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By IAN HARVEY

All businesses risk becoming 
irrelevant over time if they 
are so obsessed with the 

here and now they fail to recognize 
what’s on the horizon, says former 
Google CIO Douglas Merrill.

In his keynote address at CMA 
Shift 2014 in Toronto in June, Mer-
rill, co-founder of Zestfinance.com, 
said too many companies kill off 
innovation which could be a suc-
cessful future business venture 
because they are too focused on 
traditional metrics and processes.

“In 1990 there were 100 com-

panies on the Fortune 100,” said 
Merrill, author of Getting Organ-
ized in the Google Era: How to 
Get Stuff out of Your Head, Find It 
When You Need It, and Get It Done 
Right. “By 2010, only two or three 
were left (AT&T was under new 
ownership but was still in effect on 
the list).”

Among those who had been 
vaporized: Eastman Kodak, once 
one of the most innovative com-
panies in the world with thousands 
of patents to its credit.

“There’s a great story about an 
engineer at Eastman Kodak who 

went to his boss one day and said 
‘hey, I’ve invented this great thing. 
If I shine a light at a piece of 
silicon it goes from a 0 to a 1,’” 
Merrill said. “His boss said: ‘you 
idiot. We make film here. What 
good is that?’”

Of course, the invention was 
the beginning of the charge-
coupled device (CCD) which 
became the foundation of digital 
photography in cameras, video 
cameras and cellphones, and 
changed the world, ultimately 

By JEFF BUCKSTEIN

Members of the Certified 
General Accountants of 
Ontario have given their 

association an overwhelming man-
date to join the Chartered Profes-
sional Accountants of Ontario, 
c learing the f inal  hurdle in 
Ontario’s quest for a fully unified 
accounting profession.

“The Ontario news is exciting,” 
said Kevin Dancey, president and 
chief executive off icer of CPA 
Canada in Toronto. “Selling a 
long-term vision is never easy but 
it is becoming a reality.”

The support was nearly unani-
mous, with 97 per cent of CGA 
O n t a r i o ’s  vo t i n g  m e m b e r s 
agreeing to join their chartered 
accountant and certified manage-
ment accountant colleagues, far 
exceeding the two-thirds threshold 
required under CGA Ontario 
bylaws. Just over half of the Asso-
ciation’s members — 54 per cent 
— participated in the vote. 

“I was so pleased to see the 
level of engagement with the 
membership,” said Doug Brooks, 
chief executive off icer of CGA 
Ontario in Toronto. “I think they 
were well informed. In the forums 
they were asking really good ques-
tions, and obviously felt that we 
had the right circumstances to 
move forward.”

Members of CPA Ontario par-
ticipated in a non-binding vote, 
with 64 per cent supporting the 
proposed unification agreement, 
and another 10 per cent agreeing 

to let council decide. Provincial 
CAs and CMAs had joined forces 
in the new organization earlier in 
the year. Members from all three 
legacy bodies can now use the 
CPA designation in addition to 
their original designation.

“We have been discussing uni-
fication with our members for the 
past three years so it is heartening 
that approximately three out of 
four of our voting members put 
their trust in unification,” said Rod 
Barr, president and chief executive 

Old metrics threaten 
to derail innovations

Douglas Merrill, CEO and founder of ZestFinance.com and former CIO at Google, speaks at the CMA 
Shift conference in Mississauga, Ont. 
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CGA Ontario 
vote clears way 
for final merger
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By GUNDI JEFFREY

“I’ve come to bury IFRS,” 
Christopher Cox said in 
June, kicking off a keynote 

address to the 33rd SEC and Finan-
cial Reporting Institute — and a 
media firestorm.

The remark immediately went 
viral in the accounting world. After 
all, Cox, the former Securities and 
Exchange Commission chairman, 
was crucial in setting up a “road 
map” for converging international 
financial reporting standards with 
U.S. GAAP. 

“But that was several years ago,” 
said Cox, now a partner at law firm 
Bingham McCutchen and president 
of Bingham Consulting. “The fact 
is, far too much time has gone by 
with no meaningful progress. I think 
we have to fairly conclude that the 
moment has passed. Full-scale 
adoption of IFRS in the United 
States might once have been pos-
sible, but it is no longer. This is not a 
prognosis. It’s just a statement of 
fact.”

Noting that the “prospect of a 
global standard is truly dazzling,” he 
said he doesn’t believe he’ll see it in 
his lifetime.

“An international language of 
disclosure and transparency would 
significantly improve investor confi-
dence in global capital markets,” 
said Cox. But, he added, “today 
there is a real risk that the continuing 
increase in global trading and 
investing has gotten far ahead of the 
accounting standards that are neces-
sary to make it all work. That is why, 
when I was SEC chairman, I worked 
to ensure that the United States was 
doing everything necessary to make 
financial information from com-

panies in different countries both 
comparable and reliable.” 

“I can’t believe he claimed this is 
a fact,” says Paul Cherry, former 
chair of the IFRS Advisory Council 
and now a member of Canada’s 
Accounting Standards Oversight 
Board. “And one should never say 
never in situations like this. Yes, the 
tide for enthusiasm has waned in the 
U.S., but if you look at the rest of the 
Americas and Canada, we’re all in 
the IFRS camp.”

Canada’s Accounting Standards 
Board chair Linda Mezon says “the 
AcSB remains convinced that the 
global adoption of converged high-
quality standards is the best path to 
follow for transparent f inancial 
reporting and effective access to 
capital markets. Clearly, IFRS is one 
way forward, with 122 countries 
around the world using IFRS as their 
‘language for financial reporting.’ 
One language for financial reporting 

puts companies in the best position 
in global capital markets.”

But Steven Salterio, director of 
the CPA-Queen’s Centre for Gov-
ernance and a professor of business 
at Queen’s University in Kingston, 
Ont., believes that U.S. adoption of 
IFRS would be “a mistake of epic 
proportions. IFRS are an example of 
relatively more principled-based 
accounting and, over the last 40 
years, the U.S. has become very 
invested in rules-based accounting. 
While IFRS does very well in the 
rest of the world, it’s in the context of 
the rest of the world having auditors 
and other institutions that are already 
used to principles-based accounting 
standards.”

Cox said that there was a moment 
when “the stars were aligned to 
make it not impossible that the 
United States could actually join and 
perhaps even lead this global effort. 
In 2007, experts on Bloomberg 
BNA’s accounting policy & practice 
advisory board saw it as ‘virtually 
inevitable’ that the United States 
would adopt IFRS for domestic 
public companies.” 

Following the SEC’s November 
2007 decision to allow foreign pri-
vate issuers to use IFRS without 
reconciliation to U.S. GAAP, most 
people believed that at least per-
mission for U.S. filers to use IFRS, 
if not a mandate, was a foregone 
conclusion.

“Well, almost seven years have 
passed since then,” said Cox. 
“Rather obviously, the high tide of 
American enthusiasm for IFRS has 
receded.”

The problem, he said, is that 
public companies and investors 
clearly don’t want them. “That is 
why today there is not even a plan 
for expanding the voluntary use of 
IFRS in the way that, for example, 
Japan has done.”

Cox noted that, as America 
moved closer to the reality of being 
part of a global system, and the 
actual details of what it would mean 
came more clearly into focus, the 
experience proved troubling.

“What American stakeholders 
want from their accounting standard 
setter is relatively straightforward, 
and they began to see they couldn’t 
get this from the IASB. 

“It really boils down to five 
th ings ,”  he  sa id :  s tandards 
developed in their interests, a trans-
parent process, an independent and 
accountable standard-setter, and all 
stakeholders participating in the 
standard-setting process. U.S. stake-
holders, he said, soon began to 
realize that each of these needs 
“was being degraded by virtue of 
making the system global.”

Furthermore, “unlike many of 

the countries that today use IFRS, 
for whom the switch to global stan-
dards was definitely an upgrade, the 
United States already has a mature, 
high-quality set of standards that is 
tailor-made for the American 
market. And we are accustomed to a 
high level of due process that is 
uniquely sensitive to American con-
cerns. So the bar is set very high 
when it comes to convincing U.S. 
stakeholders to switch.”

Cherry said Cox painted a dis-
torted picture of the standard-setting 
environment today. “He says Amer-
ica’s participation is lost to the 

global initiative for a single set of 
high-quality standards, but he 
doesn’t mention that the FASB and 
IASB have ongoing joint meetings, 
doesn’t mention that the FASB is 
part of the new accounting stan-
dards advisory forum of national 
standard setters, doesn’t mention 
that the SEC is still a very influen-
tial player in the International 
Organization of Securities Commis-
sions, the IFRS monitoring board 
and the IFRS advisory council, that 
there are U.S. trustees serving the 
IFRS Foundation or the fact that the 
Financial Accounting Foundation 
provided a very large amount of 
funding to that foundation.”

Cherry said he f inds Cox’s 
implication that American stake-
holders have no meaningful access 
to IASB deliberations “offensive,” 
given that “the IASB has bent back-
wards to reach out to U.S. stake-
holders — some would say too 
much effort has been spent on the 
U.S.”

As for transparency and due pro-
cess, says Cherry, “most people 

would concede that the IASB’s due 
process and transparency are the 
gold standard.”

So, if the U.S. doesn’t get on the 
bandwagon, what’s next?

“Convergence where possible 
but not always convergence,” says 
Salterio. “There will be places 
where it is impossible to reconcile 
the rest of the world’s belief in prin-
ciples-based accounting standards 
and the U.S. need for detailed rules. 
The revenue recognition standard 
just passed was also adopted by the 
U.S., but I fully expect the FASB to 
come out with numerous detailed 

interpretations, whereas the rest of 
the world will not be taking such an 
approach.”

While still hoping for one set of 
global standards, Mezon and the 
AcSB support U.S. securities laws 
at least giving financial statement 
filers the choice to use IFRS or U.S. 
GAAP for their SEC filings because 
of the benefits that offers.

“The U.S. is a great alternative 
source of capital for Canadian com-
panies,” she said. “The U.S. is 
simply a bigger capital market than 
Canada, so there’s more access to 
capital with a larger pool of 
investors.”

In a statement released right after 
Cox’s speech, IASB chair Hans 
Hoogervorst noted his surprise that 
“former chairman Cox has shifted 
his focus from a single set of high-
quality global standards to main-
taining a national standard setter 
that is ‘supple’ when responding to 
domestic priorities and con-
cerns. We continue to believe that 
investors are best served by high 
quality-globally comparable infor-
mation, and that includes U.S. 
investors. As former chairman Cox 
noted, U.S. investors have trillions 
of dollars invested in entities 
reporting under IFRS. We never 
forget the importance of these 
stakeholders and are expanding our 
efforts to reach out and consult with 
them on all of our projects.”

In a statement to The Bottom 
Line, Cox said he remains a sup-
porter of the IFRS mission, “and am 
disappointed things have come to 
this pass — but I think it’s a fair 
appraisal. I hold out hope for a 
change for the better, including 
initially the voluntary use of IFRS 
by U.S. issuers in limited circum-
stances where industry compar-
ability for the benefit of investors 
would be enhanced.”

Cox drops a bombshell in IFRS speech
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Cox

I think we have to fairly conclude that the moment has 
passed. Full-scale adoption of IFRS in the United States 

might once have been possible, but it is no longer. This is 
not a prognosis. It’s just a statement of fact.”

Christopher Cox, former SEC chair

“I can’t believe he claimed  
this is a fact.”

Paul Cherry, Accounting Standards Oversight Board

Cherry
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By JEFF BUCKSTEIN

Despite complaints from 
many prominent business 
organizations in recent 

years that Canada has fallen 
behind in terms of international 
competitiveness, the country 
sports several attractive ingredi-
ents necessary for businesses 
success including a favourable 
cor pora te  tax  envi ronment , 
according to recently released 
KPMG reports. 

In spite of that, though, busi-
nesses take into account multiple 
other factors when deciding 
where to locate or invest, some of 
which appear to be working 
against Canada on the inter-
national stage.

“We have here in Canada great 
conditions for attracting busi-
nesses and jobs. I think part of 
what’s incumbent on all of us is 
to get [that] story out there and 
get more larger organizations 
interested in Canada,” said Elio 
Luongo, Canadian managing 
pa r tne r  fo r  t ax  a t  KPMG’s 
Toronto office.

“Canada is also very entrepre-
neurial. A lot of great ideas [are] 
coming out of Canada. We have 
all the right ingredients. We just 
need to think about better ways of 
commercializing.”

Bu t  Aron  Gampe l ,  v i ce -

president and deputy chief econo-
mist of the Bank of Nova Scotia 
in Toronto, said Canada also pre-
sents some negatives in its busi-
ness environment.

For example, “I think there is 
a clearly a def iciency in this 
country on innovation. Notwith-
standing our R&D type of incen-
tives that are probably as good as 
any in the world, we still under-
perform in this area,” Gampel 
said.

KPMG reported that Canada’s 
total tax costs were 46.4 per cent 
lower than for the United States. 
C a n a d a ’s  t o t a l  t a x  i n d e x , 
including corporate income tax 
[comprising both federal and 
provincial taxes, and taking into 
account the effective tax paid 
after common tax credits], prop-
erty taxes, capital taxes, sales 
taxes, miscellaneous and local 
business taxes, and statutory 
labour costs, measured 53.6 com-
pared to a benchmark rate of 
100.0 for the United States.

Other countries featured in 
KPMG’s Competitive Alterna-
tives Special Report: Focus on 
Tax 2014 Edition were Australia, 
France, Germany, Italy, Japan, 
Mexico, the Netherlands and the 
United Kingdom.

Canada was ranked number 
two among those countries in 
manufacturing, with a total tax 
index of 65.5 compared to the 
U.S. benchmark, even though 
anecdotally it is believed that 
many manufacturing jobs are 
going overseas permanently. 

“Obviously when you attract 
an organization and entities here, 
you attract  jobs.  So when i t 
comes to a tax perspective, Can-
ada’s done its job to keep the tax 
rates down,” said Luongo, who 
stressed that the government has 
a role in maintaining Canada as a 
desirable business climate. “It is 
a factor that is taken into account 
when businesses locate. You’ve 
seen various companies starting 
to look at Canada as a home base 
for part of their production and 
facilities now.”

However, there are also inequi-
ties. KPMG noted, for example, 
that federal income tax credits for 
investment in manufacturing 
facilities and equipment are only 

available in certain parts of the 
country.

“The bot tom l ine is  what 
they’re talking about in their 
report is not something that we’re 
surprised at,” said Gabe Hayos, 
vice-president of taxation for the 
Chartered Professional Account-
ants of Canada in Toronto. “We 
know that corporate tax rates 
have been reduced and we’re 
happy about that. This just con-
firms that Canada’s doing well on 
a competitive stage.”

Hayos added that “we’ve been 
both encouraging and supporting 
what the government did feder-
ally and, to some extent, provin-
cially, to reduce corporate tax 
rates. And that’s something we’ve 
applauded every year [since] they 
started reducing the corporate tax 
rate.” 

A second report, Competitive 
Alternatives: KPMG’s Guide to 
International Business Location 
Costs: 2014 edition, stated that a 
variety of other factors, including 
the costs for providing digital 
services, research and develop-
ment, and corporate services, as 
well as for the manufacturing 
sector, also make Canada a desir-
able business location. 

O ve r a l l ,  C a n a d a  r a n k e d 

Conditions good for Canuck edge: KPMG
“A lot of great ideas [are] coming out of Canada. 

We have all the right ingredients. We just need to think 
about better ways of commercializing.”

Elio Luongo, KPMG

See Corporate on page 11

Luongo
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By GUNDI JEFFREY

The International Accounting 
Standards Board appears to 
be going its own way on at 

least one of its major convergence 
projects with the U.S. Financial 
Accounting Standards Board — 
financial instruments — after sev-
eral joint attempts were soundly 
rebuffed by U.S. users, preparers 
and investors, according to a recent 
speech by Ian Mackintosh. 

