a
company’s entire financial transaction history for the
year, rather than the sample approached used today.
This will give business owners, investors, and other
stakeholders greater levels of confidence in a
company’s reporting, whilst at the same time reducing
the risk of fraudulent activity. It will also reduce audit
costs.
It will also change the jobs mix in professional
services firms, with fewer routine, entry-level functions
and more roles focused on creative thinking and
analysis.

By Andrew Griggs
We are on the cusp of a fourth industrial revolution.
Kreston Reeves’ Andrew Griggs explores what
artificial intelligence might mean for professional
services firms.
The world has already seen three previous industrial
revolutions and will no doubt see others – so what is
so special about this one? Whilst in previous industrial
revolutions technological processes have been
disruptive, they have not, as a whole, been net
destroyers of jobs.
One of the key features of the fourth industrial
revolution is that innovation is now based on
combining technologies which not only change the
countries we live in, but also the wider world. We
know that Artificial Intelligence (AI) in its simplest form
is machine capability imitating intelligent human
behaviour. What we are now seeing is the
development of AI, or machine learning, which
focusses on the development of computer programs
that can access data and learn for themselves. This
allows software to become more accurate in
predicting outcomes without specifically being
programmed.

Clients will continue to demand the all too human
skills that they need to help their business grow, to
get a deal across the line, to interpret financial data,
or to discuss the complex tax implications of
managing their wealth, assets or business. AI will
free up time to concentrate on the higher value tasks
with clients, which I am sure is the part of the role we
most enjoy.
It will be important for professional service firms to
review the skills and traits they require from people,
not only for today but when creating the leaders of
tomorrow.

Take for example the financial services sector;
machine learning is being used to identify important
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The Big 4 accountancy firms are already working with
technology organisations, and in some instances
developing their own bespoke technology platforms,
and a number of mid-market firms are too involved in
joint ventures to set out the potential for this
technology.

lead to job losses and inequality, with only 29%
responding so in a CIMA survey last year.
Andrew Griggs is the Senior Partner at Kreston
Reeves.
He can be reached by email:
Andrew.griggs@krestonreeves.com.
Visit
www.krestonreeves.com.

I would expect this technology to filter down and be
adopted by mid-market firms over the next five years,
resulting in greater collaboration between such firms
who have a place in the market but currently feel
financially constrained by the investment required.

Is audit ready for blockchain?
By Jeanne Boillet
The audit profession is eyeing blockchain.

Challenges and opportunities

With capital markets and investors constantly
demanding more information about businesses, it’s no
surprise that the audit profession is looking at
blockchain with interest. It could fundamentally
change the nature of auditing by revolutionizing
supply chains, payments and revenue streams
through the way it documents and reconciles complex
and disparate information from multiple sources.

There are two issues arising from this revolution.
Firstly, only large organisations or countries with
substantial wealth and investment will be able to cope
with this change, and secondly, unemployment could
rise significantly as jobs are replaced.
Taking the first of these two points; the United States
(developed) and China (developing) have already
amassed the wealth, talent, market share and data to
drive AI forward. The challenge will be for other
countries around the world to develop relationships
with those countries supplying most of the AI
software.

This means that every transaction could be shared
among trusted parties and verified, providing greater
transparency, confidence and trust, while also
increasing efficiency, as the blockchain is regarded as
a “central point of truth.” And, through its almost
continuous real-time reporting to management, it
could provide access to quality data that current
systems are unable to deliver.

The second point is more interesting as it builds on a
world of human behaviour where change, even if the
ultimate outcome is uncertain, is the new norm.

Of course, these shifts are not going to happen
overnight. Implementing blockchain will require
significant investment in systems and processes to
meet its aim of creating a more secure, transparent
and efficient system, therefore removing the need for
the time-consuming financial checks of today.

People will need to be retrained or educated in tasks
that AI tools are not so good at, such as creativity,
planning and ‘cross-domain’ thinking. Professional
service firms will value highly those individuals with
strong leadership, people and interpretation skills.
However, if society is to avoid largescale
unemployment it may need to intervene. We are
already beginning to see that happen, with India in
July this year banning driverless cars to protect jobs.

Here are some of the key foundations that would
need to be in place before the technology can meet
business needs, as well as some ways to respond to
the questions that arise with blockchain adoption:

The new jobs of the future could be the ‘service jobs
of love’ or volunteer jobs involving spending time with
people, for example, accompanying an older person
to see a doctor, mentoring disadvantaged people. The
funding of this is a separate debate which inevitably
could lead to higher taxes to fund a social welfare
need.

1. System confidence: Blockchain is a decentralized
ledger managed by a network of users. Each user is
identified by a unique digital signature and all
transactions must be approved by a set of consensus
rules before the block can be added to the chain; this
is one reason why it is seen as so secure and reliable.
However, one area of weakness is the digital
signatures themselves, due to the possibility that
these could become compromised, lost or stolen. To
overcome this issue, auditors would need the means
to check digital signatures and counterparties to verify
their existence, giving them confidence regarding the
completeness, existence and accuracy of the entire
network.

There is no doubt that AI and machine learning will
not only change the way services are provided to
clients, but also the mix of skills required within
professional service firms… it is only a matter of time.
Despite the rapid pace of technological change, not
all accountants are in agreement that automation will
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2. Audit strategies: There would also be a need to
design appropriate audit strategies for complex
systems, with auditors making decisions about what
level of audit is required, how data should be captured
and the type of audit analytics needed. With new
demand for assurance, blockchain could also change
the nature of auditing, reducing the auditor’s role in
checking and validating account transactions and
instead moving them further up the value chain.
Because of the ease of transfer of information, and
the automated tracking of every transaction,
blockchain can simplify and partially automate
elements of accounting and compliance, making it
easier to do business with new global customers and
enabling elements of the audit process to be
completed with even greater accuracy. Auditors will
therefore be able to focus attention on non-automated
elements of the audit.

taking the necessary steps to lay the right foundation
for audit, blockchain could bring about a more efficient
and secure way of doing business than ever before.

3. Financial accounting, reporting and legal
standards: As with many new technologies, regulators
are still considering their approach to blockchain.
Recently, the Japanese Government announced that
any bitcoin or other type of alternative money
exchange or transfer that wants to operate in the
country must be under the supervision of the
Japanese Financial Services Agency and be
submitted to annual audits. Yet, most current
regulatory and legal frameworks don’t take into
account the use of blockchain. This would be vital to
address before it could be implemented in auditing.
The industry would have to work closely with
regulators to either develop solutions that conform to
the current frameworks or alter them to align with the
new ways of working.

Marketing an accounting firm to prospective clients
can be a challenge.

Jeanne Boillet is the global assurance innovation
leader at EY.

5 ways to make your accounting practice
more memorable
By Paul Faust

Time spent compiling statements or preparing for an
audit is often memorable, but not always for the right
reasons. Yet, with the right mix of brand assets,
marketing tools, and outstanding customer service,
you can make your accounting practice more
memorable and create a positive association with
your work.
Build a Brand for Your Accounting Practice
Brand building is not just for consumer or retail
brands, and for that reasons presents an opportunity
often overlooked by service providers. That’s an
advantage to almost anyone willing to put in the effort.
There are many ways to influence how clients feel
about your accounting practice. The overall reputation
of your brand is the combination of these factors,
many of which an accounting practice is able to
control.
Here are five suggestions for how you can take
advantage of that control to make your accounting
practice more memorable:
Start with Service
In every business, a positive brand reputation begins
with a product or service that you can be proud of.
After all, customers can’t be expected to spread the
word about a business if they don’t feel strongly about
the service!
With that in mind, make sure you understand the
aspects of your accounting practice that clients love. If
you personally handle each and every tax return,
emphasize that in your marketing materials. If you
focus on small businesses or forensics, be sure to
have case studies and references that explain those
aspects of your practice.
Just as importantly, make sure you quickly address
any common areas of complaint that clients raise.

4. Cyber and software auditing: No technology is
completely secure and blockchain platforms will have
their weaknesses, just like any other. Auditors will
need to be sure that transactions are protected, with
the necessary security and encryptions in place and
kept up-to-date. This could be done through cyber
and software auditing, while real-time systems would
highlight and investigate anomalies and unusual
transaction patterns as they emerge. Similarly, the
integrity of IT systems, applications and controls
would need to be verified through governance and
risk assessment, while third-party providers would
also have to be thoroughly vetted and audited to help
ensure they are trusted and compliant.
Blockchain has quickly gained traction with its
potential to revolutionize how business is conducted
across a range of industries. Its central premise of
putting data integrity at its heart is currently
transforming our thinking on how we adapt the
technology into current and possible new processes.
The foundations need to be set for blockchain. By
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You won’t be able to rectify everything, but eliminating
basic service issues gives your practice a platform to
build upon as you expand your branding.

Getting a custom domain link and a vanity number
instantly makes your accounting practice more
memorable. If you can associate that custom contact
point with your services—words like rebate, dollars,
accountant, for example—that’s all the better for your
brand.
These are simple and affordable brand assets that
many practices overlook. Take advantage of them!

Remind Satisfied Clients about Reviews and
Referrals
Once you have service to shout about, it’s time to
convince your clients to do some talking. Online and
offline, reviews and referrals are the lifeblood of any
service practice. We all know how much more likely
clients are to talk about a negative experience than a
positive one, which is why you need to encourage
your best clients to spread the word about your
practice.
Make it easy by setting up a review and referral
program that anyone can follow. For example, pick
your favorite platform for online reviews—usually the
one that brings you the most business, be it Google,
Yelp or some other service. Write a step-by-step
process for customers to follow when they’re willing to
leave you an honest review. Better still, set up a
dedicated public workstation where they can take a
few minutes to do so before they leave your office.
Take the same approach with referrals.
Set up a simple program to credit your existing clients
when they recommend a friend or family member.
This could be a free consultation or a discounted
service. This combination of a reminder and small
incentives is a powerful way to generate word-ofmouth marketing and build your brand.

Act on Feedback
As you get closer to clients and encourage your
clients to engage with your accounting practice,
you’re likely to receive a lot of commentary on how
you’re doing, positive and negative. Use this feedback
to improve your service offering and show clients that
you’re listening.
If the opinions aren’t coming in as fast as you would
like, get the ball rolling yourself. Send a survey to
longstanding clients to ask what you can do better. By
creating these feedback channels, you can loop back
to our earlier suggestions and work to build on your
service offering, further defining your brand.
This extra connection also creates more opportunities
to ask for reviews and referrals from clients who have
yet to answer those requests.
Building a memorable brand takes a little planning
and a lot of care. Start from a commitment to
excellent service, then make sure your brand assets
and client follow-up make it easy to reach your
practice and refer it to others. From that base you can
build a memorable accounting practice that clients are
excited to talk about!

Make Sure Your Logo and Visuals Are Unique
Once you know that existing clients are happy with
your practice, it’s time to make a first impression that
lasts for prospective new clients. To that end, your
practice needs visual brand assets that reflect the
best of your business.
Small things like consistent colors, fonts, a tag line,
memorable contact details and a clear value
proposition will help your practice stand out in a
competitive field.
Take the time to translate your defined services and
value into a uniquely compelling visual identity that
clients will instantly recognize. Ensure your marketing
tools and channels reflect these visuals consistently
so that they become ubiquitous, whether clients find
your practice online or in the real world.

Paul Faust is vice president of business development
at RingBoost, a marketing company focusing on
providing vanity phone numbers to businesses.

How to Structure Your Firm’s Business
Development Model
By Lee Frederiksen
Anybody who’s been within shouting distance of
business management knows that business
development runs on sales and marketing. Put
simply, if you want new business, you have to go out
and drum it up.

Get an Unforgettable Phone Number and Website
When prospective clients see your ads, will they
remember your call to action? If your practice has a
complicated domain name and a random set of digits
for its phone number, the chances are they won’t.
This is especially true with offline ads on billboards, in
print or on the radio, when they often can’t write down
your contact details.
Don’t make it hard for potential clients to remember
you.

For accounting firms, there are four common
approaches to sales and marketing that should be
considered based on your business model and
resources. In this article, we’ll look at each model and
discuss its benefits and drawbacks to help you make
the choice that is right for your firm.
1. Seller-doer. Perhaps the most common small firm
strategy, in the seller-doer model the person making
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the sale is also the person doing the client work. It
has the distinct advantage of enabling the client to
have full knowledge of the person he or she will be
working with so they can more quickly assess
expertise. This simple structure also can help quickly
build familiarity and trust between client and
accountant.

4. Business developer and closer-doer. In this
model a sales-oriented professional is involved in
generating, qualifying, and nurturing leads. However,
this person does not provide a technical perspective
or close the sale. To distinguish this role from a
traditional salesperson, we’ll call this individual a
“business developer.”

However, a word of caution: Depending on your
personality, drive, and other factors, you run the risk
of jeopardizing the quality of one effort for the sake of
the other. In other words, when you’re selling, you feel
guilty that you’re not doing client work. And when
you’re doing client work, you have the nagging feeling
that you really ought to be out selling. It’s important to
be aware of this potential guilt trap and strive to avoid
it.

Similar to the seller-doer arrangement, this strategy
involves a subject-matter expert who will close the
sale and do the work. We call this role the “closerdoer” because part of the seller role is performed by
the business developer.

2. Traditional seller. In the traditional seller model, a
salesperson is responsible for generating and closing
the sale. When the sale is closed, the doer then
enters the picture to perform the work. The seller
often maintains an ongoing relationship with the client
to uncover and close other opportunities.

There is a third advantage: Because the professional
closing the sale is also the one doing the work, the
client can establish a working relationship during the
sales process, and there is no information lost in the
transition from prospect to client.

And like the seller and expert strategy, this
configuration has the advantage of specialization.
Also, because the business developer is not closing
the sale, he or she may need fewer advanced skills.

Bringing in new clients is essential to the health of
every accounting firm. And nothing is more central to
the success of that endeavor than an effective sales
and marketing strategy. By choosing one that enables
your firm to let its expertise shine through and build
trust quickly with prospects, you’ll be better able to
demonstrate your value and create a competitive
edge to win more business.

The big advantage is that you have dedicated roles
that assure focused and uninterrupted effort. Doing
the work does not interfere with ongoing business
development.
This model is not typically used by accounting firms
because the potential client does not have an
opportunity to assess expertise and establish an early
rapport that builds trust. However, the upside is that it
delegates two distinctly different tasks to different
people – one person does the selling, the other
person does the client work.
3. Seller and expert. There are some situations
where the nature of an engagement requires an
extensive proposal and contract negotiation phase.
Large multibusiness-entity or unique, industry-based
accounting situations are two examples that come to
mind. In these situations, it is often desirable to have
a dedicated specialist working the sale.

Lee W. Frederiksen, PhD, is managing partner at
Hinge, a marketing firm that specializes in branding
and marketing for professional

While there is also a need for the expert who will be
doing the work to be an active participant, there is
recognition by all parties that another role is required
due to the complexity of the potential relationship.
This model has the advantage of allowing prospects
to experience a firm’s expertise while also having a
dedicated sales professional; however, it’s not widely
used by accounting firms because it requires
additional highly-trained, highly-compensated staff.
So unless opportunities are large enough to warrant
the added expense, this strategy can be
unsustainable for CPA firms.
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Exchange'; this being the aim to promote people-topeople bonds and friendly interaction between
enterprises as well as deeper cultural understanding
so as to further international cooperation. (III)
'Financial Integration'; BRI is designed to enhance
monetary and financial cooperation when monitoring
and dealing with risk as well as general financial
interactions. In addition, it looks to expand currency
exchange and scope. (IV) 'Trade and Investment';
through BRI cross-border investments and trade are
aimed at being made easier and more cooperative
between countries on the Belt and Road, promoting
economic integration. (V) 'Facilities Connectivity'; this
is the focus on building facilities to enable greater
connectivity between countries on the Belt and Road
e.g rebuilding and developing ports, removing
barriers, fixing roads etc. As well as creating better
networks through the development of highways,
railways and fibre-optic lines between countries along
the Belt and Road.

MGI ASIA COUNTRY UPDATE

The Belt and Road Initiative
The ‘Belt and Road Initiative’ (BRI) or ‘One Belt, One
Road’ (OBOR) is a project launched by China to
develop countries and improve global connectivity.
First unveiled in 2013 by Chinese President Xi
Jinping, the initiative has and continues to grow in
scale and popularity. The initiative is focused on
creating networks that will allow for a more efficient
and productive free flow of trade as well as further
integration of international markets both physically
and digitally.

For more information please visit Lehman Brown
website
http://www.lehmanbrown.com/libraryresources/insights-e-newsletter/

Direct Foreign investment in China
Current Regulations and incentives
(according to the 2017 catalogue)
China has released a new Catalogue for the
Guidance of Foreign Invested Industries. The
catalogue is a legal document listing what industries
are open for foreign investors. It has been revised and
re-released many times since its creation in 1995.
The new edition is the 7th version since the
catalogue’s inception. The official 2017 catalogue was
published on the 28th June 2017 and extended
nationwide on the 28th of July 2017.

BRI is comprised of the '21st?Century Maritime Silk
Road' and the 'Silk Road Economic Belt' together they
will connect more than 65 countries making up over
62% of the world's population, around 35% of the
world's trade and over 31% of the world's GDP. It will
take the form of a series of highways, railways and
ports
as
well
as
facilities
for
energy,
telecommunications, healthcare and education.

Through the catalogue, several industries are
becoming more deregulated and opened up for
foreign investors. These deregulations involve
removing
shareholding
limits
or
nationality
requirements for partners on certain sectors for
foreign investors as well as changing some restricted
industries to permitted industries.

The initiative includes 6 international 'corridors'.
These include; (1) 'The new Eurasia land Bridge', (2)
'The China-Mongolia-Russia economic corridor', (3)
'China-Central Asia-West Asia economic corridor', (4)
'China-Indochina Peninsular Economic Corridor', (5)
'China-Pakistan Economic Corridor', (6) 'BangladeshChina-India-Myanmar Economic Corridor'.
BRI focuses on five main goals. (I) 'Policy
Coordination'; meaning the initiative intends to
encourage Countries to jointly work and cooperate
with each other to achieve projects. (II) 'Cultural

The 2017 catalogue is structured into two categories;
the ‘Encouraged’ category and the ‘Special
Administrative Measures for the Entry of Foreign
Investment’ (Negative List).
Full
details
can
be
found
http://www.lehmanbrown.com/wpcontent/uploads/2017/09/Foreign-Investment-inChina-6-201709015.pdf

at

Contributed by LehmanBrown & Co
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Hong Kong signs agreement with New
Zealand on automatic exchange of
financial account information in tax
matters




Hong Kong has signed an agreement with New
Zealand for conducting automatic exchange of
financial account information in tax matters (AEOI)
from 2018 onwards, a Government spokesman said
today (July 14, 2017).




"The Government also plans to extend the application
of
the
Multilateral
Convention
on
Mutual
Administrative Assistance in Tax Matters to Hong
Kong. An amendment bill will be introduced into the
Legislative Council by late 2017. This will help further
expand our AEOI network," the spokesman said.

Value of assets contributed as capital by parties
(value of land-use rights; value of tangible assets
such as machinery, equipment, factories,
intangible fixed assets, etc.)
Use of machinery and equipment imported dutyfree to form fixed assets for proper purposes
Provision of loans (bank loans, issuance of
corporate bonds, etc.)
Making and use of provisional funds, fixed-asset
depreciation, accounting of exchange rate
differences
Share of profits from state-contributed capital in
foreign-invested economic organisations or
projects
Preservation of capital contributed by stateinvested economic organisations and projects
Transfer of capital; capital contribution to
enterprises
Implementation of commitments and satisfaction
of conditions for entitlement of financial incentives
and investment support (exclusive of tax
incentives) after projects commence operation

The new guidance is being considered an enhanced
audit plan, compared to the annual plan for tax audits
and inspections in businesses. FIEs need to consider
the implication of the new regulations and prepare for
upcoming audits.

Contributed by Kenneth Chau & Co

Sourced from KPMG website

Guidance on financial audits of foreigninvested enterprises
Guidance issued as regulations by the Ministry of
Finance is to be followed to coordinate the audit of
corporate finance mechanisms and policies at foreigninvested enterprises (FIEs).
The Department of Corporate Finance (Ministry of
Finance) is responsible for and will coordinate with
other relevant authorities (including the customs and
tax authorities) in conducting audits of the financial
status of FIEs. These financial audits are to address:
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