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“These days, the whole production process, from input to
output, is all recorded and reported by SYSPRO. Not only does
that eliminate a ton of paperwork, it provides us with the ability
to get information more efficiently, so we can analyze the data

on a timely basis.”

Marvin Bavcevic, CA
Controller, Atlantic Tube and Steel

Atlantic Tube & Steel

dent of Atlantic Tube & Steel (AT&S),

a manufacturer of automotive and
structural steel tubing headquartered in
Mississauga, Ontario. “We’re a family-run
business with approximately 35 employees,”
says Cancelli. “We operate out of a 150,000-
square foot manufacturing and warehouse
facility, which, since the implementation of
SYSPRO, has become highly automated.”

F rank Cancelli is the founder and presi-

AT&S runs two mills: one makes mechanical
tubing, predominantly for the automotive
aftermarket; the other manufactures larger-
sized structural tubing, used in a host of
applications such as conveyor belt rolls,
jackposts and trailer hitch tubing. AT&S also
operates as a recutting service, to provide
some of its customers with an additional
value-added component. An ISO 9001 cer-
tified manufacturer, Atlantic Tube & Steel
guarantees that its products meet rigorous
standards, and every bundle of product is
subjected to a series of quality tests to verify
integrity and quality.

“Over the last 30 years,” says Cancelli, “the
business has grown increasingly complex on
all fronts. To compete effectively we needed
to implement an enterprise resource plan-
ning (ERP) solution. After researching the
alternatives, we chose SYSPRO ERP, because
we believed it would create business efficien-
cies, help us maintain our inventory and vol-
ume advantage, and ensure that we conform
to our industry’s strict quality requirements.
Looking back, it’s clear that our decision to
go with SYSPRO was sound.”

AT&S’s controller, Marvin Bavcevic, was in
charge of the implementation. “Before the
transition,” says Bavcevic, “we were using a
DOS-based program with very limited abil-
ity to analyze results. It was a dinosaur,
and our management decisions were being
made in the absence of sufficient data. We
made the decision to go with SYSPRO in
August, 2007. In December of the same year
we ran SYSPRO in parallel with our old pro-
gram. On the first of January, 2008, we went
live with SYSPRO.”

Although Bavcevicis enthusiasticin his praise
of SYSPRO ERP, he admits to certain chal-
lenges during the implementation. “There
were some growing pains in terms of the
customizations we asked for,” says Bavcevic.
“SYSPRO, however, was very accommodat-
ing, addressing our concerns and needs on
a very timely basis. Even though some of our
original intentions may not have been well-
communicated, SYSPRO was more than will-

ing to work with us until we arrived at the
point where we needed to be.”

One of the ERP capabilities that AT&S needed
most was product traceability. “Quality, and
the perception of quality, are of paramount
importance in our industry,” says Larry
Brandon, AT&S’s sales manager. “That’s why
SYSPRO’s Lot Traceability component is a
key benefit.” Steel, explains Brandon, can be
manufactured in many forms using myriad
components. “Too much or too little of cer-
tain components (carbon, for example) will
affect the product’s malleability. And since
many of our customers need to bend and
shape the steel they buy, it must conform
precisely to exacting specifications.”

If an order of steel does not conform to
specification, and if AT&S receives a cus-
tomer complaint, the company can now
use SYSPRO to quickly identify the relevant
production run. “With that information, we
can take all the rest of that steel out of stock,”
says Brandon. “That way we avoid send-
ing the wrong product to other customers,
which helps us eliminate, or at least mini-
mize, any negative quality perceptions that
might arise in the market.” Lot traceability
also allows AT&S to drill down to the source
components of any production run. “That
saves us a lot of time. It also lets us go back
to our suppliers in a timely fashion if their
product doesn’t meet our specifications.”

Implementing SYSPRO has enabled AT&S to
fully automate its production floors. “That
allows us to look at the shop floor in terms
of reducing man-hours,” says Bavcevic. “In
addition, with SYSPRO we no longer need
our manual production reporting process.
In the past, while a mill operator was sup-
posed to be watching the seam, or adjusting
the heat source, he would sometimes have
his back to the mill while he prepared his
reports. These days, the whole production
process, from input to output, is all recorded
and reported by SYSPRO. Not only does that
eliminate a ton of paperwork, it provides
us with the ability to get information more
efficiently, so we can analyze the data on a
timely basis.”

For Atlantic Tube & Steel, the transition to
SYSPRO has been rewarding. “We've joined
the 21st century,” says Bavcevic. “In terms of
IT, we were barely limping along. Now, with
SYSPRO, we're up and sprinting.”

For more information on Atlantic Tube and
Steel please visit: www.atlantictube.com.

Delivering
high-end
solutions
mid-size
companies
can afford.

SYSPRO

Simplifying
your Success

Contact SYSPRO today for

your free copy of

“When, How and Why

of ERP support for LEAN”

Toll-Free in Canada
1-888-259-6666 x228
info@ca.syspro.com

WWW.Syspro.com



CA

magazine

May 2009

Editor-in-chief

Editor, English edition
Art director
Associate art director
Senior editors

Associate editor

Assistant French editor
Editor, Web edition
Magazine Web producer
Editorial assistant
Director of translation
Contributors

Michael Burns, MBA, CA
Marcel Coté

Volume 142, No. 4

Christian Bellavance
Okey Chigbo
Bernadette Gillen

Kevin Pudsey
Bernadette Kuncevicius
Tamar Satov

Cathy Hutchinson
Yvette Trancoso (on leave)
Marie-Josée Boucher
Margaret Craig-Bourdin
Alan Vintar

Harriet Bruser

Suzanne Mondoux
Steve Brearton

Jim Carroll, FCA

John Tabone, MBA

Technical editors and advisers:

Assurance

Business valuation
Education

Finance

Fraud

Insolvency

Legal issues

People management
Personal financial planning
Practice management
Studies & standards
Taxation

Taxation - small business
Technology

Yves Nadeau, CA

Stephen Cole, CBY, FCA

Christine Wiedman, PhD, FCA
Peter Hatges, CA,CBV, CF

Roddy Allan, CA-IFA

Peter Farkas, CBV, CIP, FCA
Jo-Anne Demers, BA, LLB

Carolyn Cohen, MSW, CA

lan Davidson, MBA, CFP, CA
Stephen Rosenhek, MBA, CA, CIRP
Ron Salole, Vice-President, Standards
Trent Henry, CA

Brigitte Alepin, M. Fisc., MPA, CA
Yves Godbout, CA-IT, CA-CISA

Publisher Cairine M. Wilson, MBA, Vice-President Member Services

Sales and marketing manager
Advertising sales manager

Quebec advertising
representative
Advertising
representative
Advertising coordinator
Circulation manager

Brian Loney (416) 204-3235
brian.loney@cica.ca

Bruce Feaver (416) 204-3254
bruce.feaver@cica.ca

Serge Gamache (450) 651-4257
sergegamache@videotron.ca
Darcey Romeo (416) 204-3257
darcey.romeo@cica.ca

Michael Marks (416) 204-3255
Annette DaRocha (416) 204-3367

CAmagazine Editorial Advisory Board

Doug McPhie, FCA, Chair
Margaret Albanese, CA
Nancy Cheng, FCA

Blair Davidson, FCA
Phillip Gaunce, CA
Michel Magnan, FCA

CAmagazine is published 10 times a year (with combined issues in January/
February and June/July) by the Canadian Institute of Chartered Accountants.
Opinions expressed are not necessarily endorsed by the CICA. Copyright 2009.

Toronto: 277 Wellington St. West, Ontario M5V 3H2
Tel. (416) 977-3222, TDX 103, Fax (416) 204-3409.
Montreal: 680 Sherbrooke St. West, 17th floor, Quebec
H3A 2S3. Tel. (514) 285-5002, Fax (514) 285-5695.

Subscription inquiries: Tel (416) 977-0748 or 1-800-268-3793
Fax (416) 204-3416
http://www.camagazine.com
camagazine@cica.ca
letters.editor@cica.ca
advertising.camagazine@cica.ca

On the Internet:
E-mail:

Annual subscription rates: $28 for members; $25 for CA students; $28 for non-members.
Single copy, $4.75. Outside Canada: $72 for a one-year subscription; $6.50 for a single copy.
GST of 5% applies to all domestic subscriptions. For subscription inquiries, call (416) 977-0748
or 1-800-268-3793 from 9 a.m. to 5 p.m., Monday through Friday; fax: (416) 204-3416. GST
registration number R106861578. Publications Mail Agreement No. 40062437. PRINTED
IN CANADA: Domestic copies mailed in Canada under Publications Assistance Program
No. 09829. Return undeliverable Canadian addresses to: CAmagazine, Canadian Institute of
Chartered Accountants, 277 Wellington Street West, Toronto, Ontario. M5V 3H2.

US and foreign copies mailed by second-class postage paid at Lewiston, NY. US Office of
Publications: Lewiston, NY 14092. US POSTMASTER: Send address changes to CICA, P.O.
Box 1053, Niagara Falls, NY 14304-1053. US PS 000405 ISSN 0317-6878. Subscribers
can choose to stop receiving the publication anytime by written notice to CAmagazine. We ac-
knowledge the financial support of the government of Canada through the Publishing Assistance
Program toward our mailing costs. CAmagazine is a member of the Canadian Business Press.
Submissions: CAmagazine receives from time to time unsolicited manuscripts, including letters
to the Editor. All manuscripts, material and other submissions to CAmagazine become the prop-
erty of CAmagazine and the Canadian Institute of Chartered Accountants, the publisher. In mak-
ing submissions, contributors agree to grant and assign to the publisher all copyrights, including,
but not limited to, reprints and electronic rights, and all of the contributor’s rights, title and
interest in and to the work. The publisher reserves the right to utilize the work or portions
thereof in connection with the magazine and/or in any other manner it deems appropriate.
No part of this publication can be reproduced, stored in retrieval systems or transmitted,
in any form or by any means, without the prior written consent of CAmagazine.

@ccAB  ebp Canadi

L
-

‘ A Chartered Accountants
of Canada

PAUL ORENSTEIN

FROM THE EDITOR

GAAP for private enterprises is here

The AcSB just released an exposure draft outlining
the long-awaited standards

S ince the Accounting Standards Board (AcSB) decided to move publicly account-
able entities from Canadian GAAP to IFRS, the question haunting private com-
panies and the accounting firms servicing them was: what about us?

The past two years were particularly difficult for practitioners who could not
answer clients’ questions about what they were supposed to do and prepare for,
even though the AcSB determined early in the process that it would most likely
not take the IFRS route for SMEs.
CAmagazine heard readers’ anxi-
ety in meetings, as did members of
the AcSB and the CICA Accounting
Standards department when they
consulted stakeholders on what
should succeed current GAAP.

The proposed standards are now
on the CICA website (www.cica.ca/
index.cfm/ci_id/7970/la_id/1.htm)
for interested parties to study and
comment on. I highly recommend
Jeff Buckstein’s article, “Private
matters” (p. 20), for an overview of
the proposed standards. It explains
that the solution is a simplified ver-
sion of GAAP as you know it, and it
recognizes the financial statements
of a private entity are not meant
to accomplish the same things as
those for public companies.

Practitioners are coming out of the exhausting tax season and firms’ part-
ners may be wondering if there is a way to make things better or easier. Our sec-
ond feature might be worth considering: offshoring the less value-added work.
Outsourcing work to third-party contractors is not a new concept and now includes
offshoring, meaning the work is sent outside the country. Having written about
itin November 2004 (“Bombay bound”), we thought it would be interesting to
revisit the issue. Paul Brent’s “The third-party solution” (p. 26) addresses the obvi-
ous questions about cost savings, security and client satisfaction. But he discov-
ered that one of the most important things a firm that is considering offshoring
needs to do is address the impact on its staff.

Our Regulars section this month features articles on taxation (“The final
report,” p. 34), business valuation (“Determining damages,” p. 37) and informa-
tion technology (“Do you really need it?” p. 40).

While connectivity and the Internet play a critical role in offshoring, they
will have a major say in the economic recovery. Netwatch columnist Jim Carroll
(“Internet will help drive recovery,” p. 12) explains how he sees this happening.

As for Marcel C6té, he preaches humility after disclosing that his portfolio,
which he manages himself, lost 45% of its value in 2008. He also says he haslearned
alesson that he shares with you in “A dose of humility” (p. 52).

Christian Bellavance, Editor-in-chief
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FRONT

News, people, briefs, trends + tips

Called to order

Neat idea: Tova Posner makes attractive magnetic boards
and accessories for the style-conscious clutter-buster

hen Tova Posner decided to sort out the piles of paper plaguing her
Toronto-area home two years ago, she wasn’t thinking of starting
her own business. But after a fruitless search for a chic and sophisticated
bulletin board that suited her decor, the CA and avid crafter saw an

Hiring decisions
are too hasty

Half of all job interviewers in Canada
spend less than 30 minutes reviewing
candidates’ interview results before making
a decision — about the same time it
takes the average Canadian to commute
to work — a recent study finds.

That amount of time is “woefully
inadequate,” according to consultancy
DDI's 2009 Survey of Global Interviewing
Practices and Perceptions, which
surveyed 1,910 interviewers and 3,523
job seekers worldwide.

“Just think, in the time it takes you
to watch your favourite TV show or have
an extra-cheese-and-pepperoni pizza
delivered to your home, employers are
making million-dollar hiring decisions,”
write the study’s authors.

Hiring decisions are even hastier
in France, where 70% of interviewers
surveyed spend 30 minutes or less
reviewing candidates, and 30% devote
less than 10 minutes to the task.

opportunity to create a unique product — stylish wood-framed faux leather and suede magnetic boards that consider
form as well as function. “I think it sort of took me by surprise,” says Posner, 31, of the launch of her home-based
company, Magnique Inc. “I created one of the boards for myself and then ideas started to formulate in my mind.” By
August 2007, she was ready to focus her energies on the business and see what she could do with it.

What she did was create some serious buzz, judging by the media coverage Posner and her Magnique boards and
Italian-glass magnets have received from magazines including Style at Home, Chatelaine and Canadian Kitchen and Bath
and television programs such as The Mom Show and CBC’s Steven and Chris. Sales of the $150 to $250 boards are building
quickly, with online orders coming from across the country and the US, including a corporate order from a fitness
club chain. Posner also promotes her self-described functional art at trade and craft shows, and is targeting interior

designers and office-design firms as another potential market.

m “It’s definitely still a learning process,” says Posner, who cred-
2001 joins PricewaterhouseCoopers, Toronto its her CA background for the success she’s achieved to date. “Lots
2004 obtains CA designation (Ont.) of people are creative, but they don’t necessarily have the business
2006 works as consultant, J and K Economics, skills.” The flexibility she has to take on temporary or part-time

Toronto accounting work, as she did with Lannick Associates in Toronto
2007 starts Magnique Inc. (www.magnique.com) during last year’s tax season, has also helped to offset some of the

startup costs, she says.

4 CAmagazine | May 2009
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WORKFORCE WOES

he current economic downturn will have a sig-

nificant impact on Canada’s labour force, accord-
ing to the first-quarter 2009 CICA/RBC Business
Monitor survey.

More than half of the CAs in senior executive
roles who responded to the survey expect their
company’s workforce to decrease over the next 12
months, and a sizable 18% expect the decrease to
exceed 10% of their current workforce.

When asked how companies are going to reduce
their labour costs, layoffs remain the most common
choice with 69% expecting layoffs over the next 12
months. This is closely followed by hiring freezes
(65%) and reduced non-base compensation (63%).

Although a few companies have made the news recently for
promoting voluntary reduced work hours as a way to minimize

Findings

The kindest cut?

Methods used to reduce labour costs

% companies

Involuntary reduction of staff through layoffs 69
Hiring freeze 65
Reduced bonuses/non-base compensation 63
Reduced base compensation 30
Voluntary reduction of staff through reduced work-hour

options, job sharing, unpaid leaves, etc. 25
Involuntary reduction of staff through imposed reduced work hours 25
Voluntary reduction of staff through

early retirement and buyout packages 19

Other
Don’t know

Source: Q1 2009 CICA/RBC Business Monitor

layoffs, the survey suggests this option is not yet being widely

adopted. Given that many respondents expect the economy to

ASK AN EXPERT

recover by the second quarter of 2010, companies may want to
consider these more positive alternatives to reduce labour costs.

John Tabone is CICA’'s manager of member value and research services

HOW CAN | CONTROL MY ONLINE REPUTATION WHILE I'M LOOKING FOR WORK?

You should always be prudent when posting
information online — not just when you're looking
for work. What you say and do online can

have both positive and negative consequences.

Here are some tips for managing
your digital imprint:

Take stock. Do a search to find out what
information about you already exists online. If
there’s something you wouldn’t want hiring
managers to see, ask the person who posted the
item or the website administrator to remove

it. Untag any inappropriate photos of yourself.

Network wisely. When using professional
networking sites such as LinkedIn, behave
graciously and follow posted protocols. Thank
anyone who assists you, and be sure to return
the favour when possible.

Stack the deck. Business information websites
such as Zoomlnfo allow users to post information

about themselves, so consider including details
about your qualifications on these types of forums.

Exercise control and discretion. If you use social
networking sites or have a blog, adjust your privacy
settings. Be selective about which venues you
participate in and who you allow into your networks.
Use BlogPulse or Technorati to track online
conversations about you or your sites.

Share your insights. Posting useful advice and
commentary on industry forums and authoring
online articles in your area of expertise can
add to your credibility.

Monitor the conversation. Set alerts using Google
or other tracking services under your name

so you receive an e-mail notification every time
something new is said about you online.

Dave Willmer is executive director of Robert Half
Technology (www.roberthalftechnology.com)
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NUMBTERS

dI11C

1 Rank of Canadians among US and
European consumers in their intention to
cut spending during 2009. According to
a Boston Consulting Group study, 62%
of Canadians surveyed said they would
lower expenditures, compared with 58%
of Americans and 56% of Europeans.

10 & 13.4 Year-over-year percent-
age growth in non-mortgage consumer
credit and Canadian mortgages, according

Wealth management 1, 1978, outstanding consumer
credit in Canada was $35.76 billion. Thirty years later the figure
sat at $1.2 trillion. Here’s our credit report for Canadians

80 Billions of dollars in outstanding Ca-
nadian consumer credit-card debt as of
February 2008. Balances have risen 40%
since 2004 and increased delinquencies could
hit issuers with an additional $8oo million
in writeoffs on an annualized basis.

1967 Year changes to Canada’s Bank Act
allowed chartered banks to lend at rates
higher than 6% and expanded their options
for securing consumer loans. Between 1968

to a CIBC World Markets report issued in the summer of 2008.
Household debt is rising faster than wealth, partly due to plung-
ing stock values.

and 1978 the percentage of consumer loans held by banks rose
t0 62.8% from 36.7%.

11 ,362 Canadian households that had not paid their mort-
gage for at least three consecutive months as of September 2008.
The figure represents 0.29% of Canada’s 3.9 million mortgages.

Steve Brearton

20 Percentage of Canadian household debt on each dollar
of assets in 2007, according to a CIBC World Markets study.
US households carried an average of 30% more debt.

Going Concern

Toronto-based Venngo
negotiates exclusive deals and discounts on
everything from consumer electronics to auto
insurance for organizations looking to provide

extra perks to their staff or members. As Canada’s leading
provider of outsourced loyalty programs, Venngo creates
custom packages for some of the country’s largest companies
and associations, including Microsoft Canada, Ernst & Young
and the Canadian Pension & Benefits Institute, allowing
members and employees to save hundreds or thousands of
dollars on products and services annually. The 12-person firm
also offers those same clients the opportunity to promote
and sell their wares to more than one million Canadians who
participate in their WorkPerks and MemberPerks programs.

As firms freeze wages or reduce bonuses and
other benefits, building strong employee incentive programs

6 CAmagazine | May 2009

is more important than ever. It’s also a model that’s proving
to be recession-proof; today, the private company offers
hundreds of discount programs and expects to have more than
1,000 discount packages in place by the end of next year.

The company has developed an innovative
web-based platform that serves both the business-to-business
and business-to-consumer markets through a single network.
Employees or members of Venngo’s clients can access savings
on items such as travel, cellphone plans or meals, while the
client businesses themselves can market special offers to a
captive audience of consumers looking to save money. Venngo

generates revenue through both licensing and advertising fees.

“Executives and business owners are
looking for cost-effective ways to provide more value to their
employees and members, especially during these challenging
economic times. Recently one of our largest clients let us know
that WorkPerks has proved to be one of the best overall people
initiatives they have deployed in years.” Steve Brearton

SETH



“I don’t need resumes.
I need solutions.”

Finding the right people is harder than
ever these days. Not to mention more
important than ever.

CA. CMA. CGA. The choices available
to our clients are constantly shifting and
expanding. And quite frankly, if all you're
getting from the recruiters you use is a pile
of resumes and some tepid recommendations,
then you need a new recruiter.

At Lannick, we know how to sort
through all the choices out there. We know
because we are CAs, CMAs, and CGAs.

TORONTO » MISSISSAUGA * NORTH YORK *« OTTAWA

The people who work here have done the
jobs. We’ve been the supervisors. We've
been the ones being hired and the ones
doing the hiring.

We also have dedicated recruiters and
researchers, whose job it is to know the
accounting/finance talent pool. Intimately.
That way, the associate who’s helping you
get the right people in place isn’t limited
by his or her own knowledge and contacts.

Does it make a difference? You bet it
does. What we do works. Believe it or not,
our placement success rate is roughly double
the industry average.

You can’t argue with results. If you’d
like to see some, and if you'd like to see
some solutions instead of just resumes,
please don’t hesitate to give us a call at
(416) 340-1500.

Lannick Group of Companies specializes in
placing accounting and finance professionals, and
includes Lannick Associates executive search for

the mid to senior-level; Lannick Contract for mid

to senior-level project and interim positions; and

LANNICK

GROUP of COMPANIES

Pro Count Financial Staffing
for permanent and temporary

roles at the junior to

intermediate level.

www.lannick.com
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Bits& Bites Insight, news + reports at a glance

Calculating work-life conflict
Accountants may think they have one of the most challenging jobs out there
when it comes to managing work-life stress — particularly coming off of April’s
tax deadline. But that may not be the case, according to recent research
that examined the behaviours required to perform 126 different occupations.
The study, published in the Journal of Applied Psychology, found more work-
life conflict is associated with roles that require a high level of interdependence
or interaction with others in the workplace, as well as those with increased
responsibility for the work quality, output, health and safety of coworkers.
“For example, if a therapist is drained from helping people with their
problems and can’t be there for his family at the end of the day, his home
life suffers,” says the study’s co-author Erich Dierdorff, assistant professor
of management at DePaul University in Chicago.
And while Dierdorff acknowledges increased work hours at tax time can
certainly increase one’s work-life stress, the study found accountants and
auditors actually experience an average level of conflict. “Compare yourself

to a police detective of homicides or a firefighter,” he says. “It’s all relative.

The drained and the stressless

Jobs among the most likely to have high Jobs among the least likely to have work-life
work-life conflict (much higher than average)  conflict (much lower than average)

Police detectives Maids and housekeeping cleaners
Municipal firefighters Bank tellers
Legislators Insurance adjusters, examiners and investigators
Lawyers Taxi drivers and chauffeurs
Public relations managers Cashiers
Education administrators Secretaries

Registered nurses Cooks

SENIOR SPENDING

Cold hard cash

A small minority of Canadian investors
are taking drastic measures to protect
their money from volatile markets —
they’re hiding it around the house.

According to a TD Waterhouse
poll, 2% of investors have considered
storing their money in unconventional
places and, of those, 3% actually
went ahead and put it in the freezer,
3% stuffed it under the mattress and
2% stashed it in the cookie jar.

Of course, such actions neglect the
long-term impact of inflation on
purchasing power and are not advised
by TD Waterhouse senior vice-president
Patricia Lovett-Reid. “People shouldn’t
let market volatility dictate their
long-term financial planning and they
should speak with an adviser who
can help keep their retirement plan
on track,” she says.

More than three-quarters (76%) of
Canadian retirees don’t know how
much money they spent during their
first year of retirement, finds an Ipsos
Reid poll conducted for RBC. Of those
who did keep track, 46% spent more
than they expected and 42% didn’t
have any spending expectations. Just
12% spent less than they expected.

8 CAmagazine | May 2009

The vast majority of Americans think
it’s wrong to dupe Uncle Sam. In an
annual survey of taxpayers’ attitudes
conducted by the IRS Oversight

Board, 89% of respondents say it is
“not at all” acceptable to cheat on
their taxes — the highest percent-
age to condemn cheating since the
survey’s inception in 2002.

BANK PROFIT TALLY

Combined annual profits for Canada’s
big six banks dropped $7.5 billion

in fiscal 2008, according to Price-
waterhouseCoopers’ annual banking
survey. Profits were just more

than $12 billion — down from a
record $19.5 billion in 2007 —

on par with the results from 2005.
Sob.
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Value added

BUSINESS TRENDS WORTH WATCHING

Directors enjoy new responsibilities

ore work and less play? Today’s corporate

directors seem to like it that way. A high level
of job satisfaction is one of the trends identified in the
34th Annual Korn/Ferry International Board of
Directors Study, which also found that directors now
serve on fewer boards but work longer hours — 16
hours a month per board in North America, versus 9.5
hours 20 years ago.

The study is based on responses from almost 8oo
directors in Asia Pacific, North America and Europe,
as well as a quantitative analysis of proxy data from 891
Fortune 1000 organizations. It shows board size has
decreased to an average of 10 directors. In 1973, the first
year Korn/Ferry conducted its annual board study, one
in every five boards had between 16 and 25 directors.

Women and minorities are no longer strangers
to the boardroom, but their participation has reached
a plateau. Today, 15% of Fortune rooo companies
still have an all-male board. Only in Scandinavia have
women made real progress in this area. In Norway,
legislation was passed in 2004 that by 2008, 40% of
board members must be women. The target was
almost reached.

While it is increasingly challenging to recruit
high-quality directors, boards are having more success
recruiting directors with specialized skills, such as

financial expertise. And directors themselves are
getting more comfortable with the idea of being
evaluated for their individual job performance and
that of the board as a whole. While they are working
harder, they are being paid more, especially through
the use of annual retainers and restricted stock.

Most directors say they have a formal evaluation
process for the CEO in place. Many are emphasizing
pay for performance. Directors are expected to be more
familiar with the various aspects of executive
compensation so they can analyze and often redesign
executive compensation packages. Among other changes,
there has been a shift toward a portfolio of various
long-term incentive vehicles for executives. When the
CEO also chairs the board, the trend is to designate
alead director from among the independent directors
to preside at executive sessions and to evaluate the CEO.

Sarbanes-Oxley has been a reality in the US for
more than five years, and two-thirds of directors
think it should be repealed.

This is a summary. For an expanded article, visit
camagazine.com/boardstudy.

Based in Boston, Stephen Mader is the vice-chairman and
managing director for Korn/Ferry International’s board services
practice

How does Canada measure up?

ow does Canada’s quality of life compare with that
H of the wealthiest countries in the world? Not as well
as it should, says the latest Report Card on Canada. Even
with all our gifts, including huge resource wealth and
skilled human capital, we still get a B on our economic,
education and social performance, C on environmental
performance and health, and D on innovation.

The report card, an annual benchmarking study
conducted by the Conference Board of Canada, shows
that even in the current turmoil, the fundamentals still
matter. Canada’s economy is performing well enough
to rank among the best in the world. However, its 11th
place ranking out of 17 peer countries on economic per-
formance pushes it toward the back of the class. There
are three reasons. First, the country is a chronic laggard
on several important economic indicators — most nota-
bly, productivity. Second, it has failed to keep pace in the
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growing competition for global investment. Third, even
in some areas where it has improved, other countries
are doing better.

Achieving the goal that the Conference Board sets out
for Canada — providing “a high and sustainable quality
of life for all Canadians” — requires much more than
economic success, says the study. Canada’s self-image as
relatively kind and gentle is based largely on a narrow
Canada-US comparison. But many Canadians would be
surprised to learn that the US has lower burglary and
suicide rates and greater gender equity than Canada. Nine
countries rank above Canada overall, and Canada’s C
grades on child poverty, income inequality and assault are
troubling for a wealthy country, the study says.

This is a summary. For an expanded article in which
the Conference Board of Canada outlines more findings
from the report card, visit camagazine.com/canada.
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Netwatch

BY JIM CARROLL

YOUR GUIDE TO BUSINESS & ACCOUNTING ON THE INTERNET

Internet will help drive recovery

s we worry and wonder about the state of the
A global economy, we should remind ourselves
that one thing s certain. At some pointin the future,
newspapers will run banner headlines featuring

the words “Economic Recovery.”

The challenge with this particular downturn is that
every single event — downsizing, layoff, missed earn-
ings target or corporate bankruptcy — is now repeatedly
examined in depth on 24-hour news channels. As a result,
it’s easy to lose sight of the following key trends, which
will help lead us into economic recovery.

Infrastructure There is no doubt there will be a sig-
nificant national economic stimulus due to infrastructure
spending, but I believe we’re entering the era of smart
infrastructure, which will involve more than shovels
and buckets. For example, roadworks projects will use
smart-highway technology, such as the linkage of spatial
databases (think Google Maps) to GPS technology embed-
ded in cars. It won’t be long before you can put your car on
autopilot, so to speak, carefully keeping up with traffic
flow as measured by highway-embedded sensors. Science
fiction? I don’t think so. Put it this way: every bit of new
infrastructure will be integrated with the Internet, and
that will provide for some fascinating opportunities.

Healthcare The ramp-up in healthcare spending that
will occur as boomers age will be staggering, and this will
perversely drive job growth at the same time it strains the
budget. In the US, healthcare spending could equal 60%
of gross domestic product in some states within 1o years.
Such stark realities are driving furious rates of business
model, technological, structural and other innovations
in healthcare, much of which will involve sophisticated
Internet technologies. For years, I've been talking about the
potential for bio-connectivity devices: smart home-based
medical monitoring technologies doctors can use, via the
Internet, to monitor noncritical-care patients. Such inno-
vations will drive a variety of growth-oriented markets.

Environment Despite the slowdown, there is no pull-
back in major efforts to deal with challenging issues, which
means ecological spending will continue to drive growth
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markets. McDonald’s is investing in a new company-wide
intelligent energy infrastructure management system to
deal with annual energy costs of USs1 billion. It expects
to reduce overall costs by 20% by having the ability to re-
motely manage and monitor fryers, air conditioning, water
usage and other devices throughout thousands of its res-
taurants. This will involve using the Internet as a backbone
to a sophisticated global energy management system.

Industry reinvention Similarly, connectivity will play
a key role in the reinvention of products and industries.
There is a lot of talk about the concept of Car 2.0, which
involves a fundamental reinvention of current transpor-
tation mind-sets. There is a strong belief that we will see
areinvention of the auto industry, particularly as Silicon
Valley begins to laser-aim its focus at the next genera-
tion of automotive business model. The next-generation
automobile, if it emerges from the land of high-tech, will
have “connectivity” as its middle name.

The change agenda of Generation Y AsIdescribedin
last month’s column (“They’ll spice up your systems,” p. 14),
the members of this technologically aggressive, entrepre-
neurial generation will completely reshape the fundamen-
tals of every industry, driving economic growth.

Allin all, my view is that beyond a three- to six-month
horizon, we will start to realize areas of economic growth,
and the Internet will continue to play a key role.

Jim Carroll, FCA, is a well-known speaker, author
and columnist. Reach him at jcarroll@jimcarroll.com
or log on to his website at www.jimcarroll.com

Nova: Cars That Drive Themselves
www.pbs.org/wgbh/nova/darpa/cars.html

Better Place automobile concept
www.betterplace.com

Medical Device blog http://meddevice.
blogspot.com

Medgadget www.medgadget.com
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A SUMMARY OF CURRENT CICA PROJECTS AND INITIATIVES

CICA initiatives focus on providing

significant member value

ICA’s mission is to foster public confidence in
c the CA profession by acting in the public interest
and helping our members excel. In the coming year,
supporting you through the transition to interna-

tional financial reporting standards (IFRS), the evolution
of Canadian GAAP for private enterprises and the transition
to international standards for auditing in Canada (CAS) will
continue to be one of CICA’s key initiatives.

A dedicated website called Canadian Standards in Tran-
sition has been established by CICA as a gateway to the CA
profession’s information and learning resources on the
changing landscape of Canadian standards.

The website has been introduced to help Canada’s CAs
make the transition to IFRS and the new CASs and to con-
nect you to what you need to stay informed on changes to
financial reporting for private enterprises, not-for-profit
organizations and public sector entities. Available through
the home page of CICA or any of the provincial institutes/
ordre, this site is updated regularly to provide the latest infor-
mation. It offers a range of insightful publications, training

and self-study materials, as well as course and conference
registration information.

In the year ahead, CICA will continue to play a critical
role in enhancing and protecting the reputation of the CA
profession. Maintaining our “best in class” reputation with
key stakeholders such as Canadian business leaders, govern-
ments, regulators and internationally influential groups
contributes substantially to the value and pride that come
with having the right to use the CA designation. Together
with the provincial institutes/ordre, CICA will continue to
communicate frequently with all stakeholders about the CA
brand and our profession’s role in promoting public inter-
est. In addition to continuing our very successful Decisions
Matter advertising campaign, we will continue to reinforce
the value of CAs and the CA brand through proactive media,
government and stakeholder communications.

Publications and tools that support you in your work with
clients and employers are another very important benefit
offered to you by CICA. In addition to the publication of
CAmagazine, we develop valuable practitioner support such
as Trust Services, PrimePlus and CICA’s Privacy resources
to help expand the professional services you can offer your

Notice to Members

2009-2010 CICA Member Fee

The CICA Board of Directors has set the 2009-2010
CICA member fee at $460 — an increase of $15
over last year’s level. The last fee adjustment was
made in 2007.

This funding will contribute to a number of important
member benefits including:
e assisting members and the wider business
community with the transition to international financial
reporting standards (IFRS) and international standards
for auditing (ISAs);
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e finalizing GAAP for private enterprises and initiating
discussions on a reporting framework for not-for-profit
organizations;

e increasing the amount of guidance material issued
on IFRS, ISAs, Private Enterprise GAAP, the financial
crisis, risk and sustainability;

e enhancing our focus on members’ needs in tax;

e enhancing our international relationships;

e continuing to work with the provincial CA institutes/
ordre to implement the CA Profession Strategic Initiatives.



CICA sources of funding for 2009-'10 plan

) Investment income
Funding from 3%

net assets
1% l

Advertising
3%

Product and
services sales
21%

Members’ fees

Conferences 52%

and courses
delivery
20%

clients. Resources such as CA Source, Director Source and the
Succession Planning Toolkit for members in public practice are
designed to help CAs manage their careers. Throughout the eco-
nomic crisis we will be offering support by focusing on issues
impacting employers, clients and careers. Upcoming initiatives
include a new Member Savings Program; more webinars in our
popular CA Source and CA Practice Advantage web-
cast series; new publications on business manage-
ment for SMEs and SMPs; and enhanced economic
crisis coverage in our Report on Industry and CA
Practice Advantage newsletters.

CICA also adds value in another important mem-
ber benefit — education. In the coming year, CICA
will focus on a number of important new education
initiatives including implementation of practical ex-
perience requirements for the CA profession, ex-
panding both the number of CA training offices and
the opportunity to hire CA students; the delivery

Products and services
including CAmagazine

ing climate change issues. In addition, alerts discuss important
current issues for a variety of stakeholder groups. Recently pub-
lished alerts include MD&A Disclosures in Volatile and Uncertain
Times: Volume 2 — Analyzing Change and Liquidity and The
Global Financial Meltdown — Questions for Directors to Ask.

In the coming year, CICA will be expanding its international
participation on behalf of the CA profession. Increased service
on boards and committees of world organizations such as the
Global Accounting Alliance and the International Federation of
Accountants and participation in the financial support of their
operation will help ensure that Canada’s CA profession maintains
a strong influence among global accounting bodies.

Closer to home, CICA will be continuing to make an impor-
tant contribution, both financially and intellectually, to the
work of the Council of Senior Executives in delivering its stra-
tegic plan. The most significant deliverables in the coming year
will be focused on the CA brand vision and branding strategy
for 2010 and beyond; continuing work on harmonizing practice
inspection processes; and collaborating with NASBA on a mutual
recognition education program.

CICA is working hard to achieve its mission and to provide
the resources you need to excel in your profession. We would like
to hear your views on how we could enhance the member value
we deliver. Your feedback will help guide us in future planning.
Please contact us at executive.office@cica.ca.

Net expenditures funded by CICA fee of $460 per member?

(Total 2009-"10 planned expenditures of $56.6 million

minus other sources of funding of $26.9 million = $29.7 million)

Education
$27

y

Infrastructure and other
,; $38

of comprehensive IFRS training to help you manage
the transition to IFRS; and a wide choice of courses
and conferences to contribute to your continuing
professional development and your clients’ or orga-
nization’s success.

CICA also provides thought leadership, research
and guidance that benefits the public interest and
fosters public confidence in the CA profession. These
activities focus on enhanced audit quality, effective
governance and risk management, and transparent
business reporting. A soon-to-be-published report will
discuss and evaluate the various approaches to provid-
ing assurance at the data level. The 20 Questions for
Directors series will be expanded with publications
about the board’s response to allegations of wrongdo-
ing and about questions the board should ask about
the HR/Compensation Committee. Meanwhile, the
growing library of guidance on MD&A reporting has
recently been supplemented with material on report-

$39 Standard
setting
$135
Council of

Senior Executives
Inter-institute projects

$37
'—>

Governance and

Research

international relations $50
$63 |
1 Amounts in $ millions
Total planned expenditures 56.6
Less other sources of funding:
Conferences & courses delivery 11.5
Product & services sales 12.0
Funding from net assets 0.3
Advertising 1.7
Investment income 1.4 26.9
Net expenditures funded by members 29.7
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AcSB issues second omnibus exposure draft

he Accounting Standards Board (AcSB) has issued its second
omnibus Exposure Draft entitled Adopting IFRSs in Canada,
II, confirming the January 1, 2011 adoption date and clarifying the
definition of publicly accountable enterprises. Other highlights
of the exposure draft include:
« availability of the IFRSs in effect at January 1, 2008;
e confirmation that IFRSs will be applied to an entity’s first inter-
im financial statements in the year of adoption;
 new introductory material that will replace the Introduction
to Accounting Standards currently in the Handbook.

Clarification of PAE definition

Based on comments received from the public on the proposed
definition of PAE included in its April 2008 omnibus Exposure
Draft, the AcSB has made amendments to clarify the meaning of
key terms such as “public market” and “fiduciary capacity.” The
amended definition states that a “PAE is an entity, other than a
not-for-profit organization, or a government or other entity in the
public sector, that has issued, or is in the process of issuing, debt
or equity securities that are, or will be, outstanding and traded in
a public market [a domestic or foreign stock exchange or an over-
the-counter market] or holds assets in a fiduciary capacity for a
broad group of outsiders as one of its primary businesses.” The full
text of the definition can be found at www.cica.ca/ifrs

Timing of the changeover to IFRS
Although the AcSB gave consideration to the impact on its IFRS

strategies of recent events, including the current financial mar-
ket uncertainty, it has confirmed the January 1, 2011 adoption
date. The board stated that adequate advance notice has been
provided, and many entities are proceeding well with their prepa-
rations based on the understanding the date would not change.
Furthermore, the Exposure Draft explained, delaying the effective
date would require the AcSB to reconsider the timing of adoption
of some global accounting developments that it previously decided
should be adopted at the Canadian changeover date. Revising
the adoption date could result in the transition to IFRSs occurring
at a time that makes ongoing changes to certain of the stan-
dards less manageable from a Canadian perspective.

While the latest omnibus Exposure Draft invites public com-
ment on the eight specific standards issued since the 2007 IASB
Bound Volume and included in the 2008 Bound Volume, it also
provides essential text of the body of IFRSs in effect at January
1, 2008, making it a valuable resource for financial professionals
and students. To view the omnibus Exposure Draft, go to www.
acsbcanada.org/ifrs_exposuredraft.

A third and final omnibus Exposure Draft of IFRSsis expected
to be issued in the second half of 2009 to invite public comment
on additional changes to IFRSs made by the IASB since the 2008
Bound Volume. Following this process, IFRSs will be included in
the CICA Handbook —Accounting in late 2009.

The AcSB is asking for comment on four questions outlined
in Adopting IFRSs in Canada, II by May 15, 2009. Updates will be
made public on the AcSB website, www.acsbcanada.org.

CAs offering further reporting guidance in volatile times

anada’s CAs are providing further guidance to help com-

panies communicate to investors as the global economic
crisis continues.

Last fall, CICA issued a special alert aimed at helping com-
panies supplement financial statements by providing useful
information through management’s discussion and analysis
(MD&A). Arecently issued Canadian Performance Reporting
alert titled MD&A Disclosures in Volatile and Uncertain
Times — Volume 2 (PDF) sets out additional considerations
when preparing MD&A in a challenging economy.

“Investors want a frank discussion focusing on what
has changed with specific attention to an entity’s ability to
fund its plans for the immediate future,” says Chris Hicks,
principal with the CICA’s knowledge development. “This
may involve entities changing the structure of their MD&A
to better meet the information needs of investors in these
challenging times.”

The major drivers that have changed as a result of the
tough economic climate should be considered when prepar-
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ing MD&A. For many entities, these may be summarized
as the five Cs:
- credit availability and cost
- customer demand
. currencies
- commodity prices
. counterparties

“Investors rightly bring heightened skepticism to man-
agement’s assessment in tough times,” says Hicks. “A thor-
ough discussion of liquidity is essential. This should be able
to be read as a stand-alone part of the MD&A and should
include how the risks of changes in the major drivers relate
to liquidity.”

Both the original alert and Volume 2 can be found on
a special CICA site dedicated to the global financial crisis
(www.cica.ca/financialcrisis). The special site provides one-
stop access to information and guidance to help CAs and
other leaders in Canada’s business and governance com-
munities manage in these challenging times.
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Tools for managing through the global financial crisis

The CICA has developed information and guid-
ance to help members and other leaders in Canada’s
business and governance communities manage through
these challenging times. Many of these resources are
provided on a special CICA site dedicated to the global
financial crisis (www.cica.ca/financialcrisis).

The Global Financial Crisis site is expanding rapidly.
In addition to providing one-stop access to commen-
tary, guidance and announcements from the Accounting
Standards Board (AcSB), the Auditing and Assurance
Standards Board (AASB) and Accounting Standards
Oversight Council (AcSOC), the site provides links to
relevant information and guidance from the CICA.

Visitors to the site can link directly to guidance such
as MD&A Disclosures in Volatile and Uncertain Times,
Volumes 1 and 2 from the Canadian Performance Re-
porting Board. These documents set out key consider-
ations for preparing MD&A in a challenging economy.
Also accessible from the site are Director Alerts such
as The Global Financial Meltdown, published by CICA’s
Risk Management and Governance Board. This alert
raises questions that directors should ask so that they
can more clearly understand what is currently happening
within their corporations and ensure that management is
adequately preparing and positioning for what lies ahead.
Other links on the site point to feature articles from
CAmagazine that specifically focus on the current state
of the economy. Soon, a new scenario-based planning
tool will be added. It will examine possible outcomes
of the current economic downturn and explore what
companies should do to position themselves to prosper
when the economy finally restabilizes.

The CICA also offers a variety of webinars to help
members deal with the financial crisis. The recently
launched CICA/RBC Business Monitor webinar series
provides insight into some of the key areas identified by

CA compensation survey coming soon

very two years, the CICA and the provincial institutes/or-
dre conduct a profession-wide compensation survey. The
survey results are a valuable tool for members to benchmark
their salaries against other members in their region and are
used to promote the profession to students across Canada.
Beginning in late May, members will receive an e-mail invi-
tation to participate in the survey from CICA’s research pro-
vider, iTracks. Participants will receive an advanced copy of the
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chartered accountants in executive positions, as part of
a quarterly survey conducted by CICA/RBC on the top
issues facing businesses and the state of the economy.
For members seeking their next job, the CA Source webi-
nar series offers helpful career advice and covers topics
included in the CareerVision e-newsletter as well as on
the CA Source career site. CA Source will also selectively
offer reduced pricing for firms posting jobs, an initia-
tive intended to help all members through this difficult
period. The financial crisis will also be the focus of both
the CAPA and ROl webinar series, geared respectively
to members in practice and members in industry, and
a new CAmagazine webinar series that will be launched
in the near future.

Small and medium enterprises (SMEs) and small and
medium practices (SMPs) are the focus of several timely
new business management toolkits being developed by
CICA. The Financing Toolkit is a guide to financing alter-
natives aimed at the SME market. The Cash Management
Toolkit provides entrepreneurs with a roadmap to help
them find the optimum balance between products and
services and earnings and expenses. A third product,
The Estate Planning Toolkit, offers valuable advice to
CAs who are nearing retirement so they can better man-
age their personal and business estates. CICA has also
begun distributing Clients4Life, an Institute of Chartered
Accountants of Saskatchewan (ICAS) publication, which
is designed to help firms retain their best clients.

Additional benefits will provide further support to
members during these difficult economic times. The CICA
and provincial institutes/ordre have negotiated special
member offers on a variety of products and services with
a select group of suppliers. The CA Member Savings Pro-
gram, launched in January, is provided as a value-added
benefit for members. To find out more details, visit your
provincial institute’s website.

results in early September. The complete results of the study
will be available to all members by mid-October.

The CA compensation survey is hosted on a secure site and
all information entered is kept strictly confidential. Results
will be reported in aggregate form only.

If you have questions regarding the survey, please contact
Paul Long, manager, marketing and marketing research at
paul.long@cica.ca.

Results of the 2007 CA Compensation Survey can be found at
www.casource.com/employerGlobal/initArticleSearch Action.
do?id=3&catld=11.
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RECENTLY ISSUED PRONOUNCEMENTS

CICA Handbook - Accounting Date issued’

Business Combinations, Section 1582 January 2009

Consolidated Financial Statements, Section 1601 January 2009

Non-controlling Interests, Section 1602 January 2009

EIC Abstracts

Credit Risk and the Fair Value of Financial Assets January 20, 2009
and Financial Liabilities, EIC-173

Mining Exploration Costs, EIC-174 March 27, 2009

CICA Public Sector Accounting Handbook

Transitional provisions amendment to March 2009
Government Reporting Entity, PS 1300

Public Sector Statements of Recommended Practice
Indicators of Financial Condition SORP-4 May 2009

RECENTLY ISSUED DOCUMENTS FOR COMMENT (to April 30, 2009)

Accounting Comment deadline

EDI Adopting IFRS in Canada, Il May 15, 2009
EDI Consolidated Financial Statements April 20, 2009
EDI Embedded Derivatives on Reclassification of May 15, 2009

Financial Instruments
ITC Financial Reporting by Not-for-Profit Organizations* June 30, 2009
ED Generally Accepted Accounting Principles July 15, 2009

for Private Enterprises
EDI Income Tax June 30, 2009

Auditing and Assurance
rED Agreeing the Terms of Audit Engagements April 15, 2009

ED Auditor’s Consent to the Use of the Auditor’s Report June 30, 2009
in Connection with Designated Documents

Public Sector

ITC Financial Reporting by Government Organizations April 17, 2009

ITC Financial Reporting by Not-for-Profit Organizations* June 30, 2009

rED Government Transfers September 15, 2009
SOP Liability for Remediation and Mitigation of Contaminated Sites May 29, 2009

rED Tax Revenues June 30, 2009
Legend

ED — Exposure Draft EDI — ED based on IFRSs rED — Re-exposure Draft

DS — Draft SORP ITC — Invitation to Comment SOP — Statement of Principles

T Refer to each Handbook pronouncement for the effective date and transitional provisions.

* Jointly issued by the Accounting Standards Board and the Public Sector Accounting Board
The information published above reflects best estimates at press time. Please visit our website
for the most recent information.
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COVER STORY STANDARDS

It was a while in the works: the AcSB is putting
out the new standards for private entities.

Most of them are derived from the current Handbook

Private -

MATTERS

The profession has heen waiting for this for a long time and finally,
things are changing. The conventional wisdom in accounting standards used to be
one size fits all; people believed that a single, wide-ranging umbrella could cover
the needs of businesses of all stripes. Not any more. The Accounting Standards
Board (AcSB) adopted differential accounting standards for non-publicly
accountable enterprises (non-PAEs). The AcSB has issued an exposure draft pro-
posing new Canadian generally accepted accounting principles (GAAP) spe-
cifically for private enterprises. The AcSB is canvassing the opinions of not-for-
profit organizations to see if these guidelines would also be suitable for them.

“We worked with an advisory committee that included both preparers and

illustration by DAN PAGE
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The AcSB has gone to the end users to ask, Who gets your financial
statements? Why do they get them? What do they do with them?

The aim: to provide a simpler approach without compromising quality

users of private company financial statements to identify what’s
really needed and important for the users, and what’s difficult
for the preparers,” says Peter Martin, director of accounting
standards at the Canadian Institute of Chartered Accountants.
“This process helped identify which of the current require-
ments were really important. That’s why the board has worked
so hard to come up with a sensible approach to financial report-
ing that accommodates a scale running from the very small to
enormous global organizations.”

This change in direction reflects a recognition that the finan-
cial statements of public and private companies are meant to
accomplish different things. A public company’s primary focus
is on providing investors with sufficient information to make
decisions about whether to buy, sell or hold securities.

“For a private company, you can’t say that’sirrelevant, but it’s
much less frequent, because its securities aren’t publicly traded.
They’re usually closely held — often passed down generation to
generation,” says Toronto-based Paul Cherry, newly appointed
chair of the International Accounting Standards Board’s Stan-
dards Advisory Council and former chair of the AcSB.

“So the AcSB has gone to the end users to ask, Who gets your
financial statements? Why do they get them? What do they do
with them? And we worked from there to determine where we
can provide a simpler approach without compromising quality.”

Upon review, the vast majority of current accounting stan-
dards in the Handbook were considered acceptable for private
business. Because they have existed for a while, and people are
used to them, they will be incorporated into the new standards
for private enterprises.

“The nice thing is that it’s all derived from the current
Handbook. The bulk of the material [more than 80%)] is what
they’ve already seen,” says Ron Salole, CICA vice-president of
standards. “So I don’t think as big a retooling effort is needed
as with IFRS,” he says.

But a small amount of existing Handbook material got a
major overhaul as far as future applicability to non-PAEs was
concerned. “We’ve been able to chop out whole standards; in
a couple of places a few bits and pieces within individual stan-
dards were chopped out as well,” says Martin. “There was no
point carrying forward standards on topics that are irrelevant
to private enterprises.”

That led to some important differences. For example, says
Martin, “we have a standard telling people how to calculate
earnings per share (Section 3500). That standard is not appli-
cable to nonpublic companies; it’s only public companies that
really provide that information, and it’s only relevant to those
sorts of companies. So there’s no need to carry forward that
standard and it was just simply dropped.”

The standard on interim financial statements (Section 1751)
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also received close scrutiny. Because interim reporting is typi-
cally only applicable to public companies, and private compa-
nies generally only report annually using GAAP, this standard
was left out of the new requirements for private enterprises.
Similarly, the standard for segment disclosures (Section 1701) is
mainly a public-company reporting requirement so it won’t be
required for use by private companies under the new GAAP.

Income taxes (Section 3465) also warranted close examina-
tion. Income taxes have been contentious for many years, featur-
ing an ongoing debate between future income tax accounting
versus taxes payable accounting, says Bob Young, Toronto-based
partner in the national assurance and professional practice of
KPMG and member of the AcSB’s advisory committee to assist
with implementing private company standards.

One of the AcSB’s decisions is to allow private enterprises
to use the taxes payable method as an alternative to the future
income taxes method under which they are required to account
for future taxes payable.

Also, because financial professionals in private companies
may be more comfortable than those in public companies in
using professional judgment, there wasn’t the need for a lot of
detailed rules for how to apply standards and basic principles,
says Martin. “So we’ve been able to cut back quite a bit there.”

For instance, one area that was reduced substantially involved
the Emerging Issues Committee abstracts that have accumu-
lated over the past 20 years. “With the exception of a few bits
and pieces of extracts that happen to be more principled than
detailed guidance, which we will carry forward, the vast bulk
of abstracts are considered too detailed and unnecessary, so we
were able to prune those away,” Martin says.

Ditto for financial statement note disclosure. The first step
in determining what was relevant to private company financial
statement users was to take a hard look — for the first time —at
all the costly universal disclosure requirements.

“We’ve accumulated quite a large set of disclosure require-
ments over the years,” says Martin, “but a number of the spe-
cific requirements are not pertinent or needed in the private-
enterprise sector. So we’ve gone through all the requirements
and essentially tried to take a clean sheet of paper approach
[to] figure out what disclosures are useful and necessary.”

In general, the overall reduction applicable to many private
firms should be in the 40% to 50% range, he adds. For example,
aline item on the balance sheet that reads “property, plant and
equipment, net of accumulated depreciation” currently requires
a breakdown of that number under full GAAP. But under the
new standards, a private company wouldn’t be required to give
that level of detail — because most readers wouldn’t typically
be looking for that kind of analysis (or if they did need it, they
might already have it from another source).



Alot of what publicly accountable enterprises need to present
in terms of financial disclosure focuses on what market analysts
want. And market analysts demand as much information as pos-
sible, says Armand Capisciolto, national accounting standards
partner with BDO Dunwoody in Sault Ste. Marie, Ont.

In contrast, the users of a typical private company’s state-
ments are not analysts. “They’re local bankers and leasing com-
panies,” Capisciolto says. “They don’t want to read financial
statements that are 100 pages long. Some of the information
currently being provided in financial statements of publicly
accountable enterprises isn’t that relevant to the users of pri-
vate companies, so I think they will very
much appreciate this change,” he says.
Reducing those types of disclosures is an
important simplification that can also
reduce the extra costs it would other-
wise take to prepare and possibly audit
them, he adds.

It was not a problem deciding wheth-
er and/or how to apply the vast major-
ity of Canadian standards to non-PAEs.
However, there were approximately 10
issues involving differences between
PAEs and private enterprises that caused
some difficulty, and most of those were
resolved by a decision to keep existing
differential reporting options intact by
“hard-wiring those into the standards,”
says Salole.

Consequently alot of the things that
private companies are doing right now
by virtue of differential reporting they
will continue, using the proposed new
GAAP for private enterprises.

But that still left the AcSB grappling
with two really tough issues involving
howtoaccount for financialinstruments,
as well as consolidations, notes Salole.

Financial instruments are covered
under Handbook Section 3855. Consol-
idations are reflected in subsidiaries
(Section 1590); investments (Section 3057;
3050 in the XFI version); and interests
in joint ventures (Section 3055). The
AcSB agreed that financial instruments
of private enterprises could be account-
ed for at historical cost, with two excep-
tions: equity investments that have a
readily available fair market value (FMV)
through a publicly quoted market price;
as well as the holdings of any free-stand-
ing derivates that are not used for spec-
ified hedging purposes, both of which
would have to be expressed at FMV.

“We have made quite a side turn, if
you will, relative to the financial instru-
ments standards developed to date that

or call

yowll find in today’s Handbook,” says Martin. “People have been
pressing us to get away from some of the complexities of those
standards and to get away from fair value measurements.”

Removing many financial instruments from the fair value
model and stating them at historical cost will make things
easier, says Young, who notes that historic cost information is
more readily available and thus easier for a public accountant
to either review or audit than fair value information.

Under the new GAAP, private companies will also be able
to handle consolidations differently than PAEs, which must
consolidate subsidiaries they invest in.
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How did we get from there to here?

The movement to obtain unique standards that would apply to
non-publicly accountable enterprises (non-PAEs) began during
the mid-1990s, when the Accounting Standards Board (AcSB)
established a study group to examine the merits of continu-
ing along the traditional path of a one-size-fits-all standards
approach, or permitting exceptions to that rule for smaller,
private enterprises.

The conventional wisdom then was that the same standards
should apply to all types of profit-oriented enterprises, regard-
less of their size or public/private status, says Ron Salole, vice-
president of standards at the Canadian Institute of Chartered
Accountants in Toronto. But thinking began to change about
10 to 15 years ago in the face of what hecame known as the
big GAAP/small GAAP dichotomy.

A research report commissioned by the AcSB entitled Fi-
nancial Reporting by Small Business Enterprises, published in
1999, reinforced that new thinking by concluding that standards
were hecoming too complex for smaller, privately held compa-
nies and that a one-size-fits-all approach might not be the best
way to go after all. It recommended that Canadian GAAP allow
for differential reporting options.

In 2000, the AcSB created a Differential Reporting Advisory
Committee to provide input into the standard-setting process
from the perspective of a private enterprise and to consider
further the notion of differential reporting and how to make
that work.

As a result of these processes, “the AcSB became con-
vinced — and this was a significant mind change — that we
would have differential reporting if certain conditions were
met,” says Salole. Those conditions, covered in Section 1300
of the Handbook, which were adopted as part of Canadian
GAAP effective January 1, 2002, included the need for qualifying
enterprises to be privately held, without broad-bhased owners
or shareholders. Also, enterprise owners had to unanimously
consent to the use of differential reporting.

Differential reporting options, when originally introduced,
affected the following six Handbook sections (there have
been adjustments since):

Section 1590: Subsidiaries — use of the equity method or the
cost method;

Section 3050: Long-term investments — use of the cost
method;

Section 3055: Interests in joint ventures — use of the equity
method or the cost method;
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Section 3240: Share capital — limitation of the disclosure to
issued classes of shares;

Section 3465: Income taxes — use of the taxes payable method
with new disclosures; and

Section 3860: Financial instruments — disclosure and pre-
sentation.

In 2006, the AcSB undertook further research to talk to
external users and find out what they needed from financial
statements, says Salole. The result was the issuance of an in-
vitation to comment supported by a detailed discussion paper
that proposed three options for private firms going forward.

The first option involved modifying GAAP for non-PAEs by
deleting certain requirements or embedding different treat-
ments in IFRS, similar to the differential reporting model. The
second option was to pick up an initiative known as IFRS for
small and medium-sized enterprises, proposed as a simpli-
fied, self-contained set of accounting standards appropriate
for smaller, non-listed companies. The third choice was an
independently developed set of standards, a made-in-Canada
option whereby the AcSB would develop a unique set of stan-
dards for non-PAEs, either by drawing on existing standards
as a source, or starting fresh.

The rationale behind private enterprises not having to adopt
the same standards as PAEs is that the latter tend to look toward
global markets to raise capital; whereas private enterprises,
by definition, don’t have broadly based stakeholder groups.
They’re all here in Canada, so having access to global markets
is not as significant, says Salole.

As the made-in-Canada option was fleshed out, it carried
the day. “We were ahle to take our Handbook and quickly
draft a slimmed-down version that would apply just to private
enterprises. We were able to demonstrate what the third option
might look like, and there was overwhelming support for that,”
says Salole.

After a great deal of discussion, the hoard came to the con-
clusion in February 2008 that of the three options the one that
seemed to be the best fit at this particular time would be the
made-in-Canada standards, but with modifications from exist-
ing GAAP, Salole adds.

Canadian standard setters view that as a step in the right
direction, because private enterprises will be able to stick not
only with Canadian GAAP, but also an adapted form of GAAP that
is better suited to their needs, Salole notes. Moreover, there
will be some two million private-enterprise corporations in
Canada that avoid “the enormous change management that
is going to occur in adopting full IFRS.” JB



From a logical standpoint, it is expected that the proposed new

GAAP standards should make life easier for both preparers and users

of financial statements. Everybody is happy the AcSB is doing this

“If you have an investment in a subsidiary, today you would
either consolidate the subsidiary the way a public company
would have to or you’d have the choice of accounting for your
investment on either an equity or cost basis,” Martin says. After
deliberating, the decision was made to carry that differential
reporting choice forward. “It’s essentially a free choice between
the three different methods,” he adds.

Canadian standard setters have said that any private-sector
company in Canada, including non-PAEs, can adopt internation-
al financial reporting standards (IFRS) if they so choose. There
might be certain situations where a private firm elects to adopt
full IFRS instead of the new Canadian GAAP, says Capisciolto,
who projects three potential scenarios under which this might
occur. One is when a company is planning to become a PAE in
the future. “When you go public, you have to deal with three
years of statements prepared as if you were a publicly account-
able enterprise,” he notes.

Another case may be if the private firm is a subsidiary of a
European company that has already adopted full IFRS. “If they
were to adopt private company GAAP, they would basically
be dealing with multiple reporting environments and have to
report to their parent company all the differences.” So it might
be more cost effective there to just deal with one set of stan-
dards and go with IFRS, says Capisciolto. Another circumstance
favouring use of IFRS may arise if a private company is very large
and in competition with other major PAEs that already report
using IFRS or are converting to it. For comparative purposes, the
company might also elect to do so if it believes it is adhering to
best practices in the industry, he says.

From a logistical standpoint, it is expected that the proposed
new GAAP should make life easier for both preparers and users
of financial statements. “In talking to our clients, everybody’s
very happy that the AcSB is doing this. Accounting standards
are getting very complex, and I think it was time to take a step
back and look at what is really relevant and understandable to
the users of private companies,” says Capisciolto.

Paul Martens, vice-president of finance at The Crossing Co.,
a firm based in Nisku, Alta., that provides fleets of horizontal
directional drilling rigs for oil and gas projects in Canada and
the US, agrees that the new Canadian GAAP for private firms
will satisfy most of his firm’s operations needs. In the expand-
ing, healthy economy that existed until recently, The Crossing
Co. was involved in merger and acquisition activity and putting
out financial statements for consideration by bankers and other in-
terested parties that generally only want basic information about
the company’s financial health, which can be also obtained from
other sources. However, says Martens, with crossborder deals in
particular, the possibility always exists his firm will be asked to
provide more information than under the new Canadian GAAP,

which the company is prepared to do should the need arise.

Kirby Smith, vice-president of finance for Tartan Canada
Corp., an Edmonton-based company providing plant main-
tenance and construction services to the energy, utility and
processing industries, agrees that the new Canadian GAAP for
financial reporting will serve his company and its stakeholders
in a more precise way. Tartan’s major external stakeholder, the
bank, isnot looking primarily at full disclosures and notes, but
more at covenant calculations and key parts of its financial state-
ments, such as senior funded debt over earnings before interest,
taxes, depreciation, and amortization, working capital ratio and
fixed charge coverage ratio, Smith says.

Jeff Morton, CFO of Piston Ring Service, a wholesale distribu-
tor of aftermarket auto parts in Winnipeg, sees the proposed
new GAAP as positive in the sense that private businesses tend
to have a smaller user group of year-end statements consisting
primarily of lenders. When such statements become too com-
plex, “I think readers tend to either stop reading or get a little
nervous and pull back,” he says. “They tend to think, ‘I don’t
understand it, so I'll view it negatively.’ So simplicity and clarity
are good. I realize that’s tough to achieve in this increasingly
complex world we operate our businesses in. But a simplified
approach is, I think, more meaningful to the limited number
of users who use these sorts of statements.” Moreover, from an
administrative standpoint, the simpler and easier they are to
prepare, the faster the turnaround, Morton adds.

Tony Chin, CFO of North West Geomatics, a Calgary-based
private firm that does digital aerial photography and laser topo-
graphical profiling, also views the adoption of the new GAAP for
non-PAEs as a favourable move. The administrative and finan-
cial costs associated with transitioning to the new IFRS as an
alternative to a modified GAAP would have been too onerous,
says Chin. North West, whose financial statements are audited
despite its private status, currently uses differential reporting
options. For instance, it doesn’t have to do future income tax
calculations. That doesn’t really serve any useful purpose for
most of the company’s stakeholders, which are its private share-
holders and the lending financiers, says Chin.

The AcSB has completed its technical deliberations regarding
the package of standards for private enterprises, and issued an
exposure draft for comment in April 2009. A 9o-day comment
period will follow with the new GAAP for non-PAEs expected to
be finalized and in the Handbook by the end of this year.

“I'think that will be an exposure draft people take notice of
because there are a lot more private companies than there are
public companies in Canada,” Capisciolto says. “This is a pretty
important set of standards they’re developing.”

Jeff Buckstein is an Ottawa-based writer
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PUBLIC PRACTICE OUTSOURCING

Executives are discovering that offshoring is
not just about cost savings, it’s also about freeing
staff from the drudge work By Paul Brent

THE

third-party
solution

Paul Dunnett remembers when he first seriously thought about
outsourcing some of his firm’s accounting work to India. It was fall 2002
and he was meeting with a US efficiency consultant who was discussing off-
shoring. Dunnett, the former CEO of Horwath Orenstein, was intrigued.
While not completely convinced, he brought the subject up at the firm, where,
he says, they all laughed at him. Undaunted, he decided to give it a shot.

That December 2002, the firm sent in a trial batch of 20 personal tax returns
with names and personal information blacked out for processing. And with

this initiative, he believes, Horwath Orenstein became the first accounting
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firm in the country to outsource to India. “They had never seen
a Canadian tax return before, and they did a great job,” says
Dunnett. The following tax season, the firm sent off 15% to 20%
of its individual tax returns for processing, the next year it sent
100% of its individual returns and the following year it began
sending over the simplest corporate returns.

The practice of using outside resources to perform activities
traditionally handled by internal staff and resources is not new.
Companies have hired contractors for particular jobs or to level
off peaks and troughs in their workloads for years. In its cur-
rent form outsourcing has been employed with great success
by companies such as General Electric and Procter & Gamble.
While the most common reasons to outsource used to be costs
or head-count reduction, today the drivers are more strategic
and focus on keeping value-added activities in house where
an organization can better utilize its own core competencies.
Many executives are discovering offshoring is about corporate
growth, making better use of skilled staff and even job creation,
not just cheap wages abroad. Labour savings from global sourc-

he says. “The sheer fact that your work is being done on the other
side of the world is a big mind-set change for accountants.”
Because Dunnett’s company was an outsourcing pioneer and
today sends off thousands of personal and corporate returns to
India annually, he has had a front-row seat as competitors have
tried — and often failed — to follow Horwath’s lead. “A lot of
firms will try it, but then because of some little technical chal-
lenge will bail out of the whole process,” he says. “I don’t know if
that is really because of the technical challenge or because they
couldn’t conceptualize the whole thing in the first place.”
MSCM LLP tried and abandoned outsourcing after two tax
seasons of sending out a portion of its Tt returns. “I think it was
mainly on our end that it didn’t work,” says Rosario Suppa, a
partner with the Toronto firm. He found MSCM did not have the
volume of returns to make the process worthwhile, and although
the firm was impressed by the level of knowledge of the Indian
preparers, they asked too many nuisance questions. “Inputting
of slips is not the major part of the return,” he says. “What we
find we encounter a lot here is followup with the client, followup

“The sheer fact that your work is being done on the other

side of the world is a big mind-set change for accountants”

ing may still be substantial, but it’s minor compared to the
enormous gains in efficiency and productivity.

For Dunnett and other proponents of offshoring, the benefits
of sending work to a place like India are easy to grasp: cost sav-
ings, lengthening of the workday by having tasks accomplished
while North America is sleeping and, perhaps most compelling,
eliminating the need to staff up for the two or three months of
year-end or burning out key staff during tax season. But those
firms that have resisted the urge to join the offshoring revolu-
tion should ask what the risks are to practices that outsource. Are
jobs lost? Is staff nervous and unhappy? Do security-conscious
clients bolt?

Proponents say that while these questions are legitimate, the
challenges can be quickly overcome. “When we started five or
six years ago, there was a bit of initial concern from staff in the
sense of ‘Am I going to lose my job?’ ” says Dunnett, now Ontario
region managing partner of Meyers Norris Penny since Horwath
Orenstein merged in 2008 with the Calgary-based company.
While cost savings seem the most immediate benefit of sending
work to a lower-cost country such as India, the biggest win is
that staff is freed from the annual drudge work and long hours of
data preparation that come with tax season. “It means that they
are not sitting here doing data input,” says Dunnett. “Staff isnot
working the same hours during the busy season that friends in
other firms do because the work is done for it.”

One of Dunnett’s projects now is to duplicate the successful
Horwath experience with outsourcing to the Meyers Norris Penny
part of the 2,000-person-strong company. “We laugh about it now
that we have done it, but we remember the big mind change. You
can’tjust walk across your office and see your work being done,”
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with brokers on investment accounts, and followup with the
individual partners. None of that stuff can be handled over there.
India would make sense if we had straightforward returns with
alot of slips,” says Suppa.

One large hurdle firms have to overcome is going digital and
running a paperless practice. To successfully offshore work to an
accounting hub such as India, returns have to come in a digital
form or a system has to be in place to convert them to an electronic
format as they come in the door. It’s such technical details that
trip up some firms. One accounting practice that Dunnett advised
began outsourcing only to balk at the cost of converting to an all-
digital environment. In another case, one accounting firm that
was excited about offshoring backed away after realizing its newly
purchased $20,000 photocopier would have to be replaced with a
high-tech scanner capable of digitizing the office. “It just shows
they are not really committed to change,” Dunnett says.

Where cost-cutting was once the driving force behind out-
sourcing, in today’s world the shortage of skilled workers in
Canada and the US is driving the adoption of outsourcing to
India. The Toronto Financial Services Alliance, an association
representing the financial services industry, government and
academic institutions that was created to promote Toronto as
a premier financial services centre, warned in 2007 that the fi-
nancial services sector faces a growing lack of critical talent.
While that is partly due to the aging of baby boomers, there is
also the fact that the hours in corporate tax work have increased
in the post-Sarbanes-Oxley world. The recent economic downturn
might ease that pressure, however, as merger and acquisition-
related work dries up and some accountants consider delaying
retirement plans.



Todd Trowbridge’s
firm took the plunge
offshore a few
years ago and has
outsourced book-
keeping since 2007
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Reasons to outsource

Xpitax president Glen Keenan ticks off the reasons accounting firms can benefit from outsourcing

1. The CA profession is aging. That ticking in the back-
ground may be the clock on the wall or it could be

the countdown to the exodus of thousands of boomer-
aged CAs now contemplating retirement. “There isn’t
a new, fresh set of people to address the demands that
are being put on the profession,” says Keenan. Worse,
those boomers will be leaving with decades of hard-
earned experience and knowledge.

2. Outsource the boring, less profitable stuff. Firms
can hand off the low-yield, compliance work to focus on
the value-added (and higher-profit) services such as
consulting work, “the services that your clients notice,
with the higher billing rates and the most interesting
work,” says Keenan.

3. Staff for 12 months, not two. Keenan calls it just-
in-time staffing, but the reality is many firms hire staff
during tax time they wouldn’t hire any other time of
the year and also overwork their key staff during this
period, which can lead to burnout and turnover. Rather
than hiring for a short-term surge, outsourcing to a
place like India lets someone else worry about staffing.
(In fact, firms such as Xpitax typically hire people

in India a few months before tax time, train them and
then redeploy them or let them go over the summer.)
“Once they sell you to do personal tax, next they try to

Admittedly there is a costreduction aspect to outsourcing,
says Dunnett, but there are other benefits. “Clearly, there is money
to be saved, and it seems odd coming from an accounting firm,
but for us this is not a money thing. We see it as something we
need to do to be an employer of choice. We are not doing it for the
money.” So how does outsourcing make Dunnett’s firm a coveted
place to work? Simple. As tedious tasks such as data input and
reconciling are offshored, staff gets to handle challenging, value-
added work such as consulting and strategy.

While the drive to outsource accounting is at its heart a
people issue — not enough people willing or able to do much
of the tax-preparation work in Canada and the US — technol-
ogy is providing the solution by allowing digital data streams
to make time and distance irrelevant. At first the idea that all
incoming tax information from clients needs to be converted
from paper to electronic versions so it can be accessed by ac-
countants halfway around the world may seem daunting and
insecure. But in fact that step can add additional security, says
Glen Keenan, president of third-party outsourcing firm Xpitax,
which has about 15 Canadian CA firms as clients as well as
300 US accounting firms.

How Xpitax’s service works is simple: all tax files are stored
atits ultrasecure, Boston-area data centre. Accountants in India
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sell you other work because they have created the same
problem of having a seasonal business,” notes Dunnett,
whose firm offshores data-intensive work year round.

4. Forced standardization. Because the outsourcing
process is entirely digital, beginning to outsource often
forces firms to examine processes that will get rolled out
throughout the practice. “That ends up being one of
those hidden benefits that many firms don’t think of,”
says Keenan.

5. Virtual, not physical growth. Firms can take on more
clients, but do not necessarily have to move to new
facilities, add computers and staff or worry about client
poaching. “It ends up being more of an advantage with
our bookkeeping clients,” notes Keenan.

6. Increased turnaround time. With India 10 hours ahead
of the East Coast of North America, work sent overnight
can be returned the next morning. “There’s tremendous
value in having that happen across tax, bookkeeping, and
financial services accounting.”

7. It's cheaper. Xpitax states that outsourcing accounting
functions costs roughly half what it does doing it

at home (US$10 to US$12 an hour versus US$20 to
US$25 an hour), plus firms avoid the hidden litany

of payroll taxes, vacations, sick time, benefits, space
and equipment costs. PB

“handle” tax returns only in the most virtual sense. They work
on files from screenshots in a sterile setting on the other side of
the world and can only access the Boston server from their of-
fice’s unique IP address. That keeps out information thieves, no
matter where they are located, while it is all but impossible for
someone in the Indian outsourcing facility to do anything with
the data even if he or she wanted to.

“There is no paper, there are no pencils — it is a completely
paperless environment,” says Keenan. “All the security is here.
I can say with confidence that the security of our data centre
will dwarf any CA firm in the country right up to the big four,”
he says. Compared with the security of most CA firms on both
sides of the border where offices can be less than secure and
people routinely tote around confidential financial informa-
tion on laptop computers, says Keenan, “we are decreasing risk
in more situations than we are not.”

While the issue of security trumps the list of reasons peo-
ple say that they are wary of outsourcing, Keenan says others
include quality concerns, loss of control (and jobs) and potentially
unhappy clients.

Keenan, a veteran Deloitte & Touche CPA, started with Xpitax
six years ago when it was the experimental side venture of Bos-
ton-area firm Kirkland Albrecht & Fredrickson. “It went from



a pet project to a business,” he says. Xpitax’s former parent
firm retains a minority stake in the outsourcer and is one of its
best clients. “They outsource bookkeeping work, corporate tax
work, and they have done some back-office audit work. This is
a firm that made it a mission to be successful and to do things
alittle bit more cutting-edge than most.” And Kirkland Albrecht
& Fredrickson claims its revenue has grown by about 50% to
about US$9 million today — with the same physical space and
the same number of people — by using Xpitax for outsourcing
over the past six years.

India has become the go-to destination to outsource ac-
counting work from countries such as

make those accommodations in their process, they may have a
difficult time in doing it,” Latimer says. “Those that do buy into
it would never go back.” 2020 Canada advises firms experiment-
ing with outsourcing work to India to do at least 100 tax returns
before deciding on the merits of the process.

Like some fine wines, not all accounting functions travel well.
The list of what not to outsource includes anything that falls
under the definition of high-value, high-touch client service. That
includes new business consulting, strategic forecasting and bud-
geting, business valuations, tax planning, corporate financing,
business succession, estate planning and wealth management.

the UK and the US because it represents
a huge pool of English-speaking top tal-
ent. With 140,000 practising chartered ac-
countants and another 350,000 pursuing
the designation, according to the Institute
of Chartered Accountants of India, a trip
to the eastern office will mean a flight
to the subcontinent for an increasing
number of firms. (By comparison, member-
ship of the Canadian Institute of Char-

Metro Toronto
tered Accountants totals about 74,000 char-
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with the quality of his Indian partner’s The 2009 STEP Canada

work. “They do better input than we do,”
he says. But his endorsement comes with
a caveat. India has to be involved at the
start of the process, not midway through.
“If Ican send them a trial balance and have
them produce the financial statement tax
return for me, then I see a benefit. But if
I can’t give them the trial balance, if I
was giving them the actual corporate tax
return, then the real benefit of what they
are doing starts to break down. The real
benefit is just the input, not the actual
output. Even if they mess up, we still have
the value of the input.”

2020 Canada, a volunteer membership
group for accountants that provides train-
ing and services to small and mid-sized
accounting firms, has found that those
outsourcing to India are largely the mid-
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sized accounting firms. Most Canadian
sole practitioners, meanwhile, just don’t
want to give up control, says Richard
Latimer, 2020 Canada’s chief visionary of-
ficer. He acknowledges that firms have to
be committed to the concept of outsourc-
ing if it is going to be successful. “There
is a bit of a process change that you need
to do at your firm to accommodate the
methodology. If they are not willing to

STEP Canada is the Canadian branch of the leading international organization for trust and
estate practitioners. There are almost 2,000 members across Canada and 14,000 around
the world. The Society of Trust and Estate Practitioners is a multi-disciplinary organization
that includes lawyers, accountants, financial planners, insurance advisors and trust
professionals. This fall, STEP Canada is launching its new diploma program. To join STEP
Canada, go to: www.step.ca/joining/index.asp

TEL: 416.491.4949
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Canadian firms are not required to tell clients they

engage in outsourcing, but experts strongly suggest they do

Todd Trowbridge, a principal with
the 10-person Toronto firm of Trowbridge
Professional Corp., has outsourced book-
keeping since late 2007 and is in its third
tax season having returns done by Indian
accountants. The firm took the plunge
following a presentation on the potential
benefits of offshoring.

“It’s worked out quite well, and more
so on the bookkeeping side,” says Trow-
bridge. He has found that the regular con-
tact and reporting required in its book-
keeping practice is ideal for outsourcing.
“Because they are involved throughout
the year, I think they have a much better
idea of what is happening with a client,
whereas with a tax return they are doing
that once a year and it may not necessarily
be the same person working on the file.”

Trowbridge is cautiously embracing
tax outsourcing: about 20% of his clients’
returns were processed by the firm’s In-
dian partners last year and there is no
hard target for the current tax year. What
remainsin Canadais the complex tax work
that the firm is reluctant to have done
by a third party. “We do a lot of Canada-
US and expat returns, which some of them
may struggle with. They are quite a bit
more complex,” says Trowbridge. “With
a straight Canadian or US return, they
would generally be pretty good.”

The firm does not advertise that it is
sending work overseas, but it does make
clients aware that it engages in third-party
outsourcing either locally or overseas in
its engagement letter. “You get the odd cli-
ent who will ask or be curious. But for the
most part they trust you are looking after
their best interests.”

Outsourcing experts do advise firms,
however, to tell clients they engage in
outsourcing. “You want to disclose it to
your clients,” advises Keenan. He encour-
ages firms to explain to their clients either
verbally or in writing that outsourcing of
lower-level work is being done so that the
firm can focus on higher-value tasks such
as consulting and tax planning.

“You will have a handful of people who
for some reason say no. That’s fine, you

won’t send those returns.”

In Canada, firms are not required to
tell clients that they are outsourcing their
accounting work. “But we strongly sug-
gest it,” says Peggy Tyers, president of 2020
Canada, which organized a seminar on
outsourcing with Keenan.

“We have always been very open about
it—itisin all of our engagement letters,”
says Dunnett. “Clients are very support-
ive. It’s something they know is common
in other industries and it helps to change
their view of the firm — they see us as be-
ing a very progressive enterprise.”

For Trowbridge, the most obvious ben-
efit of outsourcing is time. “Going back
to the bookkeeping side, we had a lot of
trouble finding qualified bookkeepers to
service our clients,” he says. “If we could
not find anybody, we were stuck doing
it ourselves and we just didn’t find we
could do it very efficiently. Any good
bookkeepers we found were completely
booked because they were good.”

When it came to adding bookkeeping
clients the firm was constrained, but now
through India it is able to offer book-
keeping to its current roster of clients.
“We had only one bookkeeper we were
happy with and there were too many cli-
ents for one person to handle all the data
entry,” Trowbridge says. “I felt she could
manage many more clients if she was
only required to review and respond to
questions from the outsource team, and
this has turned out very well with out-
sourcing.” It has transformed bookkeep-
ing from a service the firm was reluc-
tant to offer to more clients to a modest
money-maker.

Trowbridge had made the shift toadig-
ital operating environment shortly be-
fore its linkup with India. “We had con-
verted to a paperless environment just
before we started outsourcing the first
tax returns, so we were ahead of the
game,”hesays.“By thetimewehadstarted
bookkeeping we were already complete-
ly paperless, at least from our clients’
pointof view. We were already scanning
everything, although going paperless is

a big process and it’s somewhat costly.”

The big four accounting firms also
looked to India as a place to alleviate the
shortage of qualified accounting and ad-
visory people in North America and Eu-
rope. They have established their own of-
fices on the subcontinent.

For firms looking offshore, the ability
to bulk up at peak season and the cost
savings from skilled people willing to
work for less than North American wages
may have been two of the drivers to India
and other low-cost countries. While the
savings are not as great as many firms
might have expected, firms such as Hor-
wath Orenstein and Trowbridge Profes-
sional Corp. have found that the benefits
are readily apparent in the efficiency of
their operations.

Paul Brent is a Toronto-based writer
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TAXATION

INTERNATIONAL POLICY

The final report

By Albert Anelli

The advisory panel’s recommendations on Canada’s

international taxation focus on a simpler, fairer system

n December 10, 2008, the advisory panel on Can-
0 ada’s system of international taxation released
its final report and recommendations to the Minis-
ter of Finance. Although the panel was officially

struck by the Minister on November 30, 2007, its creation
dates back to the Department of Finance anti-tax-haven
initiative introduced May 14, 2007, following the contro-
versy of the March 19, 2007 federal budget. Both the anti-
tax-haven initiative and 2007 federal budget contained
the controversial proposal to restrict the deductibility
of interest and other expenses incurred by corporations
resident in Canada in relation to their investments in for-
eign affiliates, as well as certain other international tax
measures. Somewhat ironically, this panel recommend-
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ed the restrictions on interest deductibility be repealed.

The panel’s mandate was to recommend ways to im-
prove the competitiveness, efficiency and fairness of Can-
ada’s system of international taxation that could help
guide the Minister in establishing an international tax
policy framework with respect to investment abroad by
Canadian businesses, as well as investment into Canada
by foreign businesses. Unlike the 1997 Committee on
Business Taxation (the Mintz committee), whose recom-
mendations needed to be revenue neutral, this panel had
no such restriction.

The panel’s recommendations reflect an overall focus
on the development of a simpler, fairer and more efficient
system that improves the competitiveness of Canadian
companies. In a relatively short period of time, the panel
produced a well-written and sensible report, character-
ized by a pragmatic rather than a dogmatic
approach, as well as cautious refinements
rather than sweeping reforms, and to date,
the recommendations have been generally
well received by the business and invest-
ment communities.

In its report, the panel made the follow-
ing principal recommendations:

Taxation of outbound direct

investment

« The current exemption system appli-
cable to dividends paid to Canadian-resi-
dent corporations by foreign affiliates out
of their treaty-country active business in-
come should be expanded, within limits.
. The exemption system should be extend-
ed to apply to dividends paid out of all active
business income and should not be depen-
dent on the residence of the foreign affil-
iate or the source of the income being in a
country with which Canada has concluded
a comprehensive income tax convention
or a tax information exchange agreement,
including an amnesty in many cases for
existing undistributed taxable surplus.

. The exemption system should not be
extended at this time to active business in-
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come earned directly through foreign branches of Canadian-
resident corporations, or to other forms of income from foreign
affiliates.

« The exemption system should be extended to apply to capital
gains derived by Canadian-resident corporations from the dis-
position of shares of foreign affiliates where all or substantially
all of the property of the foreign affiliates is excluded property
(i.e., essentially, active business assets).

The panel’s recommendations are generally aimed at re-
ducing the complexity and compliance burden for taxpay-
ers and the Canada Revenue Agency associated with tracking
surplus account balances. In addition, the panel is of the view
that precluding Canadian businesses from benefiting from ex-
empt surplus treatment with respect to active business income
earned in a nontreaty or nontax information exchange agree-
ment country is inappropriate. As for extending the exemption
system to capital gains derived from the sale of foreign affiliate
shares that qualify as excluded property, the panel is of the view
that doing so would be appropriate as the affiliate’s income
would also be exempt from tax in Canada and would also be
consistent with the approach adopted by other countries with
an exemption-type regime. Finally,
it is the view of the panel that its
recommendations would likely be
revenue neutral as dividends from
foreign affiliates and capital gains
realized on the disposition of for-
eign affiliate shares rarely give rise
to tax under the current regime.

Interest and other expenses

- In general, no new restrictions should be introduced on the
deductibility by Canadian-resident corporations of interest and
other expenses incurred by them in relation to their investments
in foreign affiliates.

« Therestrictions introduced after the 2007 federal budget with
effect after 2011 on the deductibility of expenses incurred by
Canadian-resident corporations for the purposes of funding
interaffiliate loans resulting in double-dip income (Section 18.2
of the Income Tax Act) should be repealed.

« The deductibility of such expenses could be restricted by refined
thin-capitalization rules and targeted anti-avoidance rules aimed
at debt-dumping arrangements.

Without a doubt, this area attracted the most attention as it
caused the most controversy following the 2007 federal budget.
In recommending an outright repeal of Section 18.2, the panel
was of the view that Canada’s tax system should not create any
disadvantages for Canadian businesses when they attempt to
compete abroad and that Canadian businesses require flexibil-
ity in raising capital and structuring the financing for their
foreign operations if they wish to compete on level ground with
businesses based in other countries, particularly in light of the
current global financial environment.

Passive income and the foreign accrual property income rules
- The general thrust of the system should be retained.

« The current rules applicable to recharacterizing interaffiliate
payments and certain other items as “income from an active
business” should be retained.

. Certain of the current rules (the base erosion rules and invest-
ment business rules), which can apply to recharacterize what
would otherwise be active business income as income from a
business other than an active business or as income from prop-
erty, and therefore possibly as foreign accrual property income,
should be reviewed to ensure they are properly targeted and do
notimpede bona fide business transactions and the competitive-
ness of Canadian businesses.

- However, the base erosion rules that target income derived from
Canadian debt obligations, Canadian leasing activities and the
insurance of Canadian risks should be retained.

- The characterization of a foreign affiliate’s income as foreign
accrual property income should not be affected by whether or
not it is derived from a source in a country with which Canada
has concluded a comprehensive income tax convention or a tax
information exchange agreement.

« The currently proposed amendments concerning nonresident
trusts and foreign investment entities should be reconsidered

The recommendations are aimed at reducing the complexity
and compliance burden for taxpayers and the CRA

associated with tracking surplus account balances

and better integrated with the foreign accrual property income
rules.

While the panel’s recommendations regarding passive in-
come and the foreign accrual property income rules are gener-
ally regarded as being noncontroversial and to a large extent
somewhat expected, they should be congratulated for recom-
mending a review of the base erosion rules to ensure that they
are properly targeted and do not impede bona fide business
transactions affecting the global competitiveness of Canadian
businesses, particularly in light of an increasingly global sup-
ply chain for most Canadian multinationals.

Taxation of inbound direct investment

- The general thrust of the current thin-capitalization rules
(applicable to restrict the deductibility of interest on outstand-
ing debts to specified nonresidents) should be retained, but the
rules should be refined.

« The permitted debt-to-equity should be reduced from 2:1 to 1.5:1.
- However, the scope of the rules should not be extended to affect
third-party debts that are merely guaranteed by (as opposed to
owing to) specified nonresidents.

. The scope of the rules (currently applicable only to Canadian-
resident corporations) should be extended to partnerships,
trusts and Canadian branches of nonresident corporations.

. Further refinements should be considered, such as the possi-
bility of treating any disallowed interest expense as a dividend
for purposes of imposing Canadian withholding tax on the pay-
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ments, as well as the possibility of introducing targeted anti-
avoidance rules aimed at back-to-back loans made through third-
party lenders.

« The introduction of targeted anti-avoidance rules aimed at
debt-dumping arrangements involving Canadian-resident cor-
porations that are foreign controlled should be considered.

« Such rules could operate either by restricting the deductibil-
ity of interest and other expenses or by imposing immediate
Canadian taxation at withholding tax rates on the relevant
transaction amounts.

. Preferred share investments made by Canadian-resident corpo-
rations in foreign sister companies may give rise to the greatest
concern, but the applicability of such rules in respect of invest-
ments in other equity interests should not be excluded.

« No specific measures should be introduced to address treaty
shopping, as the panel believes businesses should be able to
organize their affairs to obtain access to treaty benefits.

« Further reductions in withholding taxes should be considered
— bilaterally, in future tax treaties and protocols to the extent
permitted by the government’s fiscal framework and its agenda
regarding additional corporate tax rate reductions.

The panel’s recommendations regarding the taxation of in-
bound direct investment were to a large extent expected, par-
ticularly its recommendation to extend the thin-capitalization
rules beyond Canadian-resident corporations and its focus on

so-called debt-dumping arrangements. The panel’s recommen-
dation to reduce the permitted debt-to-equity from 2:1 to 1.5:1
(without restricting the use of third-party debt or guaranteed
debt) was generally based on a desire to not increase the complex-
ity (by introducing an arm’s-length approach or earnings strip-
ping rules) of the rules and the compliance burden on Canadian
businesses, and to reduce the permitted debt-to-equity ratio to
alevel that the panel believes is more closely in line with actu-
al Canadian industry ratios and the ratio permitted in other
countries (that generally also apply the rules to third-party and
guaranteed debt).

Asnoted, the panel’sreport has generally been well accepted.
As part of the January 27, 2009 federal budget, the government
indicated it is currently studying the report’s recommendations
and will provide a response in due course; however, it is inter-
esting to note that the most significant recommendation of the
panel (the repeal of Section 18.2) was contained as part of the bud-
get proposals and received Royal Assent on March 12, 2009.

Albert Anelli, CA, is a partner and Canadian market leader
with the international tax services practice with Ernst & Young
LLP in Montreal. He can be reached at albert.anelli@ca.ey.com

Technical editor: Trent Henry, tax managing partner, Ernst &
Young in Toronto
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BUSINESS VALUATION

BAIBA BLACK

LOST FUTURE PROFITS

Determining damages

By Stephen Cole

There are a number of methodologies and approaches when
it comes to establishing an appropriate discount rate

hen damages include compensation for lost
W future profits after the date of adjudication
(lost future profits), it is essential to apply an ap-
propriate discount to those future profits in order

to determine their current value. To do so, a philosophy
is needed to determine the appropriate discount rate.

To the date of adjudication, damages are determined
retrospectively, with hindsight being integral to the cal-
culation. The actual historical results reflect the playing
out of all relevant risks and market conditions of those
times. Since one must reflect what took place between the
date of the incident at which the damage period begins
(referred to herein as the date of breach or incident) and
the date of adjudication, computing past lost profit dam-
ages for the period prior to the date of adjudication obvi-
ously does not require projections or application of net
present value concepts. One can legitimately use what
would otherwise be hindsight information.

Determination of the present value (or principal
amount) of lost future profits must reflect certain exe-
cution risks, market risks and the time value of money
but not the general risks of running an overall business
or the risk of not winning revenue equal to the very rev-
enue stream at issue. (Farley Cohen and Prem Lobo pre-
sented an excellent paper, “Establishing a discount rate in
alitigation context,” at the Canadian Institute of Chartered
Business Valuators’ regional conference in Quebec City
on September 5, 2008. It is very informative and addresses
the same topic from a different perspective.) This stream
is much more certain than general future business rev-
enues as it has been determined by the court to be that
which otherwise would have accrued to the plaintiff.

Determination of the principal amount of lost future
profits is generally done using what are referred to herein
as (1) the specific projection method; or (2) the discounted
projection method. Application of both methods should
yield a similar result and, if employed concurrently, one
provides a sanity check on the other. However, the avail-

When discount rates fly high

Year 1 Year 2 Year 3

Year 4 Year 5

$1,000,000  $1,000,000 $1,000,000
\

$1,000,000  $1,000,000

RISK-ADJUSTED FUTURE PROFIT :

Present value of future loss based on various discount rates
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ability of data may permit the application of only the discounted
projection method.

The resulting damages represent an amount that, if the plain-
tiff invested that amount in a risk-free bond over the period of
the future loss, would yield the same net present value (NPV)
as the lost future profits themselves after adjusting them for all
the specific risks of realization.

The two methods of determining lost future profits are:

Specific projection method

But-for analysis is the amount in nominal dollars of (i) the prob-
ability-adjusted profit that the plaintiff would most likely have
enjoyed but for the incident (P¥), less (ii) the probability-adjusted
profit the plaintiff most likely anticipates earning (P*).

Both P* and P* have embedded in them the effects of the
anticipated real world risks, including industry risk, execution
risk and the myriad of risks that conventionally accompany the
business activities in question. The risks as they actually play
out (R*) may be similar but not necessarily the same as those in
the but-for world (R*¥). For example, the but-for world will not
reflect the effects of the incident, while the anticipated results
fully reflect them. P*" has embedded in
it all the risks inherent in the hypothet-
ical but-for world assumptions, R¥".

In order to convert the but-for profit
(P®F), which is a nominal dollar amount,
into the appropriate sum to be paid at the
date of trial, it needs to be discounted at
arate modestly greater than the risk-free
rate of return — say, Government of Canada bond rate plus some-
thing modest. This rate will vary inversely with the risk already
reflected in the but-for profit. The more risk already inherent
in those profits, the lower the discount rate and vice versa.

Except in very rare cases, the pure risk-free rate will be too
low. Determination of the increment, albeit modest, can only be
done having regard for a full appreciation of the risks factored
into the but-for profits projected using the specific projection
method. If that stream was sufficiently conservative, then the
premium would predominantly reflect unanticipatable internal
and external factors — and there always are some.

Aswe have defined P¥, all the known risks have been reflect-
ed, on a probability-adjusted basis, in that stream of profits. If the
rate were too high and included an element of profit or further
risk, this would unfairly punish the plaintiff and deny much
of the very profit to which the plaintiff is entitled. The effect
of the higher rate would inure to the benefit of the defendant
who would have less damages to pay.

Purchase-price allocation is a new discipline with which au-
ditors and business valuators are familiar. It requires business
valuators to value all the assets of any newly acquired business,
including customer relationships, customer contracts and all
other identifiable intangible property. Essential to this pro-
cess is the determination of appropriate discount rates in the
valuation of these assets. These very discount rates will pro-
vide significant objective evidence and guidance in applying
the specific projection method. The rate chosen will be above
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a risk-free rate and significantly lower than the weighted cost
of capital — often akin to the same rate that is being applied
to the profits emanating from contracts in place on an acquisi-
tion, ignoring any credit risk.

In summary, the specific projection method is a conventional
discounted cash flow where the risks are built into the figures
and not the discount rate; and it examines a range of scenarios
before settling on a sufficiently narrow range to assist the court.
It conceptually, if not practically, employs Monte Carlo simu-
lation modelling, which is a problem-solving technique used
to approximate the probability of certain outcomes by running
multiple trials, called simulations, using random variables.
It requires what-if analysis in the determination of P* after ad-
judication and in P,

Discounted projection method

An alternative to the specific projection method, the discount-
ed projection method is a conventional discounted cash flow
method where the risks are built into the discount rate. It is
a much less granular approach. It does not address the impact
of the risks on any item in the cash flow projection. Rather,

Purchase-price allocation is a new discipline. It requires
business valuators to value all the assets of any newly

acquired business, including customer relationships

the risks are aggregated in a discount rate specific to each of the
P* and the P® projections. This method is a quick and reliable
way to ballpark the result for purposes of early assessment of
the magnitude of the matter, or if more detailed data is not prac-
tically or economically available.

The generic factors one would consider in determining the
discount rate for the P* (the DR?*) and for the P® (the DR*¥) pro-
jections include the risk-free rate of return — such as a govern-
ment bond rate; and the incremental return over and above the
risk-free rate on account of the following considerations, among
others:

- market effects such as degree of competition, market size,
market share, barriers to entry, etc.;

. general economic conditions;

. company-specific considerations such as strength and depth
of management team;

. assessment of the risk of the projected lost profits relative to the
total business risk without the activity in question (e.g., a new
line of business may warrant additional risk considerations);
. assessment of the risk of the projected lost profits in the context
of it being realized (one can assume such profits are incremental
to, or to be earned along side of, the other relevant business ac-
tivities of the plaintiff consistent with its then operating business
reality) under the benefit or burden of the other relevant busi-
ness activities of the plaintiff, consistent with its then operating
business reality; and

- business risks not already baked into the forecasted future lost



profits to ensure no double counting or omission of risk.

The specific factors one would consider in DR™ as compared
with DR will be reflective of the effects of the breach/incident,
mitigation and cessation of the activities in question.

The discount rate would not reflect the risks of running an
overall business or being successful, at law, in recovering the
very revenue stream at issue. There is a risk that the discount
rate will be overstated. The overstatement would come from in-
advertently giving too much weight to the factors noted below.
They are too general and while relevant considerations, they are
only of indirect relevance and require very selective use:

« equity risk premium — the general incremental return required
over the risk-free rate to compensate for the risk of equity invest-
ing as opposed to buying a government bond;

- weighted average cost of capital of the harmed company and
its competitors;

« hurdle rates used by management in assessing whether to
accept projects with similar risk characteristics; and

- business risk associated with lack of diversification in terms
of products and/or geographic locations, key man or customer
dependence — except to the extent that the ability to produce
the revenue stream at issue is put at risk or the marginal rate
of profits is affected by same.

The chart on page 37 demonstrates the large understatement

of the post-adjudication profit component of damages if too high
a discount rate is used. That is, if the rate is 20% versus 6%, the
damages are $1 million less over a five-year period — $4.3 mil-
lion versus $3.3 million.

What does all this mean? Where you are able and there is
adequate information, specifically assessing the business reality
of the plaintiff and preparing a detailed, risk-adjusted financial
projection is the most desirable method.

However, there will be many occasions when this is not
possible. In these cases, making the best projection you can,
and then applying a carefully constructed discount rate (dis-
counted projection method) can get you within the generally
correct ballpark — about the same place as with the specific
projection method. Once the contentious gross revenue stream
is determined with a high level of confidence, care needs to be
taken to ensure that the related future profits after the date of
adjudication are not undervalued by overstating the discount
rate. That is to say, what the court giveth, the discount rate should
not take away.

Stephen Cole, FCA, FCBV, is a partner at Cole & Partners,
a Toronto-based corporate financial adviser and

chartered business valuator. He is also Technical editor
for Business valuation
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TECHNOLOGY

JOHN SAPSFORD

MPLS By Shekhar Vasal

Do you really need it?

A new network can have significant benefits for your organization,

but only if you first determine that it’s a strategic fit

our IT department has come up with a new
Y business network for you to review. The head
of IT claims it will improve speed and reliability
and set the stage for convergence — the ability

to run voice, data and video on one powerful network.

It sounds promising, but is it just another expensive,
short-lived IT project that has more technical than busi-
ness value? Does your existing network, which works fine,
really need to evolve toward convergence?

Supporting business communications
Businesses can’t operate without the ability to commu-
nicate. Employees communicate with one another, with
customers and suppliers using voice, e-mail, instant chat
and video conferencing. And employees communicate
with information and applications running on the net-
work, including accounting systems and scheduling sys-
tems. They also access information outside the network
on the Internet.

For employees to be productive, all communication —
voice, data or video— must be reliable and seamless. So the

network technology supporting communication should
contribute to and drive that productivity.

In addition to communication requirements, security
isamajor priority. Information residing on and travelling
across the network must be protected to ensure its integ-
rity. This is especially critical for businesses that have
remote locations, are geographically dispersed, support
teleworkers or operate multinationally.

Currently, many companies rely on two separate net-
works: one to support voice communications and one to
support data communications. While this approach works,
it does not deliver optimum business or technology value.
With two networks, companies must duplicate equipment,
maintenance, management and support. There is also the
complexity of managing two supplier relationships with
different service level agreements.

Keeping up with change

The rapid evolution of telecommunications during the
past 10 years and the shortage of qualified IT personnel
have pushed many organizations to consider data network
redesign to meet changing business requirements, such as
security. With organic network growth, the proliferation

Before — communication services were separate, operating on different networks,

making it difficult to deliver solutions

Wireless

Redundant
infrastructure

Phone
Multiple
connections

in Internet

Data

Multiple

devices
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After — voice, wireless, Internet, data, and video services are supported by a single,

simple IP (MPLS) network
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of applications and branch data centres can expose the network
to security risks. Then there are cost considerations. Maintaining
both a voice and data network is expensive in terms of personnel
and maintenance.

While companies were grappling with how to handle new
and more demanding network requirements, telecommunica-
tions providers were undertaking major network upgrades to
transition to next-generation Internet protocol (IP) networks
to support an Internet-reliant business world. With upgraded
network infrastructures, telcos could leverage the opportunities
inherent in convergence more effectively by providing one inte-
grated platform for voice, data, video and wireless traffic.

With the network upgrades complete, telcos could support
their customers’ network redesign requirements and offer a reli-
able path to convergence through multiprotocol label switching
(MPLS).

What is MPLS?

MPLS is a protocol, which means it sits on top of existing access
methods and manages traffic more efficiently by assigning priori-
ties to voice, data, video and other traffic. With quality of service
(QoS) tagging, administrators can determine how voice, data and
video should travel across the network. QoS is critical for con-
vergence because it ensures performance. Information travels
across the network seamlessly based on what is most important
to your business and communication requirements.

It’s similar to traffic on a highway. There are all types of traf-
fic — police cars, ambulances and passenger cars. When there
is an accident, the emergency vehicles get priority over the rest
of the traffic. MPLS does the same thing for communications. It
ensures that the most important traffic passes quickly across the
network while keeping the rest of the traffic safe.

To better understand how MPLS works in a business environ-
ment, examine its capabilities based on a potential real-world

example. A firm with five North American branch offices main-
tains two small data centres at two different locations for redun-
dancy purposes. A majority of voice calls are interoffice, resulting
in significant long-distances charges. Users access key applica-
tions, including an in-house inventory management system,
and use PeopleSoft remotely. Currently, the company runs two
separate networks for voice and data.

In an effort to unify communications, the company imple-
ments an MPLS network and achieves a single data network for
voice and data traffic; the ability to prioritize traffic; and long-
distance and maintenance cost savings.

New technology, new capabilities

One of the key advantages of a MPLS network is the type of ap-
plications that can run on it. With QoS capabilities, you can
implement many types of applications, prioritize their impor-
tance across the network and, as a result, gain a host of new
capabilities for business productivity.

Voice, video conferencing, database information sharing,
customer relationship management programs and collaboration
software can all run on an MPLS network. The advantage is that
the company can prioritize what is important. No longer will a
YouTube download slow down an important database update.
Traffic can be shaped to meet the needs of your business.

Business benefits of convergence

Convergence is more than a technology term or a way to route
traffic more effectively across your business network. It is a stra-
tegic way to deliver value to your business. Embracing conver-
gence enables you to:

Improve flexibility— with an MPLS network in place, you can take
advantage of IP innovation in voice, data and video applications.
You also have the ability to tailor your network to your business
needs and expand it as your business grows.
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Integrate new productivity applications — by building your net-
work using industry standards and best practices, it is easy to
integrate new applications and capabilities. You can have IP
telephony and IP video running on the same network to target
productivity improvements.

Reduce costs— with one network, you can minimize capital invest-
ments in equipment and infrastructure and cut operational costs.
Most providers also offer managed network solutions so you can
rely on their expertise and investments, reallocating precious
resources to value-added business activities.

Enhance security and reliability — MPLS networks support opti-
mum security and QoS prioritizes the traffic to ensure peak
performance.

Easy scalability — the technology foundation of an MPLS net-
work makes it simple to connect sites to the network and reduces
the management complexity.

Is MPLS right for you?

Adopting new network technology is a serious undertaking.
Before pursuing a change, evaluate your
business to determine if MPLS can deliver
significant benefits.

Is your company multisite or single
site? If you only have one location, you
may not need MPLS. You may simply
require more efficient network planning.
Even with two sites, you should consider
carefully whether the cost savings warrant a migration.

Do you have users trying to access programs, databases and
applications over wide areas? If yes, then MPLS may be a cost-
effective and efficient solution. Are you running mission criti-
cal applications? If so, MPLS can support timely, reliable access.

Are your long-distance costs high as a result of interoffice
communications? If so, these can be virtually eliminated using
MPLS. Is your IT staff facing challenges in maintaining your
current network? If so, outsourcing this function through MPLS
is a good solution.

If you have built a fairly convincing business case for MPLS,
there are still a few more things to consider: with falling long-
distance rates, there may not be much savings as a result of imple-
menting MPLS. The cost of traditional access methods for both
voice and data is falling significantly as a result of increased
competition in the marketplace. The savings from MPLS may
be limited and, in some cases, you may be better off with net-
work status quo.

There are other network solutions that may meet your needs
including ATM networks or Frame Relay. ATM and Frame Relay
are also efficient data transmission techniques that use different
protocols than MPLS to send voice and data traffic. Given that
they were developed before MPLS, MPLS has taken into consid-
eration the good and bad in both these protocols. It is impor-
tant to consider what you have deployed in making the move
to MPLS. If you currently have Frame Relay or ATM consider
the remaining life of those networks. Although they are widely
deployed, these networks are getting antiquated but are still
worth consideration.
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Depending on your business and how you interact with
customers (i.e. Internet-based customer care), it may be prudent
to evolve your network to the latest technologies.

Choosing an MPLS service provider
A number of service providers offer MPLS solutions. Keep in
mind that MPLS is a protocol. Because it rides on top of existing
access methods, providers can buy the underlying access from
incumbent telcos and then layer their MPLS solution on top. These
are considered value-added resellers. They offer MPLS solutions.
Typically, they purchase the MPLS network from a carrier for
resale. Their value add is twofold. First, they are likely providing
a critical application or are managing the applications on your
network. Second, they have the expertise to deal with the telco
in getting your service provisioned and managed. In addition,
given that they manage the service for numerous customers,
they can pass volume discounts onto you.

In this case, your relationship is with the resellers, even
though they are not the underlying service provider. Make sure

Adopting new network technology is a serious
undertaking. Before pursuing a change, evaluate your

business to determine if MPLS can deliver henefits

the reselleris a viable business with longevity and that the middle
man will not impede delivery and fault resolution time. If you
have in-house expertise, it may be more beneficial to partner
directly with the telco.

All major telcos offer MPLS services and the advantages of
network access, national reach, financial stability and expertise.
They will be able to assemble a team dedicated to your business
and ensure the solution is tailored to your specific needs.

If you choose to deploy an MPLS network, you are entrust-
ing your network and, in essence, your business to your service
provider. It is critical that the company you choose has the busi-
ness and technical resources to deliver, manage and maintain
the solution according to your business priorities.

With careful planning and evaluation, implementing an
MPLS network can have significant benefits for your organiza-
tion in terms of efficiency, reliability, cost reduction and secu-
rity. So when IT comes to you with the concept of migrating to
anew network to support convergence, you'll be able to have an
informed discussion about the business and technical value to
determine if it’s a strategic fit for your organization.

Shekhar Vasal, CA, CA«IT, has been in the telecommunications
industry for the past eight years and helps global tele-
communications carriers with business processes and networking
strategies. He can be reached at shekhar.vasal@telus.com

Technical editor: Yves Godbout, CA«IT, CISA, director of IT services,
Office of the Auditor General of Canada. He can be reached at
godbout@computrad.com
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SOLUTION TO DOCUMENTING
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* Full training and support available

RDBASE.NET
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demo at www.rdbase.net
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Yacoub & Associates
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For a decade, Jocelyn Yacoub and her team have
specialized in placing CA’s: whether it is your first industry
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we have built the relationships that can help your career.
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CPA-NOW!

A Comprehensive Self-Study IQEX Program
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with a Money-Back Guarantee

Includes a personal telephone tutorial with
course developer Henry Zimmer FCA, CPA (lllinois, USA)
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U.S. and International Tax
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* 50 years experience

* Exit strategies for medium
to large businesses

Serving all of Ontario
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Instant online access to all the magazines,
journals, and research you need for $100 per year

—— Exclusively for Chartered Accountants, CA Research Plus
available in French and English gives you:

* The ability to e-mail any relevant articles to your clients

e The full text of current and back issues of over 3,000
leading business magazines and journals, access to
10,000 company profiles, 7,500 industry and more

¢ Notification when new issues of magazines and journals
you want are released

¢ Summaries of the latest research available on the web
through the Research Monitor e-newsletter
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for you to gain knowledge in minutes.
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members’ only price. Go to www.caresearchplus.com to get started today.
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f \ Ontario's Best Career Opportunities

PKFHIll

CHARTERED ACCOUNTANTS

CAs and Students

In Public Accounting...

New CAs, Seniors, Managers, Senior Managers
Whole Teams & Even Pariners...

We have too many great career openings

PKF Hill is progressive, challenging and personable. Perhaps to list here - visit us online to see for yourself
you have heard this from one of our clients, or someone who at WWW.IFINDCAS.COM

works with us. If you don’t know us yet, our energetic

recruiting process will provide you with an insight into Need to hire a CA? Looking to move firm?

PKF Hill, introducing you to many of our staff and partners.
Cadll the public accounting experts,

Members of our team enjoy the environment here, and tend Debbie Fioravanti & Steve Mcintyre-Smith
to stay with us for a long time. However, since we continue to

grow, we are always on the lookout for enthusiastic profes- Download your FREE copy of our public accounting
sionals who are seeking the type of opportunities we provide. salary survey online!

If you are interested in continuing your career in a mid-sized

firm with great spirit, we would like to hear from you. Please
send your resume by mail, fax or e-mail to Wendy MacDonald. }l )
For more information, visit our website — www.pkfhill.com.
MFA GROUP inc.

PKF Hill LLP
41 Valleybrook Drive, Suite 200, Toronto, Ontario, M3B 2S6 Debbie Fioravanti Steve Mclntyre-Smih
Fax (416) 449-7401 E-mail: wendy.macdonald@pkfhill.com Puector Ofteciuiing Call Us Today At esident £CE0

e ) 905-842-2284
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Satisfied?

At PTC, our goal is to recruit the right candidates to meet our clients’
needs, by understanding and respecting yours. Don't miss out on the
exciting opportunities our clients are currently offering. Apply today!

sample assignments include

- IFRS

* CFO

- Controller

- Tax Manager

* Director of Finance

* Auditor

* Project Managers

+ Jr & Sr Accountants

+ SOX Specialist

* Financial Reporting Manager

To view our full list of current assignments visit:

ptcaccounting.com
Contact us toll free at 1 877 303 9550

$105.00/hr
and up

7

! IFRS?
% ptcifrs.com g

$100.00/hr

$95.00/hr

$90.00/hr

$85.00/hr

$80.00/hr

$75.00/hr

$70.00/hr

$65.00/hr

people that count

J

At MNP, you can get there faster.
Seriously.

Chartered Accountants and Business Advisors
1.877.500.0792 mnp.ca

Mp

MEYERS NORRIS PENNY ur

Looking for the fast-track to a great career?
You can find it at MNP. We help you get ahead
based on your ability, not your age.

We also have fewer people standing between
you and the opportunities you want.

Don't believe us? Visit mnpcareers.ca or
contact Bob Twerdun, VP Human Capital at
1.877.500.0792 or bob.twerdun@mnp.ca to
find out more.

Work for a firm that works for you.
Work at MNP.

Finding the
right answer
starts here.
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CORPORATION
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EFFICIENT
USE OF
KNOWLEDGE

Visit us at www.meuk.net
or contact David Sabina, C.A.

905-631-5600
dsabina@meuk.net

COMPLETE SR&ED CLAIM
PREPARATION SERVICES

experimental development costs

Free Assessments < 15 minutes
Claims often completed < 1 week
Fees typically < 20% of $ recovered

ATTEND AN UPCOMING

Recover up to 65% of

SR&ED WORKSHOP!

Details @ www.meuk.net

ME+U=Knowledge

»» ONLINE SELF-STUDY COURSE

RESEARCH SKILLS for an IFRS WORLD

B Earn up to 20 hours CPD

B IFRS will require a new understanding, new
knowledge and new research. How will you prepare?

B Excellent starting point to your IFRS training

FOR MORE DETAILS AND TO REGISTER, GO T0:

www.cpd.cica.ca/ResearchSkills

IFRS Implementation - CA/MBA,
based in west GTA, with 20+ years
of industry experience is avail-
able for freelance engagements
including IFRS Implementation. If
you require an experienced pro-
fessional to complement your cur-
rent staff, contact me. Per Diem,
short or medium term. See www.
proclaimconsultants.com or call
Carl at (905) 815-543

Canadian CA, 25+ years of practi-
cal hands on experience, avail-
able for per diem assignments. |
take pride in the quality and pro-
fessionalism of my work and can
help you with all of your financial
statements, taxation, accounting,
quality assurance, auditing, SR &
ED filings and business consult-
ing services. Call 905-598-2800
now and sleep peacefully this
evening.

GTA area CA with 12 yrs+ experience
- Available for per diem assignments.
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Experienced in planning, reviewing
and preparing year ends, financial
statements, corporate and personal
tax returns, new audit approach, in-
cluding paperless office environment.
Contact CAprofessionall@yahoo.ca or
call 647-401-4209.

Trustees in bankruptcy - propos-
al administrators, receivers and
managers. Toronto and Eastern
Ontario. Brief & Associates Ltd.
Tel: 416-635-7337

Independent Financial Management
Professional. Interim management
| CFO | controllership; IFRS transi-
tioning, internal controls, policies,
procedures, process streamlining,
systems conversions, pension, in-
surance matters, business conti-
nuity planning. Results-oriented
senior level expertise for all your
special projects / overloads. Call to-
day. 905-507-0657.

CPAB | PCAOB / ICAO I OCAQ
Independence Issues? CA/CPA 20+
years experience to assist you and
your clients under Canadian and US

Attention CAs

Your search ends here
|
Career opportunities in CA firms as:
» Managers... to $125K
» Supervisors... to $95K
» Seniors... to $80K
» Tax... to $150K
» Valuators... to $150K
Contact us at: 416-917-1299
or visit our site:
www.yoursearchendshere.ca
Recruiters of CAs for CA
firms since 1997

GAAP with financial statement and
note preparation; derivative, war-
rant and option calculations; future
and deferred taxes; revenue recog-
nition; acquisitions and consoli-
dations; interim CFO duties; MD&A
drafting; 2nd partner, quality assur-
ance and firm monitoring. Please
reply to jeffrey@weigensbergpart
ners.comor (647) 223-2376.

Canadian CA, 40 + years as a li-
censed public accountant, avail-
able for per diem work. Provides
tax consulting, tax return prepa-
ration, accounting and auditing
services to CAs and clients in the
GTA area. Completed CICA In-Depth
Tax Course in 1985. Experienced
in creating PowerPoint presenta-
tions, holding seminars, and work-
ing with Microsoft Office 2007. Call
(905) 629-8498 or e-mail Lloyd@
lloydlindsay.com.

CA sole practitioner for 10+ years
looking for challenging and inter-
esting assignments. My files are
extremely neat and organized and
| possess the necessary commu-
nication skills to deal with your
clients and staff in a professional
and friendly manner. | work with
Caseware and all tax software.
Please email perdiemca@gmail.
com for further details.

Ontario CA (1980) with 10 years
of successful experience in com-
pleting 11 senior contract roles is
available for assignments. Initial
terms generally range from one to
4 months, extended to meet client
needs. See resume at www.linke

ROCCOUNTING

E————
Bookkeeping services for CA firms

Maximize your productivity and profits

It makes sense to outsource bookkeeping
-Increase billings with no additional staff
-Reduce operating & overhead costs

+Eliminate headache of hiring & firing

(416) 492-6498
1-866-639-6498

info@proccounting.com
www.proccounting.com

din.com/in/GarrySugdenCA or call
Garry at 416-666-0775

Canada & US = Our firm is an ex-
cellent career opportunity for a
CA or CPA to examine collateral,
internal bookkeeping systems for
mostly asset-based loan and fac-
toring customers of Commercial
Lenders. CFE and bilingual are
pluses. Computer skills, includ-
ing the use of Microsoft Excel and
Word are essential. Our examin-
ers provide strong analytical tools
for commercial lenders and credit
departments. Email your interest
with an attached resume to info@
collateralaudit.com

YongelSheppard - CA firm located
in North York has new prime office
space available for accounting prac-
titioners or other professionals. 5
window offices, boardroom, &4 work
stations, shared kitchen/reception,
etc. Lease all or part. Opportunity
for succession, sale or merger of
practices. Available immediately.
Contact info@mbgllip.com

YONGE/HWY 7, Thornhill = CA firm
has excellent office space avail-
able on second floor townhouse
for small firm or sole practitioners
wishing to share reception, board-
rooms, kitchen. Fully furnished, free
parking, available immediately.
Open to association arrangements.
Call (905) 889-7174.



Highways 401/404/Sheppard — (A
firm, with in-house tax specialist,
has prestigious, first-class office space
available at a building with premium
gym facilities. Offers a flexible mix of
3 (2 window partner-size) offices, 2/3
work stations, boardroom with pan-
oramic view, shared reception and
kitchen, and filing/storage area. Ideal
space for accounting firms, law firms,
and firms with expertise in valuation,
insolvency, or investigative and forensic
accounting looking to share costs, enjoy
inherent synergy and cross-referrals.
Please contact Peter at 416-499-3112
ext.318, or Sonja at ext.309.

PROFESSIONAL
OPPORTUNITIES

Buying or Selling a Practice in the
GTA? $200K to $1 million in fees? We
can help. We have client firms seeking
practices for sale, and sellers seeking a
purchaser. We take the frustration out of
the process. Service free to sellers. Call
Steve McIntyre-Smith at (905)842-228L,
e-mail steve@mcintyre-smith.com or
visit our site at www.mcintyre-smith.
com. Total confidentiality is assured.
Principals/partners only please.

Accounting Practice Sales - Please
see our website at www.accounting
practicesales.com. Are you ready to sell
your practice now? Sell your practice
through Accounting Practice Sales for
a fixed price without an earn-out deal

that will carry on for years. After all,
if you wanted to stay in practice, why
sell out? BUYERS-registration with us is
simple and free via our website. North
America's leader in Accounting Practice
Sales. Contact Brannon Poe for a confi-
dential discussion at: 1-888-246-0974
or via email poe@knology.net.

CA with 15+ years of experience
available for per diem assignments.
Highest quality working paper prep-
aration, helping to complete audit,
review, compilation, and tax services
(corporate and personal). Best book-
keepers (professionally trained) are
also available to your clients. Contact:
eacacan@gmail.com.

Accounting Practice Sales Current
Listings:

Calgary, AB - $1,200,000

Calgary, AB - $375,000

South of Lloydminster, AB $1,400,000
Lloydminster, AB- $125,000

To view the most up to date listing
information please visit
www.accountingpracticesales.com

Successful Vancouver practice
Retiring CA offers succession oppor-
tunity. Two partners with $1.5M in
gross billings. Diverse block of long-
term clients (compilation, review and
audit engagements with emphasis
on tax and cross-border taxation is-
sues). Candidate to have two plus
years of post-qualification experience.

Preferably German speaking. Flexible
transition assistance. Part-time would
be considered. Financing will be pro-
vided to the right candidate. Reply by
e-mail to lothar@neweling.ca

Are you a CA interested in purchasing
a block of accounts? CA firm in West
Mississauga, which prides itself on its
work/life balance, is looking for a CA
with minimum & years public prac-
tice experience to purchase block of
accounts. Reply with resume to ca@
wormald.ca

WINNIPEG MID-SIZE CA FIRM looking
to expand through purchase and/
or merger, including retirement op-
tions. Contact Jim Smith, BCCA LLP at
204-953-7990 or jsmith@bccallp.com

Buyer - Toronto, Mississauga, or
Oakuville Sole practitioner looking to
expand seeks to purchase practice or
block of accounts in GTA, Mississauga,
or Oakville. Please contact buyer at
practice2buy@gmail.com

Accounting Practices Wanted - We
are a growing professional services
firm (accounting and taxation, wealth
management) looking to add to our
existing accounting practice and wel-
come any opportunities in B.C., Alberta
or Ontario. We offer flexible succession
options allowing current owners to,
at their discretion, remain involved in
the practice in an advisory capacity.

We also offer a premium for practices
that, like us, are run with integrity
and share a commitment to provid-
ing exceptional client service. Please
forward details of your practice to ac
counting@firstleaside.com.

Toronto CA, interested in purchas-
ing an accounting practice or block
of accounts. Please reply to Box 678,
(Amagazine.

WINDSOR CA, with 6 years of pub-
lic practice and industry experi-
ence, interested in succession op-
portunities within a mid-size local
firm and/or purchasing a block of
accounts. Please reply to Box679,
(Amagazine.

POSITIONS WANTED

Are you frustrated by staff and con-
tract individuals who do not under-
stand the difference between charge-
able hours and billable hours? | am a
CA with small firm partner experience
operating in the GTA whose billings
are derived from what can be billed,
not the hours | can charge. You can
utilize my collective skills in corpo-
rate and taxation compliance work,
people management, quality assur-
ance, investigative audits, SR&ED and
business advisory services. If you have
read this far, you have the problem
and the need. Interested? Contact me
at pufffin@rogers.com.

Replying to a CAmagazine Box Number?

Box #

Send e-mail to

Fax us at

277 Wellington Street W

Toronto ON M5V 3H2

416 204.3409

advertising.camagazine
@cica.ca

Please ensure that the Box Number is clearly indicated on your envelope, fax or e-mail.
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Outlook

A dose of humility

n 2008, my stock portfolio, which I manage my-
I self, lost 45% of its value. Since  had made aver-
age annualized gains of 18% from 1998 to 2007,
I thought I was a pretty good investor. But 2008

forced me to face a harsh reality.

My only consolation is that I am not the only one whose
portfolio value dropped significantly. Millions of houses
of cards came tumbling down last year, not only for ama-
teurs such as myself but also for professionals. The best
investment theories failed the test in 2008, unless they had
been totally off the mark in the previous bullish years.

No doubt some investors posted positive returns in
2008. But do not confuse success
with luck. I was lucky in the years
1998 to 2007, before I came crash-
ing back to earth. The same could
be said for most investors, who had
not grasped the extent of the mar-
ket crash or the misunderstood global economic crisis. Of
course there are the experts who claim they saw it coming.
In fact, every year a bestseller announces one global catas-
trophe or another. A dog that never stops barking will bark
every hour on the hour. But it still can’t tell the time.

However, there is one person who was less mistaken.
A Franco-American mathematician born in Poland in
1924, Benoit Mandelbrot studied mathematics in France
and in the late 1950s immigrated to the US. The inventor
of fractal mathematics, he believes markets are much less
stable than economists claim because they are periodi-
cally affected by major fluctuations. Based on impressive
empirical analyses, he questions the hypothesis that finan-
cial market fluctuations follow a Gaussian (or normal)
distribution, i.e. the famous bell curve. His data indicate
that markets are structurally subject to rare but violent
fluctuations that are reflected by an infinite variance
— a premise that Gaussian distribution dismisses. In re-
jecting the Gaussian model, Mandelbrot negates most
of the models used in modern finance, such as the capi-
tal asset pricing model and the Black-Scholes formula.
For a better understanding of Mandelbrot’s approach, read
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The (Mis) Behavior of Markets: A Fractal View of Risk, Ruin
and Reward, published in 2004.

Mandelbrot’s theory has a growing number of support-
ers. In 2007, Nassim Nicholas Taleb, a former student of
Mandelbrot, popularized it in The Black Swan: The Impact
of the Highly Improbable, which maintains that quite a
few phenomena beyond financial markets don’t follow
Gaussian rules. From time to time, a black swan emerges,
to borrow Taleb’s image, precipitating a crisis for which
we are not prepared.

Overturning 50 years of financial market theory, from
Harry Markowitz’s efficient portfolio theory to the Black-
Scholes formula, and invalidating the work of several
Nobel Prize winners does not happen overnight. Most

economists and professional investors still rely on archaic
Gaussian-based models. So it is not surprising that many
experts and specialists lost huge sums on the market.

Mandelbrot teaches us to have humility when it comes
to assessing phenomena we think we understand. The
usual rules for managing the economy and guiding invest-
ment decisions are based on flawed theories, unrealistic
in today’s world. But merely admitting the limits of our
understanding of the current crisis will not restore inves-
tor confidence.

How can we kick-start an economy in a society where
key players realize they have lost their bearings and have
cautiously retreated to a holding position? In such an envi-
ronment, economics has to give way to psychology. As was
the case during the Great Depression, it will take more
than an injection of funds into the financial system to get
the economy moving. We have to instil confidence and
help people forget that times are tough. Economics won’t
boost the markets — what we need is faith.

Marcel Coté is founding partner at SECOR Consulting
in Montreal



Financial Reporting Resources that

_-/,__Bridge the GAAP to IFRS

V. .‘ AN

Financial Reporting in Canada, 2008 — 33 Edition

Now topically organized, this practical reference guide covers the latest
trends in Canadian financial reporting, including international developments.
For more information or to order: knotia.ca/store/fric-CA

2009 Financial Reporting in Canada under IFRS

This comprehensive new guide looks at the application of IFRS from a
Canadian perspective.

For more information or to order: knotia.ca/store/ifrs09-CA

Valuable guidance to help you .-
meet the new Cha”enges ahead CA Chartered Accountants

of Canada
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