The vice-chair of the IASB 
also made it clear in a June 23 
address to the IFRS Foundation 
Conference in London that un-
converged leasing and insurance 
standards are sure to follow, and 
an IASB-alone exposure draft on 
the conceptual framework is 
scheduled for later this year. 
Mackintosh also expressed his 
frustration that the FASB seems to 
be advocating returning to previ-
ously failed models of inter-
national co-operation in the set-
ting of accounting standards.

At least one observer echoed 
Mackintosh’s outlook. “Given the 
size and distinctiveness of the U.S. 
economy, as well as the fact that 
U.S. financial reporting standard-
setting is complicated, with the 
FASB and Securities and Exchange 
Commission both playing roles, 
the full adoption of IFRS in the 
United States is unlikely in the 
foreseeable future,” said Thomas 

Scott of the University of Waterloo, 
Ont. “In this regard, the U.S. is an 
important outlier, but not an outlier 
whose example will be followed by 
others. Accordingly, most countries 
will continue to support the IASB, 
and a policy of collaboration 
between the IASB and FASB — 
with as much harmonization as 
manageable — is likely to persist 
indefinitely.”

Mackintosh said he expected 
IFRS 9 Financial Instruments to 
be released in July, representing 
“the final piece in our response to 
the financial crisis.” The standard 
differs in key respects from U.S. 
GAAP, and Mackintosh lamented 
that, “despite our best efforts, we 
were unable to reach agreement 
with the FASB on impairment. 
We consulted the Financial Sta-
bility Board (FSB) and others 
about whether to go back to the 

drawing board with the FASB in a 
f inal attempt to achieve conver-
gence. However, it was decided 
that doing so would add several 
years to the project and the advice 
from the FSB and others was that 
it was more important to get the 
standard issued.”

According to Mackintosh, 
IFRS 9 introduces a new, expected-
loss impairment model that limits 
the ability of banks and others to 
defer the timely recognition of 
loan losses and provides a logical, 
single-classif ication approach 
driven by cash-flow characteristics 
and how cash flow is managed. It 
solves the so-called ‘own credit’ 
issue, whereby banks and others 
are able to book large gains 
through their P&Ls as a result of 
the value of their own debt falling 
due to a decrease in credit worthi-
ness. It allows companies, both 
within and outside of the financial 
sector, to better reflect their risk 
management activities in their 
financial statements. It also sig-
nificantly reduces the complexity 
associated with accounting for 
financial instruments.

The leasing and insurance con-
vergence projects also appear to 
be heading in different directions, 
although Mackintosh hoped the 
leasing effort might still be pulled 
out of the f ire. He cited a 2005 
SEC report that predicted “strong 
resistance” in the U.S. to signifi-
cant changes to the leasing guid-
ance, “both from preparers who 
have become accustomed to 
designing leases that achieve 
various reporting goals, and from 
other parties that assist those pre-
parers.” After that warning, Mack-
intosh said, “we were not sur-
prised by the stiff opposition we 
have faced.”

Mackintosh noted that IASB 
research clearly shows that the 
leasing standard will significantly 
affect fewer than 10 per cent of 
listed companies. “In effect, we 
are institutionalizing aspects of 
best practice.” And, in the eco-
nomic sectors mostly affected by 
the standard, “it brings much 
needed insight into the true 
leverage of companies.”

Acknowledging that the pro-
posed changes  “wil l  not  be 
without cost to preparers,” said 
Mackintosh, “we have already 
made some pragmatic decisions 
to help keep costs to a minimum, 
and we are motivated to look for 
improvements that will make the 
standard less costly to implement 
and apply.”

Meanwhile, high on the IASB 
agenda is the conceptual frame-
work project aimed at “providing 
the IASB with a consistent point 
of reference in the development 
of standards.”

The project will review the dif-
ferent measurement bases IFRS 
use and the information they pro-
vide. It will also provide a clear 
conceptual separation between 
what goes into prof it and loss 
versus what ends up in other com-
prehensive income. It also will 
revisi t  the 2010 decision to 
remove the word “prudence” from 
the conceptual framework  in 
favour of “neutrality.”

“We still believe that neutrality 
is an essential concept in financial 
reporting,” Mackintosh said. “How-
ever, some commentators have 
interpreted the removal of the word 
‘prudence’ as the IASB giving a 
g reen l ight  for  ‘ imprudent’ 
reporting . . . It is unhelpful for this 
perception to continue, so in May 
this year the IASB tentatively 

decided to reintroduce the word 
‘prudence’ into our conceptual 
framework while also making it 
clear that being prudent does not 
mean introducing bias.”

The second major project on the 
IASB’s agenda is a comprehensive 
review of financial disclosures. “It 
is a common complaint that the size 
of annual reports is ballooning, 
while the amount of useful infor-
mation … has not necessarily been 
increasing at the same rate,” Mack-
intosh said.

The  IASB has  c r ea t ed  a 
10-point plan to drive changes in 
disclosure behaviour, “including 
our own.” The effort will begin 
with targeted amendments to IAS 
1, Presentation of Financial State-
ments, a project to consider pro-
posals to have IAS 7, Statement of 
Cash Flows, require the disclosure 
of changes in liabilities classified 
in financing activities and look at 
how mater ial i ty  works with 
accounting policy disclosures. A 
longer-term project will deal with 
the principles of disclosure.

Although Mackintosh noted that 
the convergence projects are 
coming to an end and the IASB is 
moving from a largely bilateral 
working relationship with the 
FASB to a more multilateral 
approach with national standard-
setters around the world, he was 
disappointed by recent statements 
from FASB members signalling 
they want to place more priority on 
improving U.S. GAAP than conver-
ging with IFRS.

He cited FASB vice-chair Jim 
Kroeker’s June 5 speech saying that 
“we recognize that one size may not 
always fit all. By that, I mean that 
we understand that differences in 
standards will persist because of the 
legal, regulatory and cultural differ-
ences among different jurisdic-
tions.” And the 2013 FAF Annual 
Report states that the FASB’s mis-
sion is first to improve GAAP and 
then converge “if possible.”

“If divergences are more or less 
accepted as inevitable,” Mackintosh 
said, “it can be no surprise they 
become the norm rather than the 
exception. If all IASB constituents 
were to insist on the primacy of 
national preferences, obviously the 
goal of a single set of global stan-
dards would come to naught. That 
was the old IASC (International 
Accounting Standards Committee) 
approach. We tried it for 25 years 
and it failed.”

Despite the lack of agreement 
on some standards, says Scott, the 
IASB is “making progress on a var-
iety of challenging accounting 
issues. Most countries in the world 
have adopted, or are in the process 
of finalizing the adoption, of full 
IFRS. These countries appear to be 
committed to working with the 
IASB. It is highly unlikely that we 
will see a return to a variety of dis-
tinct national financial reporting 
systems for publicly accountable 
enterprises. The countries that have 
adopted IFRS for publicly account-
able enterprises will continue to 
support the IASB.”

Board ready to go it alone on some standards
4   The Bottom Line August 2014N E w s

Publisher
Ann McDonagh

Advertising sales
Jim Grice
tel: (905) 415-5807 
fax: (905) 479-3758 
toll-free 1-800-668-6481
email: jim.grice@lexisnexis.ca

Circulation Controller
Scott Welsh 
email: scott.welsh@lexisnexis.ca
Circulation and subscriptions: 
tel: (905) 479-2665 
toll-free 1-800-668-6481
fax: (905) 479-3758
toll-free 1-800-461-3275

subscription rates 
1 year (16 issues) $120, plus tax     
2 years (32 issues) $190, plus tax 
U.S. / Int’l subscriptions:  $185/year
Accounting student rate: $40, plus tax
Individual copies: $12, plus tax

Managing Editor
Robert Kelly 
robert.kelly@lexisnexis.ca

Associate Editor 
Layout Editor
Adam Malik 
adam.malik@lexisnexis.ca

Production Coordinator
Pauline Braithwaite 

Cover Illustration
Della Rollins

Editorial Offices 
123 Commerce Valley Drive East, 
Suite 700, Markham, ON L3T 7W8 
tel: (905) 479-2665 
toll-free 1-800-668-6481 
fax: (905) 479-3758 
toll-free 1-800-461-3275
Internet: www.lexisnexis.ca

THE BOTTOM LINE

Copyright © 2014 LexisNexis Canada Inc. All rights re served. No part of this publication may be  
reproduced in any material form (including photocopying or storing it in any medium by electron ic means and 
whether or not transiently or incidentally to some other use of this publication) without the written  
permission of the copyright owner or in the case of photocopying or other reprographic copying, a licence from 
CANCOPY (Canadian Copyright Licensing Agency) ex cept in accordance with the provisions of the Copyright 
Act.  Applic ations for the copyright owner’s written permission to reproduce any par t of this  
publication should be ad dressed to the publisher. Warning: The doing of an unauthorized act in re lation to a copy-
right work may re sult in both a civil claim for damage and criminal prosecution. The Bottom Line is  
published 16 times a year. send changes to: Subscriptions, 123 Commerce Valley Drive East, Suite 700, 
Markham, ON L3T 7W8. Return postage guaranteed. Return undeliverable Canadian addresses to: Circ. Dept., 
123 Commerce Valley Drive East, Suite 700, Markham, ON L3T 7W8. e-mail: scott.welsh@lexisnexis.ca  
Publications Mail Agreement Number: 40065517. ISSN 0831-5477 GST/HST/QST R100588607

Regional Correspondents 
Geoff Kirbyson (Western Canada); Jeff Buckstein (Ottawa); Luis Millan (Quebec);  

donalee Moulton (Halifax); Special Correspondent: Gundi Jeffrey

Scott

Given the size and distinctiveness of the U.S. economy,  
as well as the fact that U.S. financial reporting standard-

setting is complicated, with the FASB and SEC both playing 
roles, the full adoption of IFRS in the United States  

is unlikely in the foreseeable future.

Thomas Scott, University of Waterloo

MackintoSh

http://www.thebottomline-digital.com/thebottomline/august_2014/TrackLink.action?pageName=4&exitLink=mailto%3Ajim.grice%40lexisnexis.ca
http://www.thebottomline-digital.com/thebottomline/august_2014/TrackLink.action?pageName=4&exitLink=mailto%3Ascott.welsh%40lexisnexis.ca
http://www.thebottomline-digital.com/thebottomline/august_2014/TrackLink.action?pageName=4&exitLink=mailto%3Arobert.kelly%40lexisnexis.ca
http://www.thebottomline-digital.com/thebottomline/august_2014/TrackLink.action?pageName=4&exitLink=mailto%3Aadam.malik%40lexisnexis.ca
http://www.thebottomline-digital.com/thebottomline/august_2014/TrackLink.action?pageName=4&exitLink=http%3A%2F%2Fwww.lexisnexis.ca
http://www.thebottomline-digital.com/thebottomline/august_2014/TrackLink.action?pageName=4&exitLink=mailto%3Ascott.welsh%40lexisnexis.ca


  The Bottom Line August 2014 5N E W S

By JEFF BUCKSTEIN

KPMG’s recent acquisition 
of American hedge fund 
consultant Rothstein Kass 

and Zanett Commercial Solutions 
Inc., a business and technology 
consulting company, has con-
tinued the trend toward Big Four 
accounting f irms offering more 
services — and raising concerns 
a b o u t  c o m p r o m i s i n g  a u d i t 
independence.

“The Big Four have historically 
expanded their operations into 
consulting and advisory services. 
If one firm does it the others do it 
to maintain some sort of competi-
tive parity,” said Mark O’Connor, 
chief executive off icer and co-
founder of Monadnock Research 
of Gloucester, Mass., which pro-
vides research on management 
and IT consulting industries.

Other notable transactions over 
the past couple of years include 
PwC combining with global con-
sulting f irm Booz & Company 
earlier this year, and Deloitte 
acquiring global strategy con-
sulting f irm Monitor Company 
Group in 2013.

“If you have a f irm that is 
trying to get on the good side of 
its auditor, what better way to do 
it than to say ‘we’ll expand our 
revenues with you as a f irm’ … 
[But] it’s a business model that’s 
built on conflict,” said O’Connor.

He cited the fate of the now 
defunct audit giant Arthur Ander-
sen’s relationship with Enron 
Corporation as the result of a 
worst-case scenario.

Enron’s collapse in late 2001 
was a major catalyst to the enact-
ment of key legislation, most 
notably The Sarbanes-Oxley Act 
of 2002, which contains explicit 
prohibitions against a number of 
non-audit services being provided 
to audit clients. They include the 
design and implementation of 
f inancial information systems, 
bookkeeping or similar services 
related to the accounting records 
or f inancial statements, internal 
audit outsourcing, appraisal or 
valuation services, actuarial ser-
vices, and legal services unrelated 
to the audit, among others.

The particular focus of con-
cern at the time of Enron was on 
IT technology consulting, sys-
tems implementation strategies, 
internal audit outsourcing and 
other types of strategic accounting 
such as setting up off-balance-
sheet vehicles. That focus has 
changed as Big Four firms try to 
compete with large strategy firms, 
said Francine McKenna, a free-
lance business journalist and cer-
tified public accountant based in 
Chicago, and author of an online 
blog about auditors. 

Jane Kinney, Canadian man-
aging partner for quality and risk 
with Deloitte Canada in Toronto, 
said the underlying conditions 
that led to Sarbanes-Oxley are 
being closely watched for in 
today’s environment.

“Practice has moved on since 
the days of Sarbanes-Oxley. It’s 

more than 10 years now. The per-
centage of work that would be 
done in our consulting practice 
for audit clients is extremely 
small,” she said.

Moreover, sometimes even 
non-audit work that is allowed 
still won’t get done because cli-
ents don’t want their auditors to 
do it. “Board [members] and 
executives don’t look to their aud-
itors for strategy services. So the 
concerns around providing large-
scale consulting services to audit 
clients are not really based on 
what’s actually happening. We’re 
not being hired to do that work for 
audit clients,” Kinney said.

McKenna said the Rothstein 
Kass acquisition is an interesting 
move for KPMG because Roth-
stein Kass has earned success, 
along with a good reputation, 
sticking to a niche involving 
broker dealers and hedge funds. 
This could help KPMG expand in 
those areas, she noted.

But she questioned whether 
this merger will allow the former 
Rothstein Kass personnel to con-
tinue to operate within KPMG on 
such a concentrated basis. 

“The problem with the four 
large firms is that no one who has 
specif ic expertise is really very 
special, because they’re just too 
big. KPMG has found a good 
firm that has a very strong focus 
in a niche. But the bigger issue is 
‘will they really see a longer term 
benef it from them?’ Because 
when you fold a f irm like that 
into [a much larger company], 
you sort of dilute that focus that’s 
made them successful,” McKenna 
said.

KPMG was asked to comment 
about the Rothstein Kass acquisi-
t i o n ,  i n c l u d i n g  p o t e n t i a l 
independence concerns, but a 
spokesperson only mentioned that 

the firm “performs the necessary 
due diligence to execute each 
transaction and adheres to all 
independence requirements.”

Kinney said that when Deloitte 
acquired Monitor in 2013, it 
added strength to continue what it 
had already been doing, and she 
dismissed fears  about  audi t 
independence being compromised 
by a prospective spillover of pro-
hibited services to audit clients. 
“It’s very clear what the pro-
hibited services are. That’s the 
law. But outside of those pro-
hibited services it is possible to 
provide non-audit services to 
audit clients,” she noted. 

However, in order to do even 
that, barriers exist. Activity needs 
to be pre-approved by members of 
boards or the audit committees. 
And in practice, clients can be 
much stricter than the law, with 
their own internal policies being 
much more restrictive about what 
services are provided and by 
whom, Kinney said.

In fact, “a number of our cli-
ents would prohibit all non-audit 
services from Deloitte when we’re 
the auditors, and that’s pretty 
normal in the marketplace. So the 
marketplace has gotten ahead of 
the actual law from our stand-
point. [For example] in some 
cases clients would prohibit the 
auditors from providing any tax 
service. That’s not [legally] pro-
hibited, but the clients would say 
‘we want to use another f irm 
rather than our auditors,’” she 
said.

Deloitte also has internal safe-
g u a r d s  i n  p l a c e  t o  e n s u r e 
independence is maintained, 
including a policy stating what its 
members can and cannot do, with 
all employees and partners being 
required to sign off on having 
r ead  and  unde r s tood  those 
requirements. There is also man-
datory training, Kinney explained.

“Auditor independence is — 
and should continue to be — a 
central topic for the profession to 
concentrate on. Advisory, or what 
some might call consulting, is a 
huge piece of that,” said Anne-
Marie Hubert, advisory services 
managing partner at EY Canada 
in Montreal.

“As professional service pro-
viders, we are continually evalu-
ating ourselves to ensure we’re 
providing not just what our cli-
ents need today, but the services 
they’ll need tomorrow, too. By 
providing advisory services with 
appropriate oversight and con-
s idera t ion  of  independence 
threats, we can help our clients 
to succeed, and empower our 

people to develop and continue 
to meet expectations.” 

Although independence rules 
in  the  U.S.  and Canada are 
detailed and complex, the sub-
stance between the two countries 
is pretty much the same, said 
Kinney, who noted that auditors 
in Canada are guided by both 
Canadian Securities Administra-
tors standards as well as the pro-
fession’s independence standards.

The Canadian Public Account-
ability Board (CPAB), which has 
jurisdiction over Canadian audit 
firms, was asked to comment 
about perceived audit independ-
ence threats. “This is an area 
CPAB will be watching over the 
next 12 months, and will be able 
to comment [about] at that time,” 
said Adrienne Jackson, the over-
sight board’s director of com-
munications in Toronto. 

O’Connor was critical of the 
regulators’ role south of the 
border when it comes to mon-
itoring audit independence.

“Having regional regulations 
that address this are key. But I’m 
not sure they’re going to be suffi-
cient without enforcement and 
from everything I’ve seen in the 

United States, enforcement of 
regulations has been insufficient,” 
said O’Connor.

He alleged, for instance, that 
while there appears to be much 
corporate shareholder litigation 
activity, the U.S. Public Company 
Accounting Oversight Board 
(PCAOB), which oversees the 
audits of public companies, rarely 
examines the conduct of auditors 
publicly.  

A PCAOB spokesperson told 
The Bottom Line that the PCAOB 
inspects for and enforces the 
independence rules of the board 
and the Securities and Exchange 
Commission, and that part of this 
inspect ion process  involves 
closely monitoring the activities 
of Big Four accounting f irms, 
including their recent acquisitions 
over the past couple of years.

“We take seriously all allega-
tions of serious audit misconduct 
— including potential independ-
ence violations. Where there is 
evidence of signif icant risk to 
investors, we do not hesitate to 
invest igate ful ly and,  where 
appropriate, take disciplinary 
action. However we are unable to 
discuss ongoing investigations,” 
said the spokesperson, who noted 
that pending disciplinary pro-
ceedings must remain non-public 
under Sarbanes-Oxley unless the 
auditor consents to a public pro-
ceeding, which none have done.

The PCAOB has asked the 
U.S. Congress to change that law 
and make disciplinary proceed-
ings public, the spokesperson 
added.

big Four takeovers raise concerns
“If you have a firm that is trying to get on the good side of 

its auditor, what better way to do it than to say ‘we’ll 
expand our revenues with you as a firm’. . . [But] it’s a 

business model that’s built on conflict.”
Mark O’Connor, Monadnock Research
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By IAN HARVEY

Navigating through the thick 
fog of overwhelming data 
to ascertain whether your 

business strategy and tools are 
meeting expectations is a little like 
flying a jet fighter, says Bernard 
Marr.

The renowned author and 
authority on organizational per-
formance and business success told 
a CMA Shift conference Toronto 
audience in June that in capturing 
and evaluating key performance 
indicators many points of data com-
piled have no real bearing on the 
business itself, which invariably 
means you’ll go off course.

He described his own experi-
ence in a jet fighter. Despite the 
myriad of controls, training and 
preparation for even a simple flight, 
it really comes down to six essential 
navigation indicators: air speed, 
attitude, altimeter, turn co-ordin-
ator, heading indicator and vertical 
speed readout. Even in total fog or 
darkness, he said, pilots trust their 
instruments to get the job done.

But that’s not where it begins 
and ends: after the mission is com-
pleted — as in his jet flight — the 
job wasn’t finished until the post-
mission review, he said, because in 
sharing what went wrong and what 
went right, the teams are better pre-
pared for their next one.

It’s the same for businesses, he 
said, though lately people have 
become obsessed with gathering 
data and that leads to the first big 
problem: too much information, 
and data so poorly presented it’s 
impossible to read and digest 

quickly — unlike those key indica-
tors in the cockpit. 

As a result, all that information 
is for the most part ignored.

“Less than 10 per cent of per-
formance metrics are ever used to 
inform strategic decision-making,” 
said Marr, whose latest book, Key 
Performance Indicators for Dum-
mies, will be published in Sep-
tember. 

Marr is founder and CEO of the 
Advanced Performance Institute, a 
research, consulting and training 
organization in business perform-
ance that surveyed 3,000 com-
panies around the world to find out 
how they measured performance 
and whether they were happy with 
the results.

In collaboration with Actuate 
Corp. and to mark the 20th anniver-
sary of the ‘balanced scorecard’ last 
year, the survey found wildly 
varying levels of data and satisfac-
tion among the companies.

“Most companies use KPIs as 
their dashboard, some 41 per cent,” 
he said. “Thirty-eight per cent (are) 
using benchmarking, seven per cent 
use the balanced score card and 
seven per cent use big data. But 
still, 37 per cent are not happy with 
their corporate performance man-
agement.”

Those who are happiest, he 
found, were those companies which 
are both mature and focused on 
what data they captured, and how 
they weighted it against their busi-
ness goals.

Many companies simply collect 
data because they’ve been told it’s 
the thing to do, he said, while others 

just collect data with little or no 
idea of why.

The survey found seven key fac-
tors driving productivity manage-
ment success, and of those three 
core influences, the f irst being 
leadership buy-in and top-down 
reinforcement to use the right data 
collected at every level of business 
decision-making.

On the other hand, organizations 
which complied because they were 
directed to, but didn’t engage the 
results in their decision-making or 
planning, were less successful.

The second key factor, he said, 
was having the right business tool. 
In two-thirds of respondents, KPIs 
were the most common. The most 
successful use of KPIs was in 
aligning them and integrating them 
with strategic and operation metrics, 
the survey found.

The third factor was the right 
technology to automate the collec-
tion and analysis of data, and this is 
where many companies fall down, 
Marr said.

“We found 61 per cent of 
respondents still use Microsoft 
Excel and PowerPoint” in business 
performance management, he said, 
shaking his head. “It’s just not going 
to work in the long run. First, it’s 
hard to maintain version control and 
second, most people hate Excel.”

The ubiquitous pie chart drawn 
by Excel is even worse, he said, 
because sometimes the segments are 
so similar, it’s impossible to draw 
any real inference at a glance. 

More recently, there’s been a 
trend towards infographics. But they 
too can be overdone because of too 
many points of reference.

It’s far better to create a story 
around the data’s meaning, and 
better still to create a headline and a 
summary narrative which can be 
more easily shared and remembered. 
Simpler is better, he stressed, and to 
get the right results, formulating the 
right KPIs starts with asking the 
right questions — what do you want 
to do? Where do you want to go, and 
how are you going to get there?

“As with a flight plan or even a 
weight-loss program we need to 
know where we are going and check 
our progress as we go,” he said. 

Often in his consultancy work, a 
review of client metrics and KPIs 
leads to throwing out 40 to 60 per 
cent of their categories.

“In one case with a public sector 
client we threw out 100 per cent,” he 
said, noting it was an anomaly. At 

the outset, 20 parameters are about 
right, he said.

As with the cockpit indicators, 
keeping it simple means less data to 
capture and more clarity at a glance.

Creating a strategy map is also 
useful, he said, because there are 
many factors which can feed into a 
business success. It’s not a template, 
he stressed, but rather a unique cus-
tomized document.

Success is defined by many fac-
tors unique to each business. British 
Airways, for example, wanted to 
keep its passengers happy but was 
faced with many variables, many of 
which were out of its control.

What they found, counter-intui-
tively, was that when flights were 
late, passengers often reported 
higher levels of satisfaction. It didn’t 
seem to make sense.

“They checked and they found it 
was the cabin crew who were going 
that extra mile for passengers when 
flights were delayed,” he said. “BA 
can’t control flight controllers, the 
weather and these other factors but 
they could train their cabin crews to 
be aware of an opportunity to step 
up service in the event of a delay. So 
they took the resources they were 
using to drive other areas and put it 
into crew training.”

The takeaway, he said, is that 
there are many ways to measure 
things; IQ tests, for example, 
measure one factor, but a more com-
plete picture comes with EQ — 
emotional intelligence. Combining 
the right factors as KPIs is much 
more effective than using numerous 
factors which often give conflicting 
or confusing information.

Use the right tool, not all the tools: Marr

Marr

The risky and essential business of innovation
By IAN HARVEY

In a knowledge-based era, busi-
nesses must learn to cultivate a 
culture of innovation or they 

may find themselves quickly mar-
ginalized, according to Ajay Pan-
garkar.

The organizational strategy 
expert told the CMA Shift 2014 
conference in Toronto that as a 
species, humans are programmed 
for change.

“If we weren’t we’d still be sit-
ting around in a cave somewhere,” 
said Pangarkar, president of Cen-
tral Knowledge Inc., a strategic 
employee performance and assess-
ment system. “We’re meant to 
change, to evolve and grow.”

In business, that evolution and 
growth too often focuses on the 
“next great shiny trinket,” which is 
a mistake because we should be 
focusing on what triggered the 
idea for that item, he said.

Cultivating innovation within 
organizations is critical, but sus-
taining that culture to allow more 
innovation is even more critical 
because it’s not enough to come up 
with just one idea, or innovate 
once. 

“You have two modes,” he said 
in an interview. “One, you must 

innovate and have a path to innova-
tion, but you must also defend or 
be prepared for innovation by your 
competitors, which will disrupt the 
market and your place in that 
market.”

The world is  ful l  of  such 
examples, he said. Blackberry 
(RIM) invented the smartphone 
segment but Apple disrupted it. 
Now Samsung has disrupted it 
again, he said, by taking Apple’s 
concept and improving on it.

“In the keynote address we 
heard how an employee at Eastman 
Kodak went to his boss with the 
discovery of a light sensitive chip,” 
he said. “He was told to forget it 
because Eastman Kodak was in the 
business of film.”

Conversely, when Pfizer dis-
covered an unexpected side effect 
of a heart medication being clinic-
ally tested, it didn’t sidestep the 
opportunity but instead realized its 
potential and seized upon it, 
launching Viagra.

The difference illustrates two 
cultures within organizations — 
one with tunnel vision which 
didn’t allow for innovation and 
was also much more vulnerable to 
outside disruption, and the other 
with a 360-degree approach which 

is open to innovation.
“Einstein noted that we can’t 

solve problems using the same 
thinking we used when we created 
them,” Pangarkar said, adding 
business guru and author Gary 
Hamel has also noted most busi-
nesses are structured for con-
tinuous improvement rather than 
discontinuous innovation, writing: 
‘They know how to get better but 
they don’t know how to get dif-
ferent.’

And therein lies the challenge, 
said Pangarkar. For companies to 
instil a culture of innovation they 
must first remove the barriers that 
block the path. It starts, he said, 
with understanding the difference 
between creativity and innovation.

“Creativity operates with no 
borders,” he said. “But innovation 
is creativity with borders.”

Guy Laliberté revolutionized 
the circus with Cirque De Soleil 
by removing the animals but 
keeping the spectacle, and in 
doing so breathed fresh life into a 
fading form. 

That’s innovation, Pangarkar 
said, while disruptive innovation 
is creativity which stretches or 
breaks existing borders.

Pangarkar said that people, or 
your human capital, are more 
than just a head count. They are a 
resource and a network which has 
an impact on the business from 
front to back. Successful busi-
nesses  leverage  that  human 
resource to enable better deci-
sions and to encourage innova-
t ions,  even i f  they resul t  in 
failure.

Small companies often start 
with an idea and many fail but the 
lessons learned from those fail-

ures are not lost, and eventually 
some go on to success. Main-
taining that success is the harder 
part, he said, “Because it’s like 
capturing lightning in a bottle.”

“ E ve n  G o og l e  m ay  h ave 
started off as a very creative place 
but as it grew it had to create 
structure and organization,” he 
said. “They still try and maintain 
some of the spirit and culture of 
those early days, however.”

Similarly, Apple without Steve 
Jobs probably has a f ive-year 
plan in place which was his 
legacy, but under new CEO Tim 
Cook the question will be how 
will the next f ive years beyond 
that look, and whether the com-
pany can sustain its culture and 
record of innovation.

The problem, he says, is that 
innovation entails risk and that’s 
something most businesses like 
to avoid. “As a CMA or CPA 
we’re all about mitigating and 
managing risk,” he said. “It’s 
what we do. We’re risk-averse. 
We don’t ask people to walk to 
the edge of the cliff.”

Creating a mission statement is 
one step towards creating a culture 

Pangarkar

See Creativity on page 10
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By IAN HARVEY

Bill C-31 will bring about 
some 40 changes to anti-
money laundering legisla-

tion and regulations, and all institu-
tions should start preparing to 
understand and implement the new 
requirements, more than 300 atten-
dees at the AML & Financial Crime 
Conference Canada in Toronto 
heard.

The second annual event was a 
two-day affair which kicked off 
with a panel discussion led by John 
Byrne, executive vice-president of 
ACAMS (Association of Certified 
Anti-Money Laundering Special-
ists), with panelists Nicholas Burb-
idge, senior director of AML at the 
Office of the Superintendent of 
Financial Institutions (OSFI), Jamal 
El-Hindi, associate director, at 
Financial Crimes Enforcement Net-
work (FinCEN) and Bernard 
Gagne, deputy chief compliance 
officer at the Financial Transactions 
and Reports Analysis Centre of 
Canada (FINTRAC).

The changes in C-31 are part of 
the ongoing evolution in financial 
crimes targeting, noted Byrne: “Ten 
years ago it would have been about 
record-keeping. Today’s it’s about 
financial currency, risk assessment 
and monitoring.”

Gagne said while C-31 was 
making its way through Parliament 
in June not everything is going to 
change overnight. Many sections 
will be phased in and could take a 
year, while other changes involve 
regulation updates which have yet 
to be worked out in detail with the 
affected financial services sector.

One of the key changes, said 
Burbidge, is the specif ication 
around what constitutes a domestic 
politically exposed person, or PEP, 
identified as an official either in 
elected office, or appointed, who is 
deemed a higher-risk banking client 
because they could be accepting 
bribes from the proceeds of crim-
inal activity.

Previous legislation focused pri-
marily on foreign PEPs, but com-
pliance is difficult because it’s not 
always immediately apparent to the 
institution involved if a party to an 
account or transaction is an elected 
or appointed official in a foreign 
jurisdiction. In Canada, however, 
MPs, MPP, councilors, judges and 
other officials are publicly listed 
and identification is much easier.

“Also the new rules will take the 
pressure off,” he said, “The legisla-

tion spells it all out so … we know 
what a PEP is.”

El-Hindi said U.S. statutes are 
going through a similar evolution. 
He noted Canada has been taking 
the lead in the area of reporting 
cross-border electronic transfers of 
funds. Both El-Hindi and Burbidge 
said the key is not to reinvent the 
wheel, but rather to look at the 
measures already in place and how 
they apply in practice, and draw 
from the industry’s knowledge.

“We need to understand and 
listen to the industry,” El-Hindi 
said.

Byrne referred to his recent blog 
entry which noted that regulators 
often send out conflicting signals. 
On the one hand, he said, there’s a 
push not to “de-risk” clients who 
are engaged in suspicious activity 
because the regulators lose the 
window into their banking activ-
ities. On the other hand, “Operation 
Chokepoint,” a U.S. Department of 
Justice program last year, focused 
on forcing institutions to “de-risk” 
and simply terminate relationships 
with those they deemed “high risk 
accounts” even though many were 
engaged in “legitimate businesses 
such as coin dealers, firearms and 
ammunition dealers and short-term 
lending.”

A risk-based approach makes 
the most sense, panelists agreed, 
because it assigns a weighting 
according to a variety of key com-
ponents; geography, type of busi-
ness and type of customer, for 
example, and then puts in controls 
and monitoring according to the 
level of those risks.

For the institutions themselves, 
any risk flags should be followed 
up on in keeping with the rules and 
legislation, regardless if there’s a 
feeling sending 50 suspicious trans-
action reports (STR) to FINTRAC 
is overkill and unnecessary.

The bigger risk is not doing any-
thing, Burbidge added.

“There may come a point where 
you are so uncomfortable that you 
de-risk the client,” he said. “This is 
commercial banking we’re talking 
about, not consumer, so there’s no 
rule you can’t do that.”

Indeed, said Gagne, though 
FINTRAC and the investigating 
police agency (if any) can’t say 
anything before charges are laid — 
and sometimes not even until after 
convictions are registered — all 
that data is still possibly useful.

“It may be that the STRs are 
providing a window to police on an 
ongoing investigation,” he said, 
noting there is a push to be more 

transparent after the fact, and to 
notify the public and by extension 
the reporting institution that their 
vigilance and STRs were of great 
value in specif ic cases. “We all 
have to keep in mind here that what 
we’re doing is fighting against the 
proceeds of crime. This is not a vic-
timless crime.”

Burbidge said regulators recog-
nize large banks spend millions of 
dollars to maintain compliance, 
while for smaller institutions it can 
seem like a daunting burden 
requiring resources that are simply 
out of reach.

“While there’s not much OSFI 
can do about the regulation require-
ments, there are ways to handle it” 
so as not to “suck up a huge amount 
of resources,” he said. “Also, some 
f inancial institutions take an 
unnecessarily complex approach to 
AML. While we expect to see some 
complexity and formulas, really at 
the end of the day we expect to see, 
here’s the risk, here’s what we’re 
doing to de-risk it. If there are 
higher-risk customers we expect to 
see measures which are commen-
surate.”

What regulators don’t want to 
see, he said, is risk tools designed 
for one situation being applied to 
something completely different.

bill c-31 measures raise ante on amL

Byrne

Non-compliance can get expensive, quickly
By IAN HARVEY

Failing to understand the con-
cept of compliance and regu-
lation around money laun-

dering and corruption could cost 
your business in more ways than 
just criminal prosecutions.

“There are operational costs 
involved in the resulting investiga-
tions,” warned John Boscariol, 
partner and leader of the inter-
national trade and investment law 
group at McCarthy Tétrault, and 
part of an anti-money laundering 
(AML) and financial crime confer-
ence panel in Toronto in June.

“Everyone gets that it’s not 
appropriate to hand bags of cash to 
government officials for favours. 
Where they trip up is dealing with 
agents, business partners, (and) 
other third parties not being mon-
itored as closely as they should.”

Aside from the obvious risk of 
imprisonment and hefty fines in the 
millions of dollars, he said, there’s 
an added f iscal impact on the 
bottom line. “There are the oper-
ational costs of the internal investi-
gation, the forensic accountants 
retained,” he said. “It’s expensive.”

For example, between them, 
Wal-Mart and Avon Products have 

spent more than US$300 million 
on internal audits and other inves-
tigations following allegations of 
bribery. There are other costs also, 
he warned. “Reputation takes a 
hit,” he said. “Both SNC Lavalin 
and Niko Resources saw their 
share prices drop.”

Similarly, he said, M&As also 
come into play, with many deals 
being terminated or re-priced as the 
result of findings during due dili-

gence. “We see people spending a lot 
more time in due diligence looking 
into compliance and monitoring (of 
AML policies),” he said. “You may 
not have the time to drill into every-
thing but you do have enough time to 
know if they understand the issues.”

He said when this is explained 
to management, it starts to get their 
attention, especially if they’re con-
sidering a sale or going public.

Further, he added, a conviction 
for non-compliance will also result 
in being barred from bidding on 
any contract with the federal gov-
ernment. How companies handle 
compliance and monitoring and 
what they do when they uncover 
issues during audits will also have 
an impact, he said.

“There’s no rule or law, outside 
of public companies and securities 
legislation and material change dis-
closure, that says you have to come 
forward to the regulators,” he said. 
“Some companies just want to fix 
the problem and move on.”

However, he said, it may be pru-
dent to make a disclosure even at 
the risk of being penalized. In such 
cases, especially if the trail crosses 
into the U.S., there are options. 
While Canada has no self-disclo-

sure mechanism which sets aside 
criminal prosecution, such a 
protocol exists in U.S. legislation, 
though it does call for penalties.

“The difference, however, could 
be a $1 million over a $10 million 
penalty,” said panelist Karim 
Rajwani, vice-president and chief 
AML officer at Royal Bank Canada.

Eric Slinn, RCMP director gen-
eral of federal policing inter-
national special services, said that 

while he’d clearly prefer voluntary 
disclosure, he urged companies to 
“get all the facts first.

“Of course we love it when a 
case is presented to us on a platter,” 
he said. “But you should go through 
it first and make sure, then consult 
with your lawyer and bring it to us.”

He said many companies may not 
even know they are being dragged 
into money laundering or bribery 
until something comes up during an 
audit. “We have a saying, which is, 
we’re watching them, meaning 
organized crime, and they’re 
watching us,” he said. “Organized 
crime groups …  like any good cor-
poration, have diversified into legit-
imate businesses and they’ve become 
adept at placing people within organ-
izations to get the inside track.”

He said the banking sector is 
one area that organized crime 
groups are looking to infiltrate. 
Making all employees aware about 
the risks and exposures is critical 
to preventing those groups from 
gleaning intelligence or making 
nefarious transactions.

There are no barriers between 
operations of organized crime and 

BoSCarioLrajwani

“Ten years ago it would have been about record-keeping. 
Today’s it’s about financial currency,  

risk assessment and monitoring.”
John Byrne, Association of Certified Anti-Money Laundering Specialists

See Fear on page 11
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Assessing risk too vital to be left to machines
By IAN HARVEY

Using automated data to 
ascertain risks of money 
laundering transactions is 

an inherent risk in and of itself, 
attendees at the AML and Financial 
Crime Conference Canada were 
told.

The message from a panel on 
building a comprehensive AML risk 
assessment was that the biggest tool 
in ensuring compliance is risk 
assessment, and keeping it up to 
date is essential, followed by effect-
ively and forcefully communicating 

risks and issues to senior executives 
to ensure they are aware of the lia-
bilities in a timely way.

The upshot is that the environ-
ment itself and the variables are 
constantly changing, meaning the 
methodology itself must also be 
constantly updated and back-
checked to ensure it is flagging risks 
accurately. Too many false flags 
create extra work, and too many 
missed flags create liability.

“If you use automated risk, the 
data itself may introduce errors, 
such as mapping errors, file loading 

errors and you have erroneous data 
mixed with good data,” said Linda 
Caron of the National Bank of 
Canada. “You have to go back and 
make sure these things are leveled 
out, test the data accuracy, under-
stand the data limitations and make 
sure it produces the expected 
results.”

Risk assessment should be built 
on data collected both automatic-
ally and manually, with a rigorous 
system of back-checking, she said.

Ensuring the data is clean and 
timely is part of a top-down attitude 
towards risk-based assessment, and 
that in turn is achieved through 
building a culture of compliance, 
noted Chris T. Galloway of Central 
1 Credit Union. It’s essential to 
have and understand a clearly 
developed methodology.

“Tone from the top is important 
and the mandate is very important 
because without it the institution 
will get nowhere on this,” he said, 
noting it doesn’t have to be overly 

complex. “An overly complicated 
approach produces inefficiencies.

“Some people really try to baffle 
the regulator with a long document 
describing their methodology, but a 
good examiner will pick that apart 

and see you are unable to identify 
what high risk really is and jump to 
the end to look for a methodology 
with a practical approach.”

Echoing Caron, he said having a 
risk-assessment process which is 
dynamic and able to focus on high-
risk relationships is the key to suc-
cess.

Alex Eadie of FIRMA Foreign 
Exchange Corporation said risk can 
be assessed with something as 
simple as a six-point scale wherein 
one point is assessed for every level 
starting with “remote” to “certain” 
while the other axis assigns another 
six points similarly against signifi-
cance, starting with “minimal” and 
rising to “severe.” Multiplied 
against each other they provide a 
risk percentage factor which is 
simple and easy to understand.

Inherent risk overviews, he said, 
work the same way with six cat-
egories: geographic location, cli-
ents and business relationship, 
products and services, delivery 
channels, nature, size and com-
plexity of business and institutional 
risk. Other risk assessments for rule 
of law, constraints on government 
powers, fundamental rights and 
civil justice all work similarly.

Compliance isn’t just about 

By IAN HARVEY

There’s a new sheriff  in 
town and he’s gunning for 
tax dodgers, attendees at 

the AML and Financial Crime 
Conference Canada heard.

“We’ve  been  deput ized,” 
exclaimed David Chesworth, 
compliance manager, Alterna 
Bank, a panelist at a session 
focusing on identifying and pre-
venting tax evasion.

Since tax evasion and money 
laundering go hand in hand, the 
session heard, it’s a seen as a 
predicate offence by FINTRAC 
and ranked third behind fraud 
and drugs in their 2012-13 annual 
report.

As such, just as with AML 
measures, the burden of enforce-
ment has shifted to f inancial 
i n s t i t u t ions  and  e spec ia l ly 
bankers, the government’s f irst 
line of interdiction in rooting out 
financial crimes.

“Tax evasion offences have 
doubled  compared  to  o ther 
offenses over four years,” said 
Cheswor th’s  fel low panel is t 
Michael Donovan, deputy global 
AML off icer at TD Wealth and 
TD Insurance, TD Bank Group. 
“Worldwide tax evasion costs 
governments something like $3.1 
trillion and so they want those 
revenues.”

What constitutes tax evasion 
is also a blurring definition, he 
said: “Aggressive tax avoidance 
is now considered tax evasion. 
Anything you earn is taxable, and 
that includes earnings from drug 
smuggling.”

The latter is why money laun-
dering and tax evasion are so 
often found in tandem, he said, 
because the proceeds of crime 
must somehow be normalized 
and made accessible.

There’s a message for the finan-
cial sector, especially banking, as 
prosecutors also become more 
aggressive in seeking out those 
who facilitate tax evasion while 
fines are reaching into the billions 
of dollars.

While there are a few havens 
lefts, the major fortresses of 
secrecy such as Switzerland have 
all signed co-operation agree-

ments and one by one they are 
lowering the veil protecting cli-
ents who have stashed away illicit 
funds. A lot of that money will 
need to f ind a new home, so 
bankers should be alert to any 
s u s p i c i o u s  t r a n s a c t i o n s  o r 
requests, he said.

“It used to be none of your 
business what I report to CRA, but 
that’s all changed with (Know Your 
Client) and (Know Your Trader/
Transaction),” said Donovan, 
adding that as of July 1, changes to 
the law mean CRA is also sharing 
data with FINTRAC, fur ther 
closing the fences on tax evaders.

Chesworth said there’s no 
easy way to tell who might be a 
tax evader. “The money doesn’t 
smell like weed,” he joked. “A 
look at their accounts should 
however flag anything suspicious 
beyond the standard in and out 
flow of cash. Paycheques come 
in and money goes out to pay for 
groceries, gas, liquor store pur-
chases and the like.”

When large amounts of money 
start moving in and out, it should 
be a red flag, he said, though there 
may be innocent causes on further 
scrutiny.

For big corporations, of course, 
it gets much more complex, with 
transaction trails that reach around 
the globe through many jurisdic-
tions which is why ‘Know Your 
Client’ becomes all the more 
critical, he said.

Knowing what the client does 
or what their business is involved 
in and where can provide a much 
more accurate picture for risk 
assessment.

I n c o m e  u s u a l ly  d o e s n ’t 
become an issue until a business 
asks for a loan, and there are 
many cases where clients will 
admit to hiding income and sug-
gest they can provide a different 
set of books to show real cash 
flow.

“If someone tells you they are 
evading tax, as often happens with 
our loan officers, a financial insti-
tution can’t pretend they didn’t 
hear that,” he warned. “In many 
cases those advisors will feel it’s 
not their area and I can see that, 
but this is a game-changer.”

Compliance includes tax 
evasion apprehension

EadiE

See Good on page 17

“It’s a huge challenge to the  
(business) ownership team to buy  

into everything.”
Alex Eadie, FIRMA Foreign Exchange Corporation
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By DONALEE MOULTON

Stability has been the hall-
mark of Canada’s banking 
sector, earning it applause 

and accolades from around the 
world.  But  the landscape is 
changing, and Canada’s banks 
will have to adjust, observers say. 

“The financial services sector 
is at an inflection point,” said 
Rob Galaski, banking and secur-
ities sector leader with Deloitte in 
Toronto.

According to a recent report 
from the Centre for the Study of 
Financial Innovation in New York 
and PwC, Canadian banks and 
their global counterparts rate the 
regulatory environment as the 
No. 1 risk facing the sector.  

“Regulatory requirements are 
increasing exponentially since 
the financial crisis. The number 
is greater and the cost to address 
those is increasingly having an 
impact on returns,” said Rani 
Turna, a partner, f inancial ser-
v ices ,  wi th  PwC Canada in 
Toronto.

There’s no relief in sight, with 
the United States moving to 
strengthen its regulatory environ-
ment and countries around the 
world expected to follow suit by 
focusing more attention on com-
pliance and enforcement.  In 
Canada, where regulation has 
been credited with protecting 
Canadian banks from the sub-
prime mortgage crisis that crip-
pled the U.S.,  regulators are 
working to ensure efforts don’t 
abate in the sector. “Regulators 
don’t want anything to jeopardize 
the stability or reputation. They 
have their foot on the pedal and 
they’re not taking it off,” said 
Turna, a chartered professional 
accountant.

The race to regulate may have 
u n i n t e n d e d  c o n s e q u e n c e s , 
according to the PwC report, 
Banking Banana Skins 2014: 
Inching towards recovery, based 
on 656 responses from individ-
uals in 59 countries. Although a 
small number of respondents to 
the global survey saw the growth 

of regulation as necessary and 
even beneficial, the majority felt 
i t  h ad  gone  t oo  f a r  and  i s 
we igh ing  banks  down wi th 
unnecessary costs that could 
trigger a new wave of f inancial 
r i sks  down the  road  — for 
example, by driving f inancial 
business into the unregulated 
sector.

For Canadian banks, tech-
nology concerns earned second 
place in their risky-business list. 
Internationally, tech concerns 
were fourth on the list, up signifi-
cantly from 18th last year.

“This is linked closely to the 
illegal cyber-activity,” said Turna. 
“There is a high level of aware-
ness about cybercrime. It has hit 
the board of directors’ level.”

According to the 40-page 
report, the rapid rise of technology 
as a threat is linked to two key fac-
tors: growing concerns about the 
vulnerability of outdated systems 
to address cybercