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FROM THE EDITOR

Get money-smart

Many Canadians are not saving enough and some save nothing

at all. This could lead to a sad state of affairs for our economy

T he lack of financial literacy among segments of the populace can affect
an economy adversely. The subprime mortgage crisis in the US is one good
example. There is evidence that many borrowers did not know what a “sub-
prime” mortgage entails. If financial literacy is “having the knowledge, skills and
confidence to make responsible financial decisions,” then it needs to be taken
seriously by Canadians, of whom
42% lack basic financial literacy.

In “It pays to know” (p. 18), Robin
Taub and Mary Teresa Bitti tell us
why it is important to be literate in
financial matters. Taub, a CA spe-
cializing in financial literacy and
author of A Parent’s Guide to Raising
Money-Smart Kids, and Bitti, a free-
lance writer, write: “The CICA’s own
research shows that half of Canadian
adults are not saving enough, setting
aside less than 10% of their monthly
income, with 25% saving less than
5% or nothing at all.” These are scary
figures. One typical scenario finan-
cial advisers see is the 50-something
baby-boomer couple who had not
done any financial planning beyond

the last-minute RRSP contributions
and woke up one morning to a six-
figure mortgage and tuition for children in university. Don’t fail to read this fas-
cinating investigation of current efforts to improve financial literacy in Canada.

There are clients, and then there are clients. Some, everyone wants; others, you
wish you could leave in the nearest dump. What do you do when you have the
latter client? John Lorinc writes about both in “The good, the bad and the ugly”
(p. 26). Read how to cull the bad and cultivate the good in this piece.

In this issue, columnist Jim Carroll tells us we may soon have appliances that
are so smart that they will make perfect microwave popcorn — the kind that
doesn’t leave any hard kernels (p. 8). Marcel C6té warns us about economists still
preaching the values of homo economicus, who allegedly only thinks about mar-
kets. Today, he says, people also think about happiness and social concerns (p. 48).

I'd like to say thank you and goodbye to Christine Wiedman, associate profes-
sor and codirector of the University of Waterloo’s school of accounting and finance
PhD program, who has been our education technical editor since 2008. I would
like to welcome Karim Jamal, chair of accounting, operations and information
systems in the school of business at the University of Alberta and CAmagazine
contributor, who is taking over this role.

We also have regulars on standards (p. 32), assurance (p. 36) and education (p. 40).

Okey Chigbo, Editor
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FRONT

News, people, briefs, trends + tips

On top of the world

%

R
Bill Borger, seen here at the Matterhorn, spent two years
climbing 40 peaks before conquering Mount Everest in May

hen you’ve already swum the English Channel, climbing the high-

est peak in the world seems like a suitable encore. And for CA Bill
Borger, reaching the south summit of Mount Everest in May makes him
the first Canadian to accomplish both these feats.

Gen Y has a bum rap,
says report

The stereotype that millennials in the work-
force are hard to please and difficult to
manage doesn't reflect reality, recent research
finds. According to a white paper titled
“Attitude? What attitude?” by the Kenexa
High Performance Institute, a division of
global HR firm Kenexa, 60% of millennials —
those born between 1982 and 2003 — are
extremely satisfied with their employers and
63% say they have opportunities for growth
and development at their companies.

In contrast, 54% of older workers cite
overall satisfaction and just half report growth
opportunities. The 2011 study surveyed
more than 30,000 working-age people in 28
countries, including Canada, the US and UK.

“Our research indicates millennials
often stand on common ground with their
older counterparts,” says KHPI research
manager Rena Rasch. “The millennials may
even turn out to be better employees and
— eventually — better employers than their
predecessors.”

The 36-year-old Alberta native conquered the channel in 2000, braving illness and jellyfish stings (see “Bill’s excel-
lent adventure,” January/February 2001). Everest wasn’t any easier — altitude changes caused him to throw up so
violently he stopped eating and lost 33 pounds in six weeks. He also witnessed a Japanese climber die en route. “When
we were going to the summit I told myself that this would be the worst day of my life, ‘bring it on,’ and that prepared
me for the bad stuff,” he says. “What made me persevere is the notion that pain is temporary but regret is forever.”

Borger’s efforts on Everest raised more than $440,000 for the Calgary HandiBus Association, a nonprofit organi-
zation he appreciates because his grandmother used the service. “The money will buy new buses and I also liked
the connection with my climb and getting people with mobility issues around the city.” He will also offer speaking

engagements for any donors who contributed $25,000 or more.

m Now back home, Borger spends time with his two children
1999 obtains CA designation (Alta.) and focuses on being a president of the family construction busi-
2000 swims English Channel ness. “The climb definitely cost me in profitability and relation-
2002 joins The Borger Group of Cos. ships, but you have to be ready for these consequences,” he says.
2010 becomes president of the Underground And while he is eager to give his body a much-needed break,

and Earthworks divisions Borger won’t be giving up his adventure quests anytime soon. “I
2011 climbs Mount Everest think I'll try running next — maybe an ultramarathon through
the Sahara.” Rosalind Stefanac

4 CAmagazine | October 2011
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YOUTH LACK MONEY SKILLS

N early all (94%) Canadian youth aged 16 to 22 54%
say being good with money is an important life

skill, but only 41% are very confident they have 54%
the knowledge, skills and discipline to manage 48%
their money well, according to the CICA’s Youth 42%
Financial Literacy Survey conducted by Harris/ 41%
Decima. Less than half of respondents are very con- 39%
fident they could stick to a budget (33%), develop a 36%

budget (36%), limit spending (39%), avoid financial
fraud (42%) or use credit cards responsibly (48%). 33%

Given this lack of confidence, many young peo- 0%
ple are either avoiding financial activities or doing
them poorly. For example, only 43% are budgeting
and, of those, 36% say they are very successful at
it. Although most (73%) are trying to limit spending, only 33%
say they do so very successfully.

Who should be teaching financial literacy to kids? Parents,
according to the youth polled. Nine in 10 (89%) say parents have
alot of responsibility for educating them about money, compared
with schools/teachers (24%), financial services sector/banks (16%)
and government (13%). The survey also indicates just 16% of par-

ASK AN EXPERT

Findings

% of youth very confident they have the
knowledge, skills and discipline to:

Save money for a major purchase
Manage cellphone expenses

Use credit cards responsibly
Avoid financial fraud

Manage money well overall

Limit spending

Develop a budget

Stick to a budget

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: CICA’s Youth Financial Literacy Survey, 2011

ents have been extremely successful in this area, showing there
is an opportunity for parents to do more to help their children
develop money management skills.

Note: among its financial literacy initiatives, the CICA is
developing a guide to help parents teach children about money
(see “It pays to know,” p. 18).

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

| KEEP BUTTING HEADS WITH MY BOSS. WHAT SHOULD | DO?

+ Friction between supervisors and employees
can stem from differing work styles. It’s not
possible to control your boss’s actions, but you
can change how you respond to them.

Here are five types of challenging bosses and
tips for working with them:

The micromanager. Trust is usually the issue
here, so make sure you build it. Don’t miss
deadlines, pay attention to details and keep
your supervisor apprised of all the steps you’ve
taken to ensure quality work.

The poor communicator. At the outset of a
project, ask for any information your boss has
not yet provided. Diplomatically point out

that these details are necessary to ensure you
meet his or her expectations. Seek clarification
when confused and arrange regular check-ins.

The bully. Stand up for yourself. The next time
your boss shoots down your proposal, for example,
calmly explain your rationale. Often, he or she
will relent when presented with a voice of reason.

The saboteur. Ensure your contributions are more
visible to others, especially senior management.

Get information in writing from your boss so you have
a chain of communications to refer to, if needed.

The mixed bag. This manager’s moods are
unpredictable — he or she may confide in you
one day and turn a cold shoulder the next.

Try not to take this disposition personally. Stay
calm and composed. When this boss is on edge,
try to limit communication to urgent matters.

Robert Hosking is executive director of staffing
service OfficeTeam (www.officeteam.com)
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GN UMBERS
1 Rankof departing and arriving on time
as most important elements of custom-
er satisfaction among frequent flyers in a

1998 survey. Having a frequent-flyer pro-
gram ranked last.

1.3 willions of reward flights issued
by Aeroplan in 2010. Since launching in
July 1984, more than 600 billion miles have
been redeemed by travelers.

13 Average possible percentage sav-
ings on travel expenses available to large
Canadian companies participating in fre-

quent-flyer programs, according to a 1989 study. The authors also

found only 30% of award miles were used.

50 Percentage of Canadian business travelers surveyed in 2010
who said their company had no official policy regarding travel.

Going Concern

PHILIP MAGUIRE, CA
MANAGING DIRECTOR,
EXECUTIVE MENTORS

COMPANY PROFILE:

HOT FACTOR:
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Fly with me July, a Chicago consultant recorded
his 10 millionth mile flying with United Airlines.

Thank you for choosing the world of frequent flyers

For those with a policy, fewer than one in
five said they obeyed it “to the letter.”

82.1 Percentage chance a requested book-
ing on a set date will be available on Air
Canada using reward miles, according to
a survey done in March and April of 24 air-
lines. Air Canada ranked seventh, Brazil’s
GOL placed first (100%) and US Airways
last (25.7%).

$ 1 ,045 Cost in US dollars of a two-and-a-
half-day MySky seminar in Detroit to over-
come one’s fear of flying. Experts suggest

at least one in three flyers experience anxiety and one-quarter

of those are frequent flyers.

COOL PROJECTS:

1979 Year Texas International Airlines launched the world’s
first frequent-flyer loyalty program.

Steve Brearton

IN HIS OWN WORDS:

SETH



Bits& Bites Insight, news + reports at a glance

Savings, not age, now dictates “right” time to retire
Three out of four (73%) middle-income baby boomers in the US say their
financial situation, not age, is now the key trigger for when to retire, according
to a study by Bankers Life and Casualty Co.’s Center for a Secure Retirement,
the research arm of the Chicago-based insurer.

The study, which focused on 500 Americans aged 47 to 65 with incomes
between US$25,000 and US$75,000, found that one-third expect to retire

after age 65 and 31% are unsure at what age they will be able to retire. A

majority said they had not saved as much for retirement as they had expected to

Career-limiting moves

at this point in their lives (see chart below), and two in three (67%) thought

they would be in a better financial position for retirement than they are now. You may not think anyone notices or

“On the new road to retirement, the majority of Americans can now retire cares when you have raw onions at lunch,

. . but bad breath iously d

only when they feel they can afford to do so,” said Scott Perry, president Wt bad breath can seriously decrease
. your chances of being promoted, finds a
of Bankers Life and Casualty. ) )
survey by US recruiter CareerBuilder.

. . . . Nearly 3,000 hiring managers were

Retirement savings of middle-income US boomers / & e _
(US$) asked to name the personal attributes

that would make an employee less

$10,000 o less T appealing for a promotion. Here are their

o
55 f’ top responses:
o, save
$10,000 to less than $50,000 18% leve than Piercings - 37%
100,000
$50,000 to less than $100,000 18% o Bad breath - 34%
el _ O,
$100,000 to less than $500,000 26% Visible tattoo - 31%
Wrinkled clothes - 31%
$500,000 to less than $1 million 3%

Messy hair - 29%

$1 million or more | 19, Dresses too casually - 28%

Too much perfume or cologne - 26%
Don’t know 5%

Too much makeup - 22%

Source: Bankers Life and Casualty Co. Center for a Secure Retirement,
Middle-income Boomers, Financial Security and the New Retirement, 2011

Messy office or cubicle - 19%
Chewed fingernails - 10%
Too suntanned - 4%

WEEKEND INTERRUPTED SWEET ON SMEs

SETH

More than 60% of North American
employees get email from their
bosses on weekends — and are
expected to reply, according to a
survey by human resources firm
Right Management. A third of
respondents say this happens often,
while 30% say the imposition

is only occasional.

Contrary to popular belief, most
online investors aren’t looking for
speedy financial gains, an RBC poll
finds. Just 9% of Canadian online

investors seek short-term profit,
while 85% use online investing
accounts for either long-term or a
combination of both long- and
short-term goals.

Canadians “heart” small-business
owners. More than 90% of
Canucks admire entrepreneurs
and would approve of their child or
immediate family member starting
their own business, according to a
survey conducted for the Canadian
Federation of Independent
Business.
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Netwatch

BY JIM CARROLL

YOUR GUIDE TO BUSINESS & ACCOUNTING ON THE INTERNET

Your appliances are getting smarter

erfect microwave popcorn. I thought by now
we’d have mastered this but, for all its suc-
cesses, the high-tech industry still has not figured
out how to make perfect microwave popcorn.

The problem with making popcorn in a microwave is
that every oven has a different power output, so all you
candoislisten carefully to the popping pattern to figure
out when it might be finished. There has to be a better way.

Back in the early 1990s, as the concept of Internet-based
home automation started to appear, I figured there would
one day be a perfect microwave popcorn machine. While
on stage talking about the future, I would tell the story of
perfect microwave popcorn — predicting that I'd have a
device in my home that would read the bar code on the pop-
corn bag, query a database through the Internet, and figure
out the exact timing for that particular microwave device.

Orville Redenbacher would partner with appliance
manufacturers and come up with a really cool automated
system that would provide perfect popcorn every time.
Internet-linked appliances, back-end databases and a mar-
riage of consumer food products to the Internet and tech-
nology. It seemed like a pretty simple idea.

Well, as far as I know, it hasn’t happened — yet.

But this year at the Consumer Electronics Show in Las
Vegas, there were glimmers of hope. Clearly, there were
two big trends on display — tech/connectivity in the car,
and tech/connectivity in the home.

A lot of the news sizzle surrounds tech in the car; the
tech-in-the-home field isn’t getting as much attention,
because it’s just not as exciting as wheels. But there are
glimpses of what is going on: Whirlpool has announced
thatin 2011, it will have produced one million smart-grid-
compatible clothes dryers that utilize smart connectivity
to become more efficient. And imagine having a dish-
washer or clothes dryer that sends you a text message
when the cycle is finished — that’s going to be a regular
part of our lives soon, too.

Massive pervasive interactivity on a grand and unimag-
inable scope will soon be upon us — and the younger
generation, weaned on a diet of connectivity, will begin

8 CAmagazine | October 2011

reshaping their world in fascinating ways. Already my
16-year-old son reminds me to stop one car length behind
the normal spot at a red light — because he knows I'll
be on a pressure pad that will force an automatic green
turn light.

‘What happens to our world when everything around
us plugs in? Fascinating things, including perfect micro-
wave popcorn. Buy the intelligent microwave, bring it
home, and plug it into the wall. The microwave will use
the basic Internet connectivity found in your home to es-
tablish a connection.

The package of microwave popcorn you purchased in-
cludes a bar code that uniquely identifies it. When you
press “cook,” the microwave will read the bar code. It will
then use the Internet connectivity to send a query to a
central database. There, it will ask, in effect: “For this par-
ticular model of microwave and for this particular pack-
age of popcorn, how long is the cooking time?” Receiving
the answer, it will proceed to provide you with perfect
popcorn — every time.

Farfetched? I don’t think so. I believe we are destined
for a future in which everyday appliances and technolo-
gies will be linked to the Internet; often through the home
network or a wireless Internet connection that is set to
invade your home. As this occurs, devices will emerge with
capabilities that are quite unimaginable today.

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

Whirlpool tests smart washers
www.mobiledia.com/news/48941.html

Google’s Android@Home
www. huffingtonpost.com/2011/05/10/google-
at-home-android-appliances_n_860075.html

ZigBee Alliance www.zigbee.org
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Work in process

USING TECHNOLOGY TO IMPROVE THE WAY YOU DO BUSINESS

BY MICHAEL BURNS

Benchmarking survey 2011

n December 2010, we launched our first-ev-
I er business process benchmarking survey
(see www.camagazine.com/benchmarking-
surveyzo). The idea was to give organizations

achance to compare their performance with that of other
organizations to expose possible problems and targets for
improvement. Given the lack of benchmarking data in
Canada, we were sure we could all benefit.

Unfortunately, the survey did not draw enough respon-
dents to provide statistical reliability. But we learned a
lotin the process and have made improvements that we
hope will encourage you to participate, if you have not
already done so.

First, a few lessons we learned — or

relearned.
1. There will always be people who try
to beat the system. We had a number of
respondents who entered bogus data just
to see the results. We have fixed this problem by scanning
for bogus data and eliminating the results they generate.
2. For any given metric, the results can change dramati-
cally according to the size of the organization and other
factors. For example, alarge, complex organization might
take months to complete the budgeting process, while a
small company might take just days or weeks. That is
why the benchmarking survey tool allows you to com-
pare your organization’s metrics by industry, company
size, complexity and region.
3. Accounting and ERP systems don’t contain some of
the data that could be used in the benchmarks. In these
cases, you have to decide whether it makes sense to look
for the information, depending on the value of knowing
the metric.
4. Before starting the survey, it helps to know what data
you will need. The system will allow you to download
the list of metrics in advance.

Now for the changes and improvements we have made
since last December.
- Simplifying. The first version contained 63 metrics
across 15 business processes — too daunting to handle

10 CAmagazine | October 2011

for many organizations, even though you could skip over
many of the metrics. We now offer a “light” version with
13 of the most important metrics. You can always switch
to the advanced version later.

« Expanding the respondent base. The business process
benchmark tool will be opened up to other organizations
to increase the number of respondents.

« Introducing new metrics. We have added manufacturing
to the business processes and have included metrics for
efficiency (standard labour hours/actual labour hours
x 100), timeliness (percentage of production completed
on time), quality (percentage of products returned and
scrap percentage) and cost (production downtime/total
available production time x 100).

« Adding accounting/ERP systems to the mix. In addition
to comparing your organization by industry, company
size, complexity and region, you can see how you compare
with other organizations that have the same accounting/
ERP system as yours.

Despite our best efforts, organizations might have
their own reasons for choosing not to participate, with
concerns about confidentiality being chief among them.
We will release information only in the aggregate and not
publish any individual responses. We have also steered
clear of financial metrics for revenue and costs.

For an expanded version of this article, please visit
www.camagazine.com/benchmarkingsurveyir. For the
survey, visit www.r8obenchmarks.com. Please complete
it by December 15. As always, suggestions for improve-
ment are welcome.

Michael Burns, MBA, CA«IT, is president of 180 Systems
(www.180systems.com), which provides independent
consulting services, including business process review,
system selection and business case development.
Contact 416-485-2200; mburns@180systems.com
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Merger update:

CA-CMA leadership ponders next steps

A fter a summer of extensive dialogue about the
future of the Canadian accounting profession,
the CA-CMA consultation process has drawn to a
close. Now it is up to the leaders of the two bodies to

review the feedback and determine whether to proceed fur-
ther toward a merger.

Throughout the consultation period, CAs and CMAs
have candidly shared their points of view, not only on the
CPACanada website, but also at face-to-face meetings and
town halls hosted by provincial CA and CMA organizations
across Canada. The discussion revolved around members’
views about the guiding principles presented in the position
paper as a basis for creating a new chartered professional
accountant (CPA) designation.

More than 40,000 CAs, CMAs, candidates, students and
other interested stakeholders have visited the consultation
website, www.CPACanada.ca, to download the position paper,
view the CEO videos and directly exchange views with the
CEOs of the CA and CMA national organizations. To date,
approximately 4,000 members, candidates and registered
students have participated in the more than 6o town hall
meetings hosted by provincial and regional CA and CMA
organizations. In addition, surveys conducted throughout
the consultation period sampled the views of members from
both organizations as well as those of other key stakeholders.

While CAs largely endorsed the concept of a consistent
code of conduct for Canadian accountants and the idea of a
single high-quality qualification process, a number of them
expressed concerns that a merger would dilute the value of
their designation. Others felt the use of the CPA designation
in Canada could cause confusion with the certified public
accountant designation used in the US.

In his CEO Commentary on the CPACanada website,
Kevin Dancey, CICA president and CEO, argues that doing
nothing may prove to be an even bigger brand-dilution risk
than merging, if Canada’s CAs ultimately find themselves
lacking sufficient size to have relevance at the global table or
discover that they are not aligned with the global designation
of choice. With the concept under consideration, members
will receive a new CPA and they will also retain their CAs
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and be able to use their existing designations forever. Being
aligned with both the CA and CPA designations is a much
safer and more sensible strategy in Dancey’s view.

He also cautions against just looking within the borders of
Canada without recognizing what is happening to accounting
globally. By way of example, Dancey points out that in Europe,
the Association of Chartered Certified Accountants (ACCA)
and Institute of Chartered Accountants in England and Wales
are vying for control over the use of “chartered professional
accountant.” He notes that the ACCA has already made sev-
eral attempts to gain a foothold in Canada and currently has
amutual recognition agreement with CGA-Canada.

Surveys to gauge the attitudes of business leaders, gov-
ernments, regulators and public-policy experts about the
proposed merger were also conducted during the consultation
period. The results indicate that concerns over brand dilution
and confusion are not generally shared by leaders in Canadian
business and government. Most Canadian business leaders
said that not only would a merger be positive for Canadian
business, a combined qualification process and designation
would also result in better-quality professionals. Few had any
concerns with the move to the CPA designation; most noted
it would reduce confusion and make hiring easier.

The majority of government and other stakeholder groups
surveyed also identified benefits arising from the merger.
There was unanimous agreement that a consistent code of
conduct would be beneficial for Canadian business. Most
said a merger would be positive for their organization and
for Canadian business as a whole. While the majority agreed
amerger would strengthen Canada’s voice at the global stan-
dard-setting table, few believed the new Canadian CPA desig-
nation would create confusion with the US CPA designation.

A full report on the consultation will be made available
to all members shortly. Meanwhile, the national and provin-
cial boards and councils of both bodies are analyzing all the
input received with a view to determining whether or not to
proceed toward a concrete proposal for a merger. Should they
agree to proceed to the next step, the CA and CMA national
and provincial boards and councils will prepare a concrete
proposal for member consideration and support.

Watch for further updates on the www.CPACanada.ca
website.



Free online intro to accounting standards for private enterprises

The CICA has launched a new online course that provides
an overview of the new accounting standards for private
enterprises (ASPE). Introduction to Accounting Standards
for Private Enterprises provides information about the stan-
dards and identifies the significant application issues that
should be taken into consideration.

“All accounting professionals should have some knowledge
of ASPE, particularly those with private-company clients and
those working for a private company,” says Gordon Beal, CICA’s
director of guidance and support. “The depth of knowledge
you need depends on your current job and future career plans.
Some people will find this primer course is all they need;
others will view it as a strong foundation for future learning.”

The course takes participants through some of the
financial reporting options available to Canadian private
enterprises by looking at a sample financial statement.
It reviews the standards in use by looking at the balance
sheet, income statement and cash-flow statement, iden-
tifies the main issues and highlights where to look for
further guidance. The one-hour course is available to all
accounting professionals free of charge. CAs earn a one-hour
continuing professional development credit upon success-
ful completion of the course quiz.

To sign up for Introduction to Accounting Standards for
Private Enterprises or for more information, visit http://www.
cica.ca/privateenterprises.

WE'RE BACK
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“Every day of the week our customers are asking us for information.

In addition, industry-required food safety programs, like HACCP,

all demand information at a moment’s notice. SYSPRO has proven

over and over that it delivers full control, confidence, and peace of

mind — all at the touch of the button.”

Willem Vergeer, Founder, Proveal Inc.

Specialty Meat Producer uses ERP
to Pack Confidence

roveal Inc., located in Milton, Ontario, is a
Pspecialty meat processing and packaging
company. Opened in 1992 by Willem Vergeer
and his wife, Mariska Vergeer, Proveal cur-
rently employs some 20 workers in a 14000-sq.
ft. processing plant, and markets its product
lines to national retail and food service cus-
tomers in Canada and the United States.

In 1999, Proveal went shopping for an
Enterprise Resource Planning (ERP) solution.
“We needed an integrated system that would
give us optimum information for minimal
effort,” says Vergeer. “In the food industry, the
margins are very tight, and you need to know
your costs. In addition, you have to ensure
complete food security, as specified by HACCP,
the industry-required food safety program.”

Proveal’s search for an ERP eventually led
the company to SYSPRO. “It had everything
we needed,” says Vergeer, “I'm not really an
IT person, but I was amazed at all the things
SYSPRO could do.”

The implementation of SYSPRO was an
important strategic component for Proveal’s
growth and development. “SYSPRO’s interac-
tion between incoming goods and outgoing
finished products has enormous operational
value,” says Vergeer. “Being able to control
our product and our cost with full trace-
ability from every BOM detail has allowed us
to position ourselves strategically as a niche
manufacturer.”

As Proveal realized the power of its new ERP,
the software itself became a fundamental sell-
ing tool. “SYSPRO is the ‘added ingredient’ that
helps establish the quality of the entire com-
pany,” says Vergeer. “If we have visitors, we
show them the plant, the product, and the way
that everything is integrated under SYSPRO.”

National retail and food service operations,
explains Vergeer, need to have one-hundred

percent faith in the quality of their suppli-
ers’ products. “Our clients have all been very
impressed with the accuracy and detail that
SYSPRO provides. Our consistency and full
product control gives them confidence in their
relationship with us. In addition, we have
received very positive comments after every
mandatory third-party audit.”

Over the years, SYSPRO’s modules have grown
with, and even anticipated Proveal’s needs.
“We rely heavily on full product traceability,”
says Vergeer, “as well as detailed BOM cost
controls, product movement analysis, sales
analysis, forecast analysis, historical planning
control and SYSPRO’s many other features.
They make it possible for us to run a tightly
controlled processing facility in a very com-
petitive business environment.”

In today’s marketplace, says Vergeer, rapid
access to information can be critical. “Every
day of the week our customers are asking us
for information. In addition, industry-required
food safety programs, like HACCP, all demand
information at a moment’s notice. SYSPRO
has proven over and over that it delivers full
control, confidence, and peace of mind - all at
the touch of the button.”

In 2010, says Vergeer, by way of example, when
the Canadian government listed bisphenol A
(used in the manufacture of plastics) as a toxic
substance, one of Proveal’s biggest customers
asked the company if bisphenol A was present
in their packaging materials. “If you keep your
SYSPRO system updated,” says Vergeer, “it’s
extremely efficient.” In this instance, Proveal
had the answer within two hours, and the cus-
tomer was reassured.

“We're proud to be SYSPRO users,” concludes
Vergeer. “Furthermore, we can state with con-
fidence to our colleagues in the industry that
SYSPRO ERP is an excellent ingredient for the
success of an organization in the food sector.”

Delivering
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solutions
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CICA presenting new conference on personal financial planning

The fall conference seasonisin full swing for the Canadian
Institute of Chartered Accountants (CICA). Something new
for 2011 is the CICA Advanced Personal Financial Planning
Conference and Showcase.

CAsin traditional practices and in wealth-management firms
serve clients in a variety of ways. The conference includes gen-
eral and technical sessions covering the latest and most relevant
topics.

“The timing is right for this conference with a growing inter-
estin personal financial planning,” says Frank Colantonio, CICA
director, continuing education. “The financial crisis impacted the
financial well-being of many individuals and there is a growing

literacy as an essential life skill and that many recognize they

can use some help,” Wilson says.

Conference participants also will hear from special guest

speaker Harry Markopolos, the Bernie Madoff whistleblower.

Other topics to be addressed at the conference include:
fiduciary responsibility;
a scan of the regulatory landscape;
running a successful personal financial planning practice;
helping family businesses grow and maintain wealth;
the income tax implications of investing; and
options and opportunities for careers in wealth management.
The conference is ideal for CA practitioners and others who

focus on the financial literacy of Canadians.”
In fact, Cairine Wilson, CICA national practice area leader

provide wealth management and financial planning services. It
runs November 7 to 8 in Toronto.
for financial literacy, will participate in a session on that topic. More information is available online at www.cpd.cica.ca/

“Our national survey in 2010 found that Canadians view financial  pfpconference.
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The Mason Group specializes in the recruitment and placement of finance and accounting professionals group

because that’s the world we come from. For permanent or contract searches — for all levels from
Financial Analyst to CFO — we know what it takes to help our clients and candidates find their perfect fit.

Discover yours at www.masongroup.ca Mississauga 905-804-1100 Toronto  416-733-9393 ( strategic search partners )
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Sta n da I‘C|S d |gest Want to be kept informed? Log on to www.cica.ca/stds-subscribe

RECENTLY ISSUED PRONOUNCEMENTS

CICA Handbook — Accounting Date issued’
Part |

2012 Edition of International Financial Reporting Standards (Part ) July 2011

|IFRS 10, Consolidated Financial Statements September 2011
IFRS 11, Joint Arrangements September 2011
IFRS 12, Disclosure of Interests in Other Entities September 2011
IAS 27, Separate Financial Statements (revised) September 2011
|AS 28, Investments in Associates and Joint Ventures (revised) September 2011
Amendments to IAS 1 Regarding Presentation of ltems of September 2011

Other Comprehensive Income
Parts Il and 111
2011 Improvements to Part Il October 2011

CICA Public Sector Accounting Handbook

Section PS 1201, Financial Statement Presentation June 2011
Section PS 2601, Foreign Currency Translation June 2011
Section PS 3450, Financial Instruments June 2011

RECENTLY ISSUED DOCUMENTS FOR COMMENT (to September 30, 2011)

Accounting Comment deadline
EDI Consolidation — Investment Entities November 25, 2011
RVI 1ASB Agenda Consultation 2011 November 30, 2011
EDI Improvements to IFRSs October 21, 2011
EDI Mandatory Effective Date of IFRS 9 October 21, 2011

Public Sector
ED Amendments Resulting from Section PS 3450 October 14, 2011
ED Handbook Improvements October 28, 2011
CP  Conceptual Framework — Characteristics October 15, 2011
WATCH FOR
New or Revised Standards |FRSs on Fair Value Measurement and Post-Employment Benefits
Documents for Comment IASB Re-exposure Drafts Regarding Leases and Revenue Recognition
Legend
ED — Exposure Draft EDI — ED based on IFRS/ISA RVI — IASB Request for Views
DIl — IASB Draft Interpretation ITC — Invitation to Comment CP — Task Force Consultation Paper

¥ Refer to each Handbook pronouncement for the effective date and transitional provisions.
The information published above reflects best estimates at press time. Please visit our website
for the most recent information.
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Why invest the time to get to know our clients?
Because we care to fully understand what you're up
against and where you want to go. We gain insight and real
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COVER STORY

FINANCIAL LITERACY

With debt levels rising and retirement savings sinking,

a lack of financial literacy is costing Canadians

big time. Help is needed and CAs are heeding the call

It pay$ to know

Literacy course at Ottawa’s Algonquin College.
Gordon, a CA, has been a financial security ad-
viser with Freedom 55 Financial in Ottawa for
the past five years and created the curriculum
for the course. “Jim approached me after the
course wasfinished and said, ‘I’'m broke,”” re-
calls Gordon. “I was astounded because he
had a job with the federal government.” As it
turns out, even though Jim had a good income
that should have been sufficient to meet his
expenses and save for the future, he had ac-
cumulated $20,000 of student debt and thou-
sands more in credit-card debt. He explained
to Gordon that when he got the credit card it
felt like free money, so he went on a spending
spree, buying music and stereo equipment.
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BY ROBIN TAUB & MARY TERESA BITTI

Jim* was 26 years old when he walked into Ted Gordon’s Personal Financial

“Jim was living paycheque to paycheque
until he recognized that he had a problem,”
says Gordon. “The fact is, many people ex-
periencing financial difficulty have money;
they’re just not handling it responsibly.”

It’s a situation Laurie Campbell, executive
director of Credit Canada, a not-for-profit char-
itable organization providing credit-counsel-
ing services and debt-management solutions,
knows all too well. In fact, 40% of the cases it
deals with are people like Jim who have suf-
ficient income but don’t know how to man-
age it. “No one ever taught them how to live
within their means and they never learned
on their own,” says Campbell. Eventually,
a life event — such as a marriage or birth

illustration by MARK STEPHEN
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Research shows half of Canadian adults are not

saving enough, setting aside less than 10% of their

or a crisis such as an illness, disability, death, divorce or job loss
— brings these issues to the forefront.

Take Steve,* a Credit Canada client, for example. “He was mak-
ing a six-figure income, his children were in private school, they
had ananny but the family was cash poor,” says Campbell. “They
were not saving at all. They had nothing invested in registered
retirement savings plans (RRSPs). Their house was mortgaged
to the hilt and as soon as he was laid off there was no cushion to
help him over a period of unemployment because every single
penny of his income went to service his lifestyle without con-
sideration of what could happen in an emergency. It took losing
his job for him to make a change.”

According to Statistics Canada, the average Canadian fam-
ily carries a debt load of $100,000 and its debt-to-income ratio is
at record levels. For every $1,000 in after-tax income, Canadian
families owe $1,500. The CICA’s own research shows that half of
Canadian adults are not saving enough, setting aside less than
10% of their monthly income, with 25% saving less than 5% or
nothing at all. It’s a slippery slope — one with implications for
the Canadian economy.

In order to create a national strategy to strengthen financial
literacy across the country and in so doing secure the country’s
economic well-being, in 2009 the federal government established
the Task Force on Financial Literacy. Both Gordon and Campbell
were part of the 13-member task force, which included representa-
tives from education, business, not-for-profits and academia, with
Gordon serving, along with Jean Vincent, president and general
manager of the Native Commercial Credit Corp., as one of two
CAs. In February, the task force released its findings and some 30
recommendations —all highlighting the need for collaboration
and coordination among schools, governments, financial insti-
tutions, employers and labour organizations and, perhaps most
importantly, stressing the need for lifelong learning by helping
Canadians leverage the variety of programs and resources that
currently exist but they may not know about.

The task force defines financial literacy as having the knowl-
edge, skills and confidence to make responsible financial deci-
sions. As aresult,among its key recommendations is that Human
Resources and Skills Development Canada name financial lit-
eracy an essential skill and that financial literacy be integrated
into the formal education system, including elementary, high
school, college, university and adult learning. The task force
also recommended financial literacy training be incorporated
into workplace programs.

Jim Yih is a financial educator and founder of Edmonton-
based The Think Box, which specializes in financial education
programs in the workplace. Creator of retirehappy.ca, his blog was
The Globe & Mail's 2011 personal finance blog of the year. “In my
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view, financial literacy is a combination of education and skills,”
he says. “There is no shortage of information. Everything you
need to know to be financially literate is out there, but still 42%
of Canadians lack basic financial literacy. Why? Even though
the information is available, there is very little formal educa-
tion around financial literacy. We don’t learn it in school or in
the workplace. Instead we learn it informally from our parents
and what we are seeing is that most of our parents aren’t doing
a very good job either. Until we get to people earlier in a more
consistent, unbiased way, things aren’t going to improve.”

That has recently changed in Ontario with the integration of
financial literacy into the curriculum for students in grades four
to 12 this fall. Manitoba is considering a similar move, as is BC,
which has already introduced financial literacy as a mandatory
course for high-school students. According to Tom Hamza, presi-
dent of the Investor Education Fund and co-chair of the Ontario
Working Group on Financial Literacy, in Ontario it has started
“to be incorporated into topics beyond business and math to
ensure that financial learning cannot be avoided.”

Financial literacy isn’t just a set of tools, says Hamza. “It’s a set
of actions that will put money in your pocket and improve your
financial situation. For example, people renew their mortgage
with their original financial institution more than 80% of the
time. Most don’t bother comparing what other institutions are
offering and that’s the biggest investment of their lives. It just
shows there is a very real practical need for financial literacy.”

The bottom line: financial literacy is a necessity in today’s
world. The task force believes Canadians must be empowered
to make better financial and life choices: to plan better for the
future, ride out difficult economic times, protect themselves
against financial fraud and navigate major life events. As a nation,
this allows Canada to be strong, competitive and successful in
a global economy.

A financially literate population promotes self-sufficiency
and financial independence, thus reducing the pressure on social
programs. It enhances economic stability, strengthens competi-
tiveness and contributes to stronger capital markets.

Understanding personal finances will help an individual
save for his or her children’s education, purchase a home, deal
with divorce or having to care for elderly parents, make better
investment decisions and minimize the amount of income tax
he or she must pay. It will help him or her cope with crises and
ultimately will help build his or her personal wealth to secure
a comfortable future.

As it stands, Canadians aren’t doing such a great job manag-
ing their finances. According to research from Statistics Canada
for the federal task force, almost 25% of Canadians were weak
in keeping track of their finances, planning for the future and



staying informed about financial matters. More than a third
were struggling or unable to make ends meet and 30% were not
preparing for retirement. They fared no better when it came to
basic investor knowledge. Only 35% of Canadians knew invest-
ments in the stock market are not insured, while one-third did
not know what happens to their buying power when the inflation
rate is higher than the interest they earn on their investments.

Kurt Rosentreter, a CA and a senior financial adviser with
Manulife Securities Inc. in Toronto, is not surprised by the find-
ings. “It’s safe to say the typical Canadian struggles to understand
what’s going on with his or her employer pension plan, invest-
ments, mortgage, registered education savings plan [RESP], RRSP,
life insurance, will — in other words, the world of personal
finance,” he says. “Financial literacy is low regardless of whether
I'm dealing with an electrician or a CEO. It’s not a gender thing.
It’s not a career thing. It’s not a net worth thing. What shakes
them out of that apathy is a life event, like a birth, marriage,
divorce, death, career change, and they have to act. But it’s pretty
rare that someone is proactive and will spend sufficient time
each year on his or her finances. And that will hurt him or her
long term.” This is particularly true when it comes to estate plan-
ning, investments and insurance, says Rosentreter. “And that’s
dangerous because if you don’t know what you are buying it’s
easy to be taken advantage of.”

Gordon shares an example of recent clients, a married couple
in their 40s, who closed their eyes to the poor performance of
their portfolio — literally. “In this case, it wasn’t an issue of
not saving. Their RRSPs were losing money every year and they
didn’t know what to do about it or what to say to their financial
planner. The wife’s solution was to stop opening up the state-
ments,” says Gordon. “Had they stayed the course they would
not have been able to retire as comfortably as they should, given
their incomes. Most people with a financial plan should tar-
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“No one wants to hear they’ll be working until
they’re 70 because they have no pension and their savings are

get around a 5% growth rate each year on their savings, not a
decrease. Thankfully, I've taken over their RRSPs and they are
now making money.”

Demographic, social and economic changes mean Canadians
are assuming increasing responsibility for their financial futures
and they simply cannot afford inaction. As members of the baby-
boom generation retire, there are fewer workers to support them,
which strains social programs such as Canada Pension Plan, Old
Age Security and healthcare. Due to increases in life expectancy,
baby boomers will be living longer in retirement and will need
more savings and other means to support themselves. Fewer

Canadians now have access to company-supported pension pro-
grams and the majority of those who do have defined contri-
bution plans. This shifts the risk associated with investment
management from the employer to the individual employee.
At the same time, the financial marketplace is becoming more
complex and financial products are becoming more sophisticated

and difficult to understand. Poor financial decisions are simply
too costly. Many Canadians are already living with high levels
of consumer debt and razor-thin savings.

If there is one typical scenario of the baby boomers walking
in his door, Rosentreter says it’s the 50-year-old couple who had
not put a lot of thought into their finances beyond making last-
minute RRSP contributions and possibly purchasing life insur-
ance. That is, until they woke up one day to realize that all the
upsizing of their lifestyle has left them with a six-figure mortgage
at the same time they are paying tuition for university-bound
children. “What they get from me is a one-time physical exami-
nation of their finances and a status checkup of where they
are. And it’s rarely pretty,” Rosentreter says. “No one wants to
hear they will be working until they are 70 because they have
no pension and their savings are insufficient because they’ve
been spending every dollar on lifestyle. When people are mak-
ing $150,000 a year and don’t have money for an RRSP or child’s
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“The CA profession is eager to help Canadians

gain the financial skills, knowledge and confidence to make the

RESP, what’s going on? No one is thinking about the future.”

Part of the problem, says Hamza, is that, unlike health issues,
which are “personal and immediate, finances are personal, but
not always immediate. It’s hard to get people to see the future
consequences of decisions they are making today.” In fact, a
national survey by Harris/Decima for the CICA reveals that 34%
of people surveyed reported carrying a balance on their credit
cards, while 12% have borrowed to cover daily living expenses
and almost half still owe against these loans. What’s more, 40%
of Canadians 55 or older say they have not saved enough for retire-
ment and of those planning to retire in the next five years, 32%
believe they have not saved enough.

Why? They simply do not have the cash flow to save for retire-
ment because they’ve taken on too much debt, says Yih. “Just the
other day, I was speaking with a 35-year-old couple who have
significant credit-card debt. They also have three children and
want a bigger house and a new car because theirs is six years old
and they feel they should upgrade. So they are willing to go into
even more debt to foster a lifestyle they can’t afford. It’s happening
everywhere. And the fact that access to credit is so easy and people
are content to carry balances on their credit cards, ignoring the
double-digit interest they are being charged, means the problem
will only continue to grow.”

This lack of basic money-management skills is a concern that
goes beyond Canada. The Organization for Economic Co-operation
and Development (OECD) has acknowledged that financial lit-
eracy is a key contributing factor to prosperity and well-being
around the world and that more needs to be done. The UK, the
US, Australia and New Zealand have all been developing and
implementing national strategies to improve the financial lit-
eracy of their citizens.

In the US in particular, one of the legacies of the financial
crisis is the realization that the financial well-being of individu-
als and families is vital to national financial stability. A lack of
financial literacy is one barrier that can lower standards of liv-
ing and limit prosperity and growth. The Financial Literacy and
Education Commission has developed a new national strategy
to promote financial literacy and education. The strategy sets a
direction for policy, education, practice, research and coordination
in the financial literacy and education field. It also establishes
concrete goals to increase financial literacy and improve financial
decision-making by individual Americans and their families as
they pursue personal financial objectives. One goal is to increase
awareness of and access to effective financial education, while
another is to improve the financial education infrastructure.

The US government has created the website mymoney.gov asa
resource dedicated to teaching Americans the basics about finan-
cial education. In addition, the American Institute of Certified
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Public Accountants has created the free program 360 Degrees
of Financial Literacy (www.360ofinancialliteracy.org) to help
Americans understand their personal finances through every
stage of life.

The CICA is also focused on financial literacy and wants to
help Canadians better manage their own financial destiny and
that of future generations. “Protecting and acting in the public’s
interest are the top priorities of Canada’s CAs — a mandate that
has defined us for more than 100 years,” says Kevin Dancey, CICA
president and CEO.

That commitment to advance financial literacy extends to
Canadians of all ages from childhood through retirement. The
organization wants to help young people but also aid mature
Canadians who face rising debt levels or insufficient retirement
savings. “The CA profession is eager to help Canadians gain the
financial skills, knowledge and confidence to make the best
choices for their circumstances,” says Cairine Wilson, vice-pres-
ident, CICA member services and publisher of CAmagazine. “The
profession has the opportunity to become a fundamental driver
of the economic and financial health of individual Canadians,
and in turn, the broader economy.”

Tina Di Vito, CA, head of BMO Retirement Institute and author
of 52 Ways to Wreck Your Retirement: ... And How to Rescue It, pub-
lished this fall by John Wiley and Sons Inc., couldn’t agree more.
“You don’t need to know everything about complicated invest-
ments such as derivatives; for most Canadians financial literacy
isreally about understanding what they own and owe, and how
cash flow impacts net worth,” says Di Vito. “Earlier in my career
I worked with an accounting firm and prepared cash flow and
net worth statements for people who had taken early-retirement
packages. It was a real eye opener for them. It forced them to take
a look at all their assets and debts — something many of them
hadn’t done before.

“We also reviewed tax returns and that was another clear
signal to people because they didn’t think about tax when they
made investments. It’s not that they are uninformed necessarily
or making bad decisions, they just aren’t connecting how all their
financial decisions are interconnected. As CAs we are in a unique
position to help because we are involved in so many aspects of a
client’s life and we can connect the dots.”

The Harris/Decima-CICA survey revealed that the most
sought-after financial literacy skills are tips on minimizing
taxes, avoiding fraud and how best to teach kids about money. The
CICA is working on a series of online and offline education initia-
tives to advance financial literacy from childhood to retirement.
The online resources will include a monthly e-newsletter and a
website that will provide free, unbiased information, material on
various key aspects of financial literacy and include interactive



tools and resources. The CICA will also continue to do ground-
breaking research.

In addition, the CICA is publishing a book in September 2011
called A Parent’s Guide to Raising Money-Smart Kids to help parents
teach their kids about money. According to its survey, Canadians
believe that parents have the primary responsibility of teaching
their kids about money and many have tried, but most believe
they have not been very successful. However, they recognize
they need help and are willing to listen and learn.

Finally, the initiative includes community outreach by CAs
to deliver seminars on key financial topics at the grassroots level
in their communities, local schools and
places of employment. Topics include: fi-
nancial planning, household budgeting,
teaching kids about money, tips for mini-
mizing taxes, saving and investing, man-

expect to become world leaders in financial literacy. It’s exciting.”

To read the task force report, including all 30 recommenda-
tions, please visit www.financialliteracyincanada.com/cana-
dians-and-their-money.html.

“Indicates the name has been changed to protect the privacy
of the individual.

Robin Taub is a CA specializing in financial literacy and is the
author of A Parent’s Guide to Raising Money-Smart Kids.
Mary Teresa Bitti is a freelance writer based in Oakville, Ont.

aging debt and credit and retirement plan-
ning. These financial literacy seminars
will offer Canadians a hands-on oppor-
tunity to learn and have their questions
answered. The CICA is also planning to
offer electronic delivery of seminars and
to archive these webinars on the future
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The CICA, working collaboratively

Subject

Excellent Good Fair Poor ‘

with the provincial institutes, will provide
CA volunteers with presentation mate-
rials and resources. If you are interested
in volunteering, please contact Wilson at
cairine.wilson@cica.ca.

Already there are CAs who are eager
to get involved. “A recent CICA member
survey indicated that more than half the
respondents are prepared to volunteer
their talents and time to help improve fi-

nancial literacy,” says Wilson.

When it comes to financial advice, peo-
ple prefer to trust than to ask tough ques-
tions, says Hamza. “Trust is an easy substi-
tute for hard work, but people often place
trust blindly.” CAs, however, have earned ;
the public trust and are known for their
financial expertise, independence and
integrity — characteristics that uniquely
position them to help in the effort to make
Canadians more financially literate.

For his part, Gordon is optimistic
about the future. With the new Conser-
vative majority government in place, the
task force recommendations are set to roll
out over the coming months, including
the naming of a national leader who will
report directly to Finance Minister Jim
Flaherty. “This person will be the flag bear-
er for financial literacy across Canada,”
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PRACTICE MANAGEMENT CLIENT RELATIONSHIPS

While most clients are reasonable to work with,

some can be more trouble than they're worth.

How do you cull the bad and keep the good?
by John Lorinc

The 2000, the BAD
and THE UGLY

NOT LONG AGO, Belleville, Ont., accountant Bob Robertson,
a partner with Wilkinson & Co.’s Quinte West practice, found
himself grappling with the problem of what to do about

a difficult client. Over the course of a three-year relationship,
the client, the owner of a midsized manufacturing company,
had lapsed into a pair of habits that were proving to be a serious

source of aggravation for Robertson and his colleagues.

illustration by JOE SALINA
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First, the individual frequently reamed out the Wilkinson
employees who had to work on his books. Just as problematically,
Robertson recalls, he attempted to “window dress” his financial
results.

The problem of how to proceed, though not common, raised
tough questions that most accounting professionals must even-
tually confront in their career: do they want to associate their
practice brand with clients whose conduct may impair their own
reputations? And to whom do partners such as Robertson owe
their loyalties: a difficult client or the long-suffering employ-
ees who have to take one for the team, even if it means putting
up with a relentlessly demanding and rude customer?

In this case, Robertson wanted to fire the client, as the saying
goes, but the client closed shop before it got to that. Robertson
believes making the break with a client should be as straight-
forward and professional as possible. “You should take the high
road and break the news in person,” says Robertson. “You go and
meet him and say the relationship isn’t working out.” Then, he
adds, “you turn off the clock and make sure you do everything
you need to do to ensure that client gets a good transition.”

In a professional services industry such as accounting there
are few aspects of practice management more important than
creating and maintaining strong client relationships. CAs who
set out to recruit and retain high-quality clients are rewarded

Adding As and deleting Ds

with solid practices, few conflicts and a profitable book of busi-
ness. But those kinds of practices don’t grow by accident. They
are the product of a highly strategic approach, one that relies
on careful prescreening of prospective customers and servicing
A-level clients well beyond their expectations — especially in
non-Big Four firms.

Experienced CAs also know that they can only build such
practices if they understand how to upgrade C clients and are
willing to cull the customers who produce far more friction than
billing activity. “Keeping bad clients means that over 30 years,
you’re going to have a bad practice,” says Robertson.

or many years, accounting practices of all sizes built their
F client rosters in conventional ways — a combination of mar-
keting, word-of-mouth referrals and competing for corporate
audit and assurance service tenders. In good times, growth was
the primary objective and many practices weren’t all that selec-
tive. “Ten years ago, CAs would say that every client relationship
is good,” observes Mark Whitmore, Deloitte’s managing partner
for Greater Toronto. “Now, people are asking tougher questions
[of prospective clients] because of regulatory issues.”

Among the larger practices that handle public companies, the
open-door attitude shifted in the years immediately following the
Enron meltdown and the subsequent wave of regulations gov-

Montana-based CPA Sam Allred, a founder of consulting firm Upstream Academy and one of the top recommended

practice management consultants in the US, has advised hundreds of firms on how to retain A-list clients and shed the Ds.

He offers the following tips:

Targeting A clients

Allred’s academy has developed a profile of ideal clients. These
clients share 10 key characteristics, including the ability to:
attract and retain quality staff; stress teamwork; invest in tech-
nology; recognize and pay for excellent professional service;
plan for change; take advice; and occupy secure and profitable
positions in their sectors.

He advises practices to build screening tools, based on ques-
tionnaires, that reveal whether prospects fit the bill, then to focus
only on those types of clients. Allred also says that discipline is
very important, because professional services firms are always
tempted to sign on customers who are willing to pay. In the
years after moving to this approach, Upstream saw its profits rise
impressively as the firm adopted this highly selective approach.
“We also found that our quality of life substantially improved,”
he says, “as these new clients were so much more capable of
helping us have successful consulting engagements.”

Divorcing D clients

“Abandoning ‘the bad old things’— in our case, D-level clients —
is not something that comes easily to many in our profession, but |
believe it’s one of the most important things we can do to build
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our firms,” Allred wrote in an online article titled “Practice man-
agement: firing D-level clients, everybody wins.”

Firms end up with D clients because of inadequate prescreen-
ing processes, Allred says. But they’re not difficult to recog-
nize once they're in the fold. Such clients tend to be high-
maintenance companies or individuals whose files consume
a lot of the firm’s resources and produce high levels of stress for
employees.

Many firms avoid culling such clients for fear of conflict or
loss of face. But all accounting practices need to actively manage
their exposure to risk. And they should not be overly concerned
about losing a paying client.

“Saying no to the wrong opportunity positions us to say yes to
the right one when it comes along — which it will,” Allred says.

Allred’s five-step process:

e develop criteria for identifying D-level clients;

¢ set a reasonable goal for removing D-level clients;

¢ identify specific clients that will be removed this year
and assign responsibility;

e schedule a face-to-face meeting with each targeted
client; and

e be accountable for following the process. —JL



erning assurance services. Despite warnings from the Securities
and Exchange Commission, the Big Four firms during the mid-
2000s began aggressively reviewing clients deemed to be either
toorisky under new accounting rules or inadequately governed.

According to a 2005 report in The New York Times, Big Four
firms ended client relationships three times faster in 2003 than
they did in 2002, when Congress legislated the Sarbanes-Oxley
Act. “Our client acceptance and reacceptance processes,” Ernst &
Young chairman James Turley told a Congressional committee at
the time, “have been re-engineered with an increased focus on
determining which companies we really want as audit clients and
culling out those that we do not believe

years has been a key part in their success and for the most part,
the clients see it that way too.”

Some smaller or midsized firms have moved to increase
their scrutiny of new clients. They typically take a less formal
approach, but it’s important to eyeball prospective clients rather
than relying on more technical approaches to screening, such
as online questionnaires. Logan says his practice will do refer-
ence checks and may even place calls to a firm’s former auditors
to find out why they’re changing horses. “There is an informal
assessment done in which we try to determine the future poten-
tial of businesses just starting out.” The process, he adds, is very

have adapted to the new environment
and demands on a public company.”

Big Four firm resignations jumped to
210 from 78 between 2002 and 2004, with
second-tier companies picking up some
of the newly auditor-less clients. That
trend has reversed itself in the interven-
ing years. Audit Analytics, a US consult-
ing firm, reported that Big Four depar-
tures dropped by a third between 2009
and 2010; these firms only resigned from
a client relationship in about 17% of these
cases in 2010.

While these pressures have ebbed
somewhat, Whitmore says the environ-
ment remains tough and very competitive
and the need to be selective is as strong
as ever. “Look before you leap,” he says.
“Is this a client you want to be associated
with?”

Deloitte partners will work their own
professional networks to vet prospective
clients, using formal and informal back-
ground checks, reviews of the executive
team and the board, and an assessment of
the firm’s business practices. Whitmore
wants to find out if they pay their bills
and also assesses whether Deloitte’s brand
could be vulnerable. “Are they into risky
businesses or in countries you don’t want
to be associated with, or in industries
that aren’t attractive?”

For smaller firms that don’t have the
brand recognition, networks are even
more critical when enlisting prospective
clients. “Many of my best clients are peo-
ple I'went to school with 25 years ago and
now run successful ventures after many
years of growing pains,” says Andrew
Logan, a senior partner at Teed Saunders
Doyle & Co. in Saint John, NB. “They are
friends, university associates and other

-
businesspeople we have met during our

networking activities. We like to think
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subjective and a large amount has to do with the personality
of the entrepreneur.

For his part, Robertson relies on a prescreening technique that
turns on three fundamental questions: does he like the poten-
tial client? Does he respect them? And can he trust them? The
answers, he says, will help him determine whether the firm will
pay on time and maintain complete financial records.

With many accounting practices becoming more selective,
senior partners must take extra care to ensure that those new
high-value clients remain in the fold. Whether a firm is Big Four
or not, says Peter Snelling, national partner, marketplace, at BDO
Canada LLP’s Toronto office, “you have to assume your best cli-
ents are always at risk.”

For firms that proactively nurture A-list clients, the key early
on is to establish a solid relationship marked by clear expecta-
tions and a broad understanding of the firm’s business. “We
ensure that we service them to the level they want to be serviced,”
says Bruce Barran, a senior partner at Davis Martindale LLP,
a London, Ont., firm.

Other CAs make sure they take time at the beginning of a
relationship to understand precisely what the high-value cli-
ent wants. “It’s important to have that conversation up front so
the expectations are clear,” says Carl Oxholm, a partner with
PricewaterhouseCoopers in Toronto. “Quality communications
will dovetail directly with the quality of the relationship.”

Robertson and his partners at Wilkinson stress what he calls
the power of habits in establishing solid relationships from the
beginning. Wilkinson staff, he says, is reminded to take care to
do four basic tasks for every customer: be punctual; do what you
say you're going to do; bill what you've agreed to bill; and say
thank you. “What you’re saying to that client is that you respect
your relationship,” he says.

But beyond such decorum basics, Robertson says firms must
work to create value in the relationship. That means engaging
clientsin frank and broad-ranging discussions about both their
goals and the problems they’re looking to solve. “People want to
talk,” he observes. Among his questions, Robertson asks clients to
envision where they want to be three years hence in order to get
them to focus on longer-term goals. When discussing solutions
to lingering tax or balance-sheet issues, he stresses that some
problems will only be resolved over time — a signal to clients
that his firm wants to develop a long-term relationship. “If you
want to deal with high-net-worth people,” he says, “you have to
find out where they want to go.”

With his A clients, says Logan, the firm’s approach is to “ser-
vice them to death” and always exceed expectations. The firm,
for example, will not have junior accountants handle important
accounts on their own and there’s a strong emphasis on timely
communication. “When they call,” he says, “we call back fast.”
Logan also makes a point of always asking clients how their busi-
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ness is doing — and not just to make small talk. His message:
he’s genuinely interested in the well-being of a client’s company.

With their best clients, some practitioners take that atten-
tiveness to the next level, taking the time to inquire about their
customers’ families. “You really need to get to know the person,
not just on a business basis, but personally,” says Ray Kolla, the
office managing partner at KPMG in Victoria. He and his spouse
have forged long-standing friendships with key clients — con-
nections that include ski holidays and other social events. “It’s
amazing the amount of understanding that develops when you
really get to know what makes them tick,” he says. Kolla further
solidifies those connections by encouraging members of a team
to forge and maintain contacts with several members of a cli-
ent’s team — not just the CFO. That way, the relationship doesn’t
depend on a single individual.

But the care and feeding of strong client ties goes beyond a
lot of professional TLC. Large firms often augment their service
offering for high-value clients by taking extra steps to ensure
they’re delivering precisely what the customers expect. Part of
the answer involves the composition of the team assigned to an
important customer, says Whitmore. “You always need to chal-
lenge yourself: is this the right team that’s bringing industry
insights that matter to the client?”

After the fact, Whitmore adds, Deloitte will bring in outside
partners who can review with the client how the team delivered
the service and whether there’s room for improvement. He recalls
arecent such post-mortem during which the client revealed that
it wanted someone else on the Deloitte team who had a wider
focus than just accounting issues.

Whitmore also points out that firms should remain attentive
to valued clients in good times and bad. When a customer is expe-
riencing financial difficulties and is dialing down its spending on
professional services, it’s still important for accountants to keep
lines of communication open, being careful not to waste clients’
time. “They appreciate that you stick with them even when they
can’t buy your services,” says Whitmore. “If you abandon your
clients at those points, you may not be the first ones to get a call
back [when their finances improve].”

t the other end of the practice spectrum are the D clients,
A the ones who, like a whining child, work very hard to attract
attention, disrupt the practice, stress the employees and turn out
to be expensive to service for various reasons — their books are
disorganized or they hand over their records three days before
the tax-filing deadline and expect their accountants to drop
everything to get the return to the Canada Revenue Agency
before the clock runs out.

Veteran practitioners say a relationship often sours because of
amismatch of expectations regarding service levels, deadlines,
fees and even the composition of the team working on the cli-



ent’s file. “Sometimes clients have expectations that aren’t con-
sistent with the service you can provide for the price they want
to pay,” says Snelling, who adds that this dynamic is one of the
most common sources of friction and customer-relationship
breakdown.

Logan says he has seen cases where the firm has sought to
salvage a deteriorating relationship by moving the lead partner
off the file because of chemistry problems with the customer.
“That’s a tough conversation to have, but you have to do it,” he
says. “Sometimes the client wants a fresh face.”

Whatever the cause, the signs aren’t difficult to recognize.
A client may stop calling on a regular basis, drag its heels when
processing invoices or begin questioning every accounting deci-
sion. “When they’ve lost confidence in you or are second-guessing
you, that’s when you lose the trust factor and that’s when you
evaluate the relationship to decide if you want to distance your-
self,” says Barran.

In such situations, Kolla believes that accountants have to be
very direct with their clients, warning them to curtail problem-
atic behaviour, such as abusing junior accounting or secretarial
staff. “You have to risk the relationship,” he says.

Snelling agrees it’s important to try to work through problems
in person, showing the client what’s not working and pointing
to solutions that are mutually agreeable. “Your mother or father
would say, ‘don’t let things fester, ” he says.

Once they’ve decided to divorce a client, firms can take vari-
ous approaches to making the split. But,
Whitmore observes, “If you proactively
have to exit a relationship, make sure you
do itin a professional way.”

Some firms use their fees to send the
message. They bill clients for the time
and aggravation they cause, says Barran.
“Then these clients tend to leave.” In other
cases, firms may simply opt not to bid on
tenders for audit services. But such moves
will invite questions from clients.

When a firm has made the decision to
fire a client, however, veteran accountants
say it’s important to see the disengagf}- requirements.
ment process through to the end, even if
it becomes uncomfortable. Logan recalls

a client who was heading down a path May start:
that was borderline illegal. He and his
partners at Teed came to the conclusion

Sep start:

that they would terminate the relation-
ship and wrote a letter to the client, ex-
plaining the decision.

Three days later, he says, the client
called up, expressing contrition and beg-
ging Logan to change his mind. “We held
to our guns and he went bankrupt nine
months later,” he says. Indeed, the cli-

ent’s desperate reaction was, in effect, an

admission that the company wouldn’t be
able to find another auditor because it was
so overwhelmed by irresolvable financial
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and accounting difficulties. “It consolidated our decision that we
didn’t want this guy [in the practice],” Logan says.

But most experienced accountants say that such confronta-
tions are rare — in the vast majority of cases, pragmatism will
prevail because firms know they need these professional services.
As Robertson says, “There are a million great clients out there
and very few that are people I would not want to deal with.”

or all the good and bad attention paid to the Asand Ds, Grant

Galbraith, managing partner of Collins Barrow’s Dartmouth,
NS, office, observes that most of the clients of a typical practice
actually fall somewhere between those extremes. The companies
that make up that large middle group, he says, “aren’t sexy, but
are a big part of the practice. They’re the ones who are telling
two friends.”

In Galbraith’s view, the key to maintaining a solid and endur-
ing book of business is to turn D clients into Cs, and Cs into Bs.
In fact, Galbraith’s experience has shown that it’s often easier to
push a C client into the B column — by finding additional ways
to deliver service and managing expectations — than it is to fire
the client and find another B. As he says, the mere fact that there
are problems with some accounts — they’re slow payers or have
chronically disorganized files— “doesn’t mean I don’t like them
or respect their businesses.”

John Lorinc is a Toronto-based writer
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STANDARDS

MICRO-ENTITY AUDITS

Keep a skeptical edge

By Phil Cowperthwaite

Familiarity with a client and the self-review threat
don’t have to impede an auditor’s performance

professional auditor is trained to be skeptical
A from his or her first day on the job, and he or
she needs to maintain this skepticism throughout
the course of every audit. In larger engagements,

safeguards are put in place to ensure that skepticism is
always reinforced: a junior auditor’s judgments regarding
audit evidence are questioned by the engagement audit
senior, whose judgments in turn are questioned by the
audit manager, whose judgments are in turn questioned
by the audit partner, and so on.

While there are mechanisms to promote skepticism
in multiperson audit engagements, ensuring skepticism
during the audit of a micro-entity, when the auditor often
works alone, is not as straightforward. For example, con-
sider this situation. An auditor, engaged by a client for
the past few years, expects to perform the audit engage-
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ment alone. The client is run by an experienced executive
director, who is also in charge of finances, and an active
board of directors that has experience in governance.
Management asks the auditor to help draft the annual
financial statements. There has not been a lot of change
in the client’s sector over the past year and the numbers
in that year’s trial balance appear reasonable. Overall,
this audit appears to be low risk and the auditor expects
to complete the engagement in a day or two.

In this scenario, what should the auditor do to ensure
a sufficiently skeptical attitude, especially when receiv-
ing information and answers from management and
following up unusual trends? More specifically, how will
the auditor meet the standard of skepticism required in
every audit? To answer these questions, it isimportant to
understand skepticism requirements.

The relevant audit requirement regarding skepticism
is stated in Canadian Auditing Standards (CAS) 200.15:

L
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“The auditor shall plan and perform an audit with professional
skepticism recognizing that circumstances may exist that cause
the financial statements to be materially misstated.”

This principled requirement is supported with application
materialin CAS 200 A18 to A22, which explains why skepticism
isimportant to an auditor’s success, also laying out some limits
of an auditor’s responsibilities: “The auditor cannot be expect-
ed to disregard past experience of the honesty and integrity of
the entity’s management and those charged with governance.
Nevertheless, a belief that management and those charged with
governance are honest and have integrity does not relieve the
auditor of the need to maintain professional skepticism or allow
the auditor to be satisfied with less than persuasive audit evi-

dence when obtaining reasonable assurance.”

And therein lies the problem. How does an auditor working
alone maintain a skeptical edge while auditing a very small enti-
ty? This requires that an auditor overcome the power of suggestion
and familiarity with management and those charged with gover-
nance, believing they are honest and have integrity thanks to past
experience. (See www.youtube.com/watch?v=obG7EFhMw8w for
a demonstration of the power of suggestion.) As a result, unless
sufficient safeguards are in place in such an environment, an
auditor may too readily accept the information and answers and
fail to follow up unusual trends.

One of the great benefits of partner and staff continuity on
any audit is the specific knowledge that the independent auditor

COVER MORE GROUND FASTER

TAX & ESTATE PLANNING CENTRE ON TAXNET PRO®

POWERFUL ACCELERATED SEARCHING

Only the Tax & Estate Planning Centre on the
powerful new Taxnet Pro® provides a central location
for all the estate-related information, tax insight and
time-saving practical tools you need. This easy-to-
navigate Centre includes superior features including:

. A unique landing page with intuitive user
interface for precision research

. Exclusive tax planner guides

. Exclusive authoritative commentary to answer
complicated research questions

. Exclusive current awareness information

. Relevant government publications, non-tax
case law and legislation

. Time-saving planning checklists, calculators,
authoritative charts, and fillable forms

CARSWELL.

The Tax & Estate Planning Centre is fully integrated
with Taxnet Pro to seamlessly access and deliver
the information you need from a variety of sources -
saving you time and effort.

BOOK YOUR FREE DEMO

Register for a free, no-obligation product
demonstration for Taxnet Pro today. And for
insight on international tax law, ask to see
Checkpoint®. Visit us online or call 1-866-609-5811
for complete details.

www.gettaxnetpro.com

THOMSON REUTERS

CAmagazine | October 2011 33




learns over time and applies to that engagement over the years.
Aswell as making for an efficient audit, having past experience
can both facilitate good communication and make it easier for an
auditor to spot problems and make workable recommendations
for changes when needed.

While the Chartered Accountants’ Code of Conduct mandates
partner rotation for listed public entities, partner rotation is not
required for micro-entity audits. The benefits of staff continuity
generally outweigh the danger of familiarity, provided adequate
safeguards are in place to guard against a threat to independence.
Having adequate safeguards is especially important if the audi-
tor is working alone.

The challenges faced by an auditor working alone and second
guessing his or her work must be overcome. For example, assist-
ing management in statement preparation is seen by clientsas a
value-added service and is common in many micro-entity audit
engagements. Helping management prepare statements that
the auditor will then audit typically does not pose a significant
threat to independence, provided there are few or no difficult
accounting judgments required for statement preparation, which
is often the case with micro-entity financial reporting. However,
an auditor must nonetheless have adequate safeguards in place
to guard against the self-review threat, as micro-entity man-
agement usually haslittle to no understanding of the financial
report framework and relies heavily on the auditor’s expertise.

Safeguarding the skeptical edge while auditing micro-entities
Ensure pre-conditions for engagement acceptance are in place (CAS
210.06) Not only may micro-entity management not have a good
understanding of the financial reporting framework and ask
the auditor to have a significant role in statement preparation,
but management also may not understand that it is ultimately
responsible for its financial statements. As a result, the auditor
must first determine whether management is capable of accept-
ing that responsibility before starting the audit. Key elements
of management’s taking responsibility are understanding and
approving the information in those statements.

It is at the engagement acceptance stage that the auditor
should also consider whether there are sufficient safeguards in
place to mitigate the self-review threat. This is the time to ask
such questions as: what significant judgments are required for
statement preparation? Are any of them unusual for this type
of client? Are there likely to be any management biases? Are the
reporting deadlines unusually tight?

To help the auditor determine if his or her judgment is sound
when forming his or her audit opinion at the end of the engage-
ment, the auditor should determine if:

- there may be any inconsistent evidence, unreliable documents
and answers to questions or evidence of management bias;

- communication with the client throughout the audit has been
satisfactory; and

- there have been any unreasonable delays in obtaining infor-
mation.

Know the client’s business A significant factor in evaluating the
persuasiveness of audit evidence is being able to compare it
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with expectations, which helps the auditor look out for dan-
ger signals. It is essential to know enough about a client and
its business to develop meaningful expectations, such as the
expected ratio of staff costs to revenue, cost-of-sales to sales, or
investment income to investments. It is critical to establish an
acceptable range outside of which additional audit procedures
would be required.

An auditor is required to perform analytical procedures at the
beginning of every audit to assist in the identification of risks
of material misstatement (CAS 315.06) and must also perform
a similar task prior to signing the audit report (CAS 700.11).
The auditor should document his or her thought process used
to arrive at the original estimates, and his or her conclusions
when comparing actual results with those estimates. If an audi-
tor’s work is not reviewed by someone else, it is important to be
careful to ensure there is sufficient appropriate audit evidence
to explain the unexpected and that documentation reflects an
appropriate degree of professional skepticism.

Introduce an element of the unexpected into every audit Audit stan-
dards require introducing an element of the unexpected in every
audit. Spending time obtaining additional audit evidence over
and above what would normally be obtained could unearth an
industry insight or an unsuspected area that requires additional
audit emphasis, and perhaps a control improvement. Examples
of additional work could include an increased focus on pay-
roll processing, expense report documentation and approval,
approval of electronic payments, computer backup and security
procedures or the budget process.

Periodic file review The quality control standard for firms
requires that every engagement partner have an independent
monitoring review of an assurance engagement file normally
no less than once every three years (CSQCr 48(a) and A66). This
requirement helps ensure that judgments and evidence of pro-
fessional skepticism are adequately documented. File review
can only strengthen every engagement partner’s professional
performance, especially when the auditor performs engage-
ments alone. Having one file reviewed every three years is likely
not frequent enough, especially where an auditor’s work is not
often reviewed by a second person.

Summary

Micro-entities can obtain many benefits from an audit, espe-
cially if it is conducted by an auditor with prior experience
with the entity and the industry. Despite the fact that familiar-
ity with a client and the self-review threat can pose problems
to maintaining skepticism, taking a few steps can result in
adequate safeguards, a solid audit and a successful engagement.

Phil Cowperthwaite, FCA, is a partner of Toronto CA firm
Cowperthwaite Mehta and an IAASB member since 2006

Technical editor: Ron Salole, vice-president,
Standards, CICA
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GRC By André Lessard

A holistic view

As the distinctions between governance, risk and compliance
become clearer, organizations are taking an integrated approach

GRC cycle
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T he beginning of the 21st century was marked
by a series of financial scandals that brought
the importance of corporate governance to the

fore. Infamous examples include the Enron (2001),

WorldCom (2002) and Parmalat (2003) debacles.

In an effort to rebuild investor confidence, the US —
with Canada, Europe and Japan following suit — enacted
the Sarbanes-Oxley Act (SOX), which compelled publicly
traded companies to overhaul their governance processes.
The sudden interest in the principles of good governance
also had an impact on government organizations. In 2006,
Quebec adopted SOX, respecting the governance of state-
owned enterprises.

In reality, the type of governance imposed by legis-
lation remains an abstract concept for many business
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managers. For many, compliance with SOX means imple-
menting a laundry list of controls. But many profession-
als in this area quickly realized that compliance with
SOX-like regulations was seen as a simple expenditure.

In the wake of the events of the past decade, gover-
nance has become a major issue in businesses around
the world. However, the term is used indiscriminately,
often in a confusing and even contradictory manner.
Governance is viewed as the exclusive domain of boards
of directors, but it is also applied to an organization’s
overall internal structure. The term “governance” is also
used in specific areas, such as project governance, infor-
mation systems governance and even data governance.

Regulations are not very explicit on how governance
requirements should be implemented. For this reason,
practitioners turned to a widely accepted reference in the
business community, i.e., the Committee of Sponsoring
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Organizations of the Treadway Commission (COSO) I and II
frameworks for internal controls and risk management. This
led to an overlap in the definitions of risk management and
corporate governance. What’s more, given the existence of an
area referred to as risk governance, it’s not surprising that most
managers are baffled.

Although companies have gained experience in regulatory
compliance, they are nevertheless slow to recognize the benefits
of an overall governance and risk-management strategy. The
distinctions between the concepts of governance, risk manage-
ment, compliance and internal control are also becoming clearer.
Organizations are becoming more aware, and, for performance
purposes, are increasingly focusing on a holistic approach.

A brief history of governance

The word governance is derived from the Greek verb kubernin
(to steer a ship or a chariot) and was first used metaphorically by
Greek philosopher Plato to describe the act of governing men. The
term “corporate governance” surfaced in the 1990s. According to
the 1992 British Cadbury Report, “The financial aspects of corpo-
rate governance,” the term was defined as the “system by which
companies are directed and controlled.”

The report, which was written by a com-
mittee chaired by Adrian Cadbury, includ-
ed a series of findings on the structure and
responsibilities of boards of directors, inter-
nal audit functions and shareholder rights
and responsibilities. The concept of corpo-
rate governance became widespread follow-
ing the adoption of several of the report’s recommendations by
such major economic leaders as the World Bank, the European
Union and the US. Being the first point of reference for the term
governance, the Cadbury definition is, not surprisingly, the most
commonly used.

A few years after Sir Cadbury’s report was published, the con-
cept of corporate governance was revisited. In 1999, the Orga-
nization for Economic Co-operation and Development (OECD)
added to the discussion on governance, defining it further as
follows: “Corporate governance involves a set of relationships
between a company’s management, its board, its shareholders
and other stakeholders. Corporate governance also provides
the structure through which the objectives of the company are
set, and the means of attaining those objectives and monitoring
performance are determined.”

This definition places governance well beyond Cadbury’s
simple premise and extends to standard-setters. The Institute
of Internal Auditors in the US and the Canadian Institute of
Chartered Accountants (CICA) adopted one of the OECD’s fun-
damental principles, i.e., achieving the organization’s objec-
tives through a structured approach.

Also drawing on the OECD’s position on corporate gover-
nance, the US IT Governance Institute defines IT governance
as “leadership and organizational structures and processes that
ensure that the organization’s IT sustains and extends the organi-
zation’s strategies and objectives.” Other standard-setters concur.
ISO 38500, the standard for IT governance, describes governance
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asasystem that involves “evaluating and directing plans for the
use of IT to support the organization and monitoring this use
to achieve plans,” a definition modelled on the Australian IT
governance standard AS 8o1s.

It can therefore be assumed that by including the notions of
structure, processes and monitoring, the OECD and its counter-
parts added to the confusion regarding the concepts of gover-
nance and enterprise risk management. COSO’s enterprise risk
management (ERM), the main reference on the subject, includes
ERM components such as objective setting, management pro-
cesses and monitoring activities. It is intended as a means for
improving corporate governance.

All the concepts presented thus far demonstrate how the word
“governance” can refer to a wide range of definitions, encompass-
ing both the overall organizational structure and the specific
roles of the highest levels of a hierarchical structure. Sorting out
the confusion remains a challenge, which is why an additional
concept known as compliance should be discussed.

In everyday language, the term “compliance” is associated
with adherence to capital market regulations, but there can be
more to it than that. According to the COSO ERM framework,

In everyday language, the term “compliance” is
associated with adherence to capital market

regulations, but there can be more to it than that

compliance is one of the four categories of objectives associ-
ated with an entity and means complying with applicable laws
and regulations. This definition is consistent with the CICA’s
definition, although the CICA’s includes standards and internal
policies. The interpretation proposed by the Open Compliance
& Ethics Group (OCEG) offers a more articulated version of the
preceding concepts. In addition to compliance with legal and
regulatory requirements and internal procedures, the OCEG
refers to the ability to prove such compliance. In short, compli-
ance is presented as evidence that day-to-day operations adhere
to the framework that was set for them.

The OCEG is the author of a framework issued in 2009 that
promotes the governance, risk and compliance (GRC) concept.
The term was coined in the mid-2000s with the intention of
highlighting ties between these three concepts. Currently, GRC
is mostly associated with IT solutions. Nonetheless, it is interest-
ing to note that these three concepts are part of one principle.

Value creation cycle

Whether the concept is called GRC or corporate governance, it
defines governance as a structured way of managing an orga-
nization. This management structure is based on the organiza-
tion’s objectives, which are themselves based on stakeholders, as
well as the internal and external environment. The correlation
between strategic objectives and the governance framework is
fundamental. And while it may seem obvious in theory, this
correlation is often absent in practice.



Each objective comes with its share of risks, a basic one being
the risk of not achieving the objective. Some risks are directly
related to strategic objectives, for example the risk to the enter-
prise’s reputation in a market penetration context. Other risks
are from indirect sources, such as the risk to production capacity
in the event of a very successful marketing strategy. They could
also arise from the risk-management strategy itself, for example,
a subcontract to increase production capacity that creates new
financial and operational risks. These examples show that enter-
prises operate in a risk-filled environment, making it difficult
for them to undertake a relevant risk analysis.

Risk management should not seek to reinvent the wheel.
While it can be opposed to the more intuitive traditional manage-
ment approach, its ultimate goal is to propose a more structured
logical and consistent approach. In both cases, the strategies
adopted define the business model and internal processes. Today,
managers are required to better demonstrate and defend the
decision-making process leading to the development of strategies,
and thereby the implementation of the organization’s objectives.
This is where a methodology for enterprise risk management,
such as the COSO ERM, can help to achieve sound governance.

In short, a structure of processes, procedures and activities,
combined with a corporate culture and policies, is used to man-
age the organization’s internal and external risks arising from
strategic objectives and management decisions. Eliminating an
organization’s risks entirely is obviously
impossible, and doing so would even be
detrimental because without risks there
are no opportunities. The purpose of risk
management is therefore to establish the
structure that will enable the organiza-
tion to maintain an optimal risk level in
order to achieve its strategic objectives.
Thus, taken as a whole, strategies are the
organization’s governance framework,
illustrated in the diagram on page 36 by
the circle on the left.

No discussion on governance would
be complete without referring to compli-
ance with the governance framework.
The compliance principle is illustrated
by the circle on the right in the diagram
on page 36. The OCEG definition that was
referred to previously underscores the
importance of being able to demonstrate
such compliance.

The purpose of internal control mech-
anisms is therefore to ensure that risk-
management strategies comply with the
governance framework. In other words,
they provide support for effective and effi-
cient strategy implementation. Remember
why conducting quality-control reviews
of financial results is considered impor- _Il

tant; why we want to know the level of C A Chartered Accountants

of Canada

rate of spoiled units on an assembly line is important; and why
employee performance evaluations are made. All these measures
are intended to verify whether business strategies allow organi-
zations to achieve their objectives.

To conclude, the diagram on page 36 also shows that attest-
ing to compliance with the governance framework involves
using measurement tools, which can be a traditional internal
or external audit process, or automated control mechanisms to
measure traffic on a computer network or a call centre’s response
time, for instance.

Other methods such as continuous audit or self-evaluation
can also be applied. All in all, measures can be selected based
on the strategy’s importance and the tool’s technical feasibility.
Compliance measurement essentially serves to provide manag-
ers with the information they need to adjust their management
strategies according to everyday events. This iterative principle
is the basis of continuous improvement intended to optimize
strategies and corporate governance.

André Lessard, CMA, M.Adm. IT, CISA, is a senior consultant
with the risk management consulting group at RSM Richter
Chamberland LLP in Montreal

Technical editor: Yves Nadeau, CA, CPA, partner, assurance and
risk management group, RSM Richter Chamberland in Montreal

prcecitfes

Just go to www.cica.ca/worklife.

Wodze(fe

customer satisfaction; why measuring the

CAmagazine | October 2011 39



EDUCATION

McC

AUDITS

A question of quality

By Clive Lennox + Jeffrey Pittman

Has the quality of Big Four audits declined over time?
The evidence might help dispel the conventional wisdom

R ecent highly publicized financial report-
ing failures that roiled the capital markets
in Canada, the US and elsewhere have led to the

widespread perception that there hasbeen a decline

in the quality of audits done by Big Four accounting firms.
However, emerging research implying that Big Four audit
quality has actually remained stable over time contradicts
this impression. Indeed, Jere Francis (2004) surveys the
extensive prior evidence that the Big Four provide bet-
ter audits to their clients than smaller audit firms. More
recently, our analysis of the frequency with which public
companies commit accounting fraud suggests that Big
Four firms continue to outperform smaller audit firms,
including in the years surrounding the major financial
reporting scandals. In short, a spate of frauds by large com-
panies in the late 1990s and early 2000s created an incorrect
impression that Big Four audit quality had fallen over time.

Many commentators and regulators interpret the steep

upward trend near the turn of the century in accounting
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irregularities by companies with Big Four auditors as
almost conclusive evidence that their assurance services
have deteriorated over time (Coffee, 2002; Imhoff, 2003;
Zeff, 2003). Although their perspectives diverge on the
main causes, several commentators share the perception
that Big Four audit quality has gradually eroded over time
relative to smaller public accounting firms. In another
common denominator, they almost invariably rely on the
surge in accounting frauds committed by public compa-
nies with Big Four auditors to motivate their prescriptions
for strengthening corporate financial reporting.

For example, John Coffee (2002) stresses that legisla-
tive changes throughout the 1990s may have diluted the
incentives for partners in the Big Four firms to monitor
each other’s work. He argues that Big Four audit qual-
ity in the US largely began to decline with the passage
of the Private Securities Litigation Reform Act of 1995
that replaced joint and several liability with proportion-
ate liability, which restricts investors’ recourse against
external auditors. Although the act was its most visible
lobbying success, the Big Four used their political clout
on Capitol Hill to initially deflect the Securities
and Exchange Commission’s (SEC) proposals
to seriously restrict nonaudit services to audit
clients (Mayer, 2002). In fact, another standard
explanation for the apparent slide in Big Four
audit quality is that they were pursuing con-
sulting revenues to the detriment of auditor
independence. The rise in nonaudit services
may matter more to the Big Four that gener-
ate a larger fraction of their revenues from this
source (e.g., Ruddock et al., 2006). Indeed, the
SEC (2000) explains that its proposals to ban
nonaudit services would primarily affect the Big
Four that increasingly relied on these revenues
in the period leading up to the Sarbanes-Oxley
Act (SOX) of 2002.

In a climate of fierce competition for con-
sulting contracts, internal controls over their
audit practices may have begun to unravel with
the Big Four becoming more tolerant over time
toward aggressive financial reporting by their
clients. In short, this argument suggests that
the Big Four were so eager to secure lucrative

MIKE CONSTABLE



consulting contracts that they succumbed to pressure from cli-
ents (e.g., Coffee, 2002; Healy and Palepu, 2003; Imhoff, 2003; and
Zeff,2003). The Panel on Audit Effectiveness, appointed by the
Public Oversight Board (POB) in 1999 at the behest of the SEC,
reports that 80% of Big Four clients in 1990 paid no consulting
fees to their auditors. This situation changed dramatically with
the Big Four’s revenues from consulting practices growing from
13% in 1981 t0 33% in 1993 to 51% in 1999 (SEC, 2000). Moreover,
the POB (2002) charges that the Big Four strongly opposed its
plans to introduce steps to improve oversight of audit practices.

Although commentators identify somewhat different poten-
tial explanations, Francis explains that nearly all conclude that
the relative quality of financial statements audited by the Big Four
firms had begun to fall in recent years. We analyzed the validity
of this perception, which involves distinguishing between the
relative performance of the Big Four and non-Big Four audit firms
in preventing companies from orchestrating accounting fraud.
This setting reflects that several commentators develop their
arguments on the underlying reasons for the apparent erosion
in Big Four audit quality by highlighting the prominent cases
of fraudulent financial reporting by their clients (e.g., Coffee,
2002; Cox, 2003). In other words, this
isan opportune testing ground for our
research on the link between Big Four
audits and accounting impropriety.

Identifying the determinants of ac-
counting fraud isimportant given that
the social and economic fallout from
these events can be massive. For exam-
ple, Jonathan Karpoff et al. (2008) estimate that the average
company subject to SEC enforcement for financial reporting
violations loses about US$381 million in share value through
legal and reputational penalties. They also find that for every
misrepresented dollar in their financial statements, firms impli-
cated by the SEC lose US36¢ in fines and class-action settlements
and another US$2.71 in reputational damage. Moreover, this
analysis is conservative since it ignores the severe reputational
penalties incurred by individual managers and directors (e.g.,
Desai et al., 2006, and Fich and Shivdasani, 2007) as well as audi-
tors (e.g., Carcello and Palmrose, 1994).

Against this backdrop, we provide the first rigorous evidence
on whether companies are less likely to commit accounting fraud
if they are audited by Big Four firms or whether the relative qual-
ity of financial statements audited by Big Four firms has declined
over time (Lennox and Pittman, 2010). This involves initially iso-
lating whether Big Four audits lower the incidence of accounting
fraud. Observing this negative relation is a necessary condition
to justify examining another two questions that provide our
main contribution to extant research: does the negative relation
between the presence of a Big Four auditor and fraud likelihood
persist over time? Is the negative relation explained by Big Four
auditors supplying higher-quality audits, or by the endogenous
effects of screening by auditors and selection by their clients?

We begin analyzing these issues by reporting univariate
evidence, which involves describing a single variable, fraud fre-
quency, over time. For the entire 1981 to 2001 sample period, the

incidence of accounting fraud is 0.61% in Big Four clients and
0.92% in non-Big Four clients. The difference between these
frequencies is highly statistically significant, reinforcing prior
research that brand-name auditors are associated with more
reliable financial statements (Francis, 2004). We then examine
whether the negative association between Big Four audits and
accounting fraud remains stable over time. Univariate tests reveal
that the associations are negative and statistically significant
in nearly every year between 1981 and 1995. However, there is
an abrupt change after 1995 with the relation between Big Four
audits and fraud becoming insignificant between 1996 and 2000.
Additionally, the association becomes significantly positive
in 2001, suggesting that the clients of Big Four firms are more
likely to commit fraud than are the clients of non-Big Four firms
in the year before SOX was enacted. Collectively, the univariate
evidence supports claims that Big Four auditors were no longer
outperforming smaller audit firms in constraining accounting
fraud in the years immediately before the major legislative and
regulatory reforms.

Next, we rely on multivariate analysis to more rigorously
isolate the role that auditor choice plays in accounting fraud.

For every misrepresented dollar in financial statements,
firms implicated by the SEC lose US36¢ in fines and

settlements and another US$2.71 in reputational damage

Consistent with the univariate tests, we find strong, robust evi-
dence that companies with Big Four auditors are less apt to engage
in fraudulent financial reporting over the full sample period. Our
results imply that hiring a Big Four auditor translates into the
client being about four times less likely to perpetrate accounting
fraud, reflecting the first-order economic impact on audit quality.

We also report multivariate evidence on the stability of the
negative association between Big Four audits and accounting
fraud over time. Similar to the univariate analysis, we find
significant negative associations in the period from 1981 to
1995. More importantly, the multivariate results include sig-
nificant negative associations in the period from 1996 to 2001,
which is inconsistent with both the univariate analysis and
with claims that the Big Four quality differential had fallen
in the years leading up to SOX. The negative Big Four coeffi-
cients are also nearly identical in magnitude in the 1981 to 1995
and 1996 to 2001 time frames. Moreover, we find strong nega-
tive relations between the presence of a Big Four auditor and
fraud throughout our sample period. Overall, the univariate
results suggest that the negative relation between Big Four au-
dits and accounting frauds vanishes after 1995 while the mul-
tivariate results indicate the opposite, i.e., that there is no such
structural break. Additional tests demonstrate that the appar-
ent structural break in the univariate results stems from the
lack of a control for company size. Corroborating prior studies
(Desai, 2005), we find that larger companies were increasingly
likely to engage in accounting fraud after 1995. Consequently,
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the apparent decline in Big Four audit quality after 1995 actually
reflects the increasing tendency for large companies to resort
to accounting fraud.

Our evidence implies that the Big Four firms narrow the
scope for companies to fraudulently exaggerate their earnings.
However, this casual inference that the Big Four genuinely con-
duct better audits would be premature without considering
whether alternative explanations are responsible for our results.
For example, Big Four auditors may be more adept at screening
the companies that are most likely to commit fraud. Another
competing explanation is that companies planning to commit
fraud are less likely to appoint Big Four audit firms. We shed
light on these issues by examining auditor changes before and
during the fraud years. Our results fail to support either of these
alternative explanations. Specifically, we find no evidence that
Big Four firms are more likely to resign from clients that engage
in fraud, which is inconsistent with the screening argument.
Similarly, the results do not suggest that fraud companies are
less likely to switch to Big Four firms, which is inconsistent with
the selection argument.

Contrary to recent widespread criticism of the Big Four firms,
we provide compelling evidence that overall rates of fraud have
always been low (less than 1%) and that Big Four firms were
consistently associated with a lower incidence of accounting
fraud than other audit firms, even in the years shortly prior to
the sweeping corporate governance reforms. Importantly, our
analysis reveals that the sharp rise in accounting frauds com-
mitted by Big Four clients in the late 1990s and the early 2000s
is simply an artifact of company size. This evidence helps dispel
the conventional wisdom that interprets the sudden surge in
fraudulent financial reporting at the turn of the century as almost
smoking-gun proof that the relative quality of Big Four audits had
fallen over time. From a policy standpoint, our research provides
some preliminary support for the position that regulators should
focus on the increasing tendency for large companies to commit
fraud, rather than blaming the increase in accounting fraud on
the Big Four firms.

Clive Lennox, PhD, is a professor at Nanyang Technological
University in Singapore. Jeffrey Pittman, PhD, CA, CMA, is a
professor at Memorial University of Newfoundland

Technical editor: Karim Jamal, FCA, PhD, is the chair of the
department of accounting, operations and information systems,
School of Business, University of Alberta
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Jason Kwiatkowski, CA, CBV, ASA, CEPA Jeff Ambrose, CA
Valuation Support Partners Ltd.

T 905-305-VSPL (8775) E Jason@VSPLtd.ca W www.VSPLtd.ca

AN

The Larkin Group

E x e cutiuve s eavrch

Susan Larkin, cA, MBA
2275 Upper Middle Rd. E., Suite 101 Oakville ON L6H 0C3

T:905.491.6806 E: susan@larkingroup.ca
www.larkingroup.ca

Your Career. Your Way.
CONTRACT | SEARCH

Register at
www.lannick.com

orcall 1-877-859-0444

meeting your finance and
accounting career goals for
more than 25 years

£

LANNICK

RECRUITMENT

The right
fit for you™

Kaush Nanubhai, CA
Senior Associate,
Client Services

TORONTO - MISSISSAUGA - NORTH YORK - OTTAWA
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SR&ED Technical
Partner for C.A’s

Jason A. Schwandt
P.Eng, MBA

VP Business Development
905.738.6770 x2010

tsi’

Accelerating growth
through innovation

SR&ED reports written by
Professional Engineers in all key
disciplines

Technical audit support as well as
setup of documentation & time
tracking systems

Support for a broad range of
additional government grant, loan,

and tax credit programs www.techcentiveservices.com

1% TRAINING
OBLIGATION (QUEBEC)

+ Tired of paying all or part of the 1% ?
+ Will your back-up survive an audit ?

+ Prior years internal verifications

+ Pay Equity Compliance

a7 4

NS IEE.F A DN T

Tel: (514) 484-5160

Fax: (514) 484-5453

E-mail: info@liwconsultants.ca
www.liwconsultants.ca

Acquiring exceptional
talent for over
25 years

One London Place,
255 Queens Ave., Suite 1000
London, ON N6A 5R8
Ph: 519-673-3463
Fax: 519-673-4748

verriez

ExecuTivVE SEARCH CoO
WATERHOUSE EXECUTIVE SEARCH PARTNERS

SULTANTS

IRSA International Retained Search Associates

36 Toronto St., Suite 850
Toronto, ON M5C 2C5
Ph: 416-847-0036

Member AESC Association Executive Search Consultants

verriez@verriez.com
WWw.verriez.com

PAY EQUITY/I’EQUITE SALARIALE

AUDITS IN PROCESS

The commission de I'équité salariale (CES) is now auditing Quebec enterprises to insure
Pay Equity compliance. Don’t wait until you get a CES audit notice!

LIW Consultants has assisted numerous Quebec corporations implement Pay
Equity and our proven methodology has been validated by the CES.

( Beginning 2011, all enterprises must file an annual government declaration. )

LY

CONSLIL T ANTS
Since 1986

Tel.: (514)484-5160 ¢ Fax: (514)484-5453
E-mail: info@liwconsultants.ca

www.liwconsultants.ca

LOOKING FOR A
CHANGE OF SCENERY?

POE

GROUP
ADVISORS

Sell your practice with peace
of mind. We simplify the
process and help you get
more for your practice...

along with the BEST terms.
BUYERS, registration is FREE and simple!

To learn more, contact Brannon Poe
at bpoe@poegroupadvisors.com
or visit our website www. PoeGroupAdvisors.com

Rod K. Tanaka, C.A.

TANAKA ASSOCIATES

Executive Search Inc.

120 Adelaide Street West, Suite 2500
Toronto, Canada M5H 1T1

Tel: (416) 410-8262

Confidential fax: (416) 777-6720
E-mal: tanaka@sympatico.ca

THE SIMPLE SOFTWARE
SOLUTION TO DOCUMENTING
SR&ED TAX CREDIT CLAIMS

+ Reduce documentation efforts
by as much as 75%!

+ Create concise project descriptions
with cost correlations

- License fees as low as $1,000 / year
+ Full training and support available

RDBASE.NET

SR&ED eligiblity overview
& demo at www.rdbase.net

FRANCOYS BRUNET, CA — CONSULTING FIRM

U.S. and International Tax

Services: e U.S. and international tax consulting
o U.S. tax returns (individuals and corporations)

e International transaction consulting

Resources:  Our team is composed of experienced tax advisors
© Qur network is established in over 100 countries

3883 boul. St-Jean ® SUITE 505 e Dollard-des-Ormeaux ® QUEBEC e H9G 3B9
TELEPHONE: (514) 938-0663  FAX: (514) 844-2202
E-mail: fbrunet@ccfbca.com

44 CAmagazine | October 2011




4 )

" GREAT ACCOUNTANTS
AREN'T BORN, THEY'RE..

ptc

accounting
& finance inc.
people that count

PTC is in the business of providing our

Clients with Accounting Professionals

for Contracts and Projects.

Send us your RESUME by visiting our website.

(R By

Bruce Singer, Chartered Accountant
CEO & Visionary

Typical projects include IFRS, Controllers, Assistant Controllers, CFOs, Auditors, Taxation, Treasury, SOX Specialists, Junior to Senior Accountants.

, " L : 905-660-9550
For today’s CONTRACT OPPORTUNITIES, visit our website at: ptcaccou ntlng.com 1-877-303-9550 )

CA |SOURCE

Looking for a new challenge?

The CICA’s career site exclusively for Chartered Accountants.

Visit www.casource.com today

CA|SOURCE CA‘I.

Chartered Accountants
The key to a successful search of Canada
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CORPOPRATION
MAXIMUM
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

Recover up to 65% of
experimental development costs

Free Assessments < 15 minutes

Claims often completed < 1 week
Fees typically < 20% of $ recovered

ATTEND AN UPCOMING

SR&ED WORKSHOP!

Details @ www.meuk.net

ME+U=Knowledge

IWASAN

est. 1988

SR&ED SOLUTIONS

Clients performing R&D?
Need Help?

www.iwasan.com

Call Chris Stevens
1-800-661-4463

Your Classified
advertisement will
cost as little as

$120

For more information
contact:
Darcey Romeo
at 416-204-3257

IFRS Implementation - CA/MBA,
based in west GTA, with 20+ years
of industry experience is available
for freelance engagements
including IFRS Implementation.
If you require an experienced
professional to complement your
current staff, contact me. Per
Diem, short or medium term. See
www.proclaimconsultants.com

or call Carl at (905) 815-5431.

IFRS and Private Enterprise GAAP
CA in the GTA with over 25 years of
experience. Available for contract
assignments including IFRS, PE
GAAP and compliance. We address
shortfalls in staff competencies
or staff complement. See www.
glenidan.ca or call 416-262-6649.

External Monitoring and CA
Advisory Specialists. We can: be
your firm's external monitor; be your
file quality reviewer; review financial
statement presentation; assist with
complex transactions and transition
to new accounting standards. You
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can: make your life easier; reduce
your risk; ensure adherence to
professional standards. Visit www.
englishjones.ca or call 905-688-
L3842,

Mississauga, ON Accountant
available anywhere in the Greater
Toronto Area for per diem or contract
assignments including accounting,
taxation and working-paper
preparation. Experience includes a
wide variety of small, medium and
large-sized clients. Call 905-625-
2837 or 905-890-7294.

Bathurst & Sheppard - Toronto CA
firm with furnished office in the
Sheppard Plaza available to share
space. A great location, accessible
by TTC with ample parking spaces for
clients. Ideal for sole practitioner as
facilities include shared reception,
boardroom, tax library, software, etc.
Call Arlene at (416)630-5530.

Midtown Toronto CA Firm has
office space for rent. Ideal for sole

Brief &

Associates Limited

Trustee in Bankruptcy

800.372.7337
www.brieftrustee.com

practitioner with up to two staff.
Facilities include reception, kitchen,
boardroom, filing and storage area,
photocopier, etc. Open to associations
and flexible succession plans. Please
contact eweiner@yaleandpartners.ca

Toronto - 2 offices available in the
Yonge/Sheppard area. $650 each per
month. Call Michael Abrams at 416-
250-9083.

CA Required for North Toronto
firm - Five years minimum Canadian
accounting experience. CaseWare
and Taxprep a must. Partnership
opportunities. Please send your
resume to: lorry@dpsgroup.ca

GTA CA firm looking for an
accounting technician with minimum
3 years experience working in public
accounting. CaseWare, corporate and
personal tax preparation, knowledge
of GAAP. No CA students please. Send
resume to mniles@hsp-ca.com.

South Georgian Bay, ON - Sole
practitioner seeking a CA as a
manager/associate/future partner
for well established practice.
Candidate should possess 5-10 years
of experience in public accounting.
The area offers a tremendous lifestyle
experience and the practice offers
growth opportunities, a long-term
professional career future and
succession for the right candidate.
The candidate may or may not have an
existing client base. Please reply with
your resume to Box 706, CAmagazine
or ocke815@hotmail.com

¢ Trustee in Bankruptcy
¢ Receiver & Manager
¢ Proposal Administrator

Offices in the GTA and
Eastern Ontario

Green Horwood and Co. LLP is
seeking a professional accountant
with Public Practice experience and
with specialization in US Income tax
preparation. This position's primary
responsibilities will be to prepare
complex US and Canadian income
tax returns and to review tax returns
prepared by other tax professionals in
the firm. A CPA designation is preferred
but is not essential. This is a full-
time, salaried position with benefits.
Please send cover letter and resume to
GWong@greenhorwood.com

Toronto CA firm requires experienced
CA or equivalent for per diem
assignments on small/medium sized
clients and preparing, reviewing tax
returns during tax season. Call 4¥16-
733-0411 ext. 22.

Established Burlington, Ontario CA
looking to expand existing practice.
This is an ideal opportunity for sole
proprietor in Oakville/Burlington/
Hamilton area to transition to
retirement. Terms and timing are
flexible. Please reply to Box 710,
C(Amagazine.

&4 Partner GTA Firm - Our established
and growing entrepreneurial firm is
seeking to purchase a practice or to
associate with CAs with an existing
client base who are interested in
flexible succession arrangements. We
are a multi-disciplinary full service
firm with a particularly robust audit
and tax practice enveloped with
an excellent firm culture of quality,



customer service and fun. Please
contact Marcia Niles at 905-678-2740.

Buyer -Greater Toronto Area. CA Firm
seeks to purchase practice or block
of accounts in Greater Toronto Area,
Mississauga, Oakville or Milton. Very
flexible in transition. Please contact
buyer at capractice@yahoo.ca

Toronto CA Firm Looking to Merge
to facilitate continued growth.
Three partner CA firm in downtown
Toronto with billings in excess of
$5 million per annum is looking
to merge with a dynamic sole
practitioner or 2 partner firm with
partner billings of over $500,000 p.a.
Please reply to Box 709, CAmagazine
or atorontocafirm@gmail.com

York Region CA looking to retire in
3 years or so seeks buy in partner or
other succession arrangement. Annual
billings $250,000 to $300,000. Reply
DPECA@aol.com

Toronto (Sheppard/Leslie Ave.) -
(A interested in some form of cost
sharing/partnership with another CA.
Opportunity for additional accounting
and personal income tax preparation
work available. Please reply to:
northyorkca@hotmail.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 welcome 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 providing
exceptional client service. Please
forward details of your practice to
accounting@firstleaside.com.

Assurance Engagements Wanted -
With ASPE and IFRS conversions upon
us you may be rethinking your service
offering. We will gladly entertain
purchasing a book of assurance
engagements of any size and are
willing to offer flexible terms. Reply
to assurancewanted@gmail.com.

Markham, Ontario CA with excellent
practice grossing approximately
$350,000 looking to retire. Would like
to hear from interested parties. Please
reply to Box 697, CAmagazine.

London, Ontario CA Practice looking
to acquire practice or block of
accounts with gross billings of up
to $300,000. Please respond to
practicepurchase2000-ca@yahoo.ca.

London, Ontario CA Practice- seeks
buy in partner or other succession
arrangements. Billings $800k to $900k.
Please reply to Box 604, CAmagazine.

Hurren, Sinclair, Macintyre CAs -
Partnership Opportunity. We
are a three partner firm in Ajax,
Ontario with an experienced multi-
leveled staff complement and a well

CA

magazine

Visit our website
camagazine.com

WEB FEATURES News and exclusive items

of interest to all accountants

established, diverse client base. We
have experienced strong growth
in recent years and see excellent
opportunities in the future. If you
are interested in building a rewarding
future in a partnership capacity, we
would like to talk with you. Please
submit your resume in confidence to
nsinclair@hsmca.com.

Current Listings:

Lambton County, ON - $425,000
Hamilton, ON - $164,900
Southwest of

Lloydminster, AB - $645,000
Calgary, AB - $595,000

Calgary, AB - $635,000
Edmonton, AB - $225,000
Northeast Alberta - $840,000
Central Northern, AB - $145,000
Edmonton, AB - $635,000

North Okanagan Valley - $150,000
Vancouver, BC - $995,000
Victoria Area, BC - $435,000
Southern

Interior, BC - $717,000 (Gross)
Prince Albert, SK - $590,000

Visit www.PoeGroupAdvisors.com
for more details.

Are you ready to sell your practice?
Visit www.PoeGroupAdvisors.com to
learn more. An affiliate of Accounting
Practice Sales, we get RESULTS!
Discover our unique 5-step process
which is designed for simplicity
and unequalled value. BUYERS -
registration is simple and free!

Nova Scotia CA practice is seeking
a Chartered Accountant to join their
Annapolis Valley office and pursue
a career in public practice. This
individual would start as a Senior
Accounting Staff and move quickly
along to a greater responsibility and
challenges with the opportunity to

be a buy-in partner being available
in the short term. Reply with resume
to Box 708, CAmagazine.

A B SCIENCES - We offer scientific
assistance services adjusted to your
needs, to help you identify, structure
and document your Scientific Research
& Experimental Development (SR&ED)
work. And we help you prepare your
claim so that you can obtain SR&ED
tax credits. Call us! France Beauchemin
450.461.9450.

Simply Accounting Training - Sage
Software approved & recommended
one-day training seminars presented
across Canada. Each course worth
7.5 Verified C.E.C.'s. For more
information, or to register, please
visit: www.AlanCohen(CGA.com

Website Design — Do you need
a website? Is your existing site in
need of an upgrade? Do you lack the
time to develop and maintain your
website? Do you want a professional
site at an affordable price? Visit us at
accountantswebdesign.ca

If you currently are considering
starting an accounting practice or
are a small accounting practitioner
who employs a network administrator,
we can save you money. Move to our
cloud. For more information, call 800-
465-7532-221.

Reply to CAmagazine Box Numbers via:

MAIL: CAmagazine
277 Wellington St. W.
Toronto, ON M5V 3H2

The essential companion to
our print edition

FAX: 416.204.3409

E-MAIL: advertising.camagazine@cica.ca
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Homo innovaticus

conomists wield considerable influence in
E our society. Prime Minister Stephen Harper
is an economist. Most elections, both federal and
provincial, hinge on the economy. That is why it is

important to understand how economists think, because
they are the ones who shape the debate in this regard.

Adam Smith, an 18th-century Scottish philosopher,
developed the key concepts that make up modern eco-
nomic thought. His doctrine was structured around the
concept of homo economicus, which holds that our economic
decisions are rational and maximize self-interest.

Modern market economic thought that presides over
the wealth distribution processis
based on this concept of rational-
ity. Markets, through the action
of Smith’s “invisible hand,” are
held to be the most effective
mechanism to balance the inter-
actions of an individual’s interests and allocate limited
resources for the well-being of society as a whole.

However, this vision is increasingly challenged, par-
ticularly by behavioural economists. Assuming com-
plete rationality is unrealistic, but it often leads us astray.
Smith’s basic postulate — the homo economicus— does not
exist. Our decisions are not purely rational and are often
influenced by our emotions. Moreover, we consider other
aspects than interests when making economic decisions.
For instance, homo economicus would never give a tip to
express gratitude. It is now clear that the invisible hand
makes mistakes, and markets send bad signals.

During the Renaissance, philosophers broke away from
the biblical vision of the universe, with the Earth as its
centre and a world created in seven days. They developed
a vision based on a round Earth that revolves around the
sun, the concept of gravity and the dynamics of evolution.
Making the shift wasn’t easy: Galileo, the best known of
them, ended up being imprisoned for his beliefs.

Economists today are in a similar situation. The ideol-
ogy of the homo economicusis seen as misleading. More eco-
nomists are seeking a new concept to better reflect the
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BY MARCEL COTE

WHERE ECONOMICS AND POLITICS MEET

reality of human behaviour and economic relationships.

Edmund S. Phelps, winner of the Nobel Prize for Eco-
nomics in 2006, has proposed the concept of homo inno-
vaticus. Like his ancestor homo economicus, he is a trader,
exchanging goods and services. Very much part of society,
he cares about his interests and also the common good.
Moreover, curious and unsatisfied with the status quo,
he looks for new solutions, which sometimes leads him to
make mistakes. Homo innovaticus does not have the narrow
mind of homo economicus, who only focuses on markets.

Toward the end of his life, renowned British econ-
omist John Maynard Keynes cautioned us to be wary of
the sometimes misleading teachings of dead economists.

The 2008 financial crisis proved him right. Its origins

lay in the rapid deregulating of the US financial sector.
That move was strongly supported by influential econo-
mists, who believed it would enhance the effectiveness
of capital markets and assumed that financial markets
would self-regulate. The opposite happened. Deregulation
fed man’s greed and led to the most severe crisis since the
Great Depression. Economists may have said, “oops, we’re
sorry the markets failed” to the 100 million unemployed
who paid the price of the crisis. But the damage was done.
The intellectual foundation of economic theory is
being revisited, incorporating behavioural economics and
assuming a different finality for all economic activities,
namely a quest for happiness as opposed to the accumula-
tion of wealth. It takes into account social concerns and
social capital created by human interactions. It accounts
for creativity and innovation, which are as important as
accumulation and redistribution of wealth. But this new
paradigm isn’t fully formulated yet. Meanwhile, be wary
of economists still preaching Smith’s market ideology.

Marcel Coté is founding partner at SECOR Consulting
in Montreal



Business owners know that cash is king.
By controlling and optimizing cash, businesses
profoundly improve their operations and bottom line.

The Cash Management Toolkit for Small &
Medium Businesses is a must have reference
book, which covers key topics such as:

e Tips and techniques for controlling and
optimizing your cash

e The building blocks of cash management

e Controlling cash with effective budgeting

e Optimizing cash by scrutinizing your sales
cycle
¢ Financial structures and leverage

Easy to understand practical guides with
tips, case studies, worksheets and checklists
- includes a bonus CD!

Sponsored by:

CIBC
=

CA Tools for Success
For businesses and business owners.

A must-have addition

to your reference library
written by professionals
with hands on experience.

Cash

management

Never be out of resources
or options again.

For more information or to
order, visit: CAstore.ca/cashmgtk

‘ A Chartered Accountants
of Canada



THOSE WHO
SAY THERE’S NO
SUCH THING AS
FOUND MONEY
HAVE NEVER
FOUND MONEY.

At Definitive, we’ve helped over 1,000 clients find hundreds of millions of dollars in
overpaid sales taxes. That’s hundreds of millions of dollars worth of found money in the
pockets (make that, bank accounts) of clients who have chosen us to review their sales tax
processes on a regular basis. They might be smaller than you. They might be bigger than
you. Either way, we helped them find money. And we can help you too.

AT
D efl n I t I Ve Visit definitiveconsultingservices.com or call us at 905.829.8877 or

Tax = Corporate Finance = Consulting 1.877.568.0488 for more information.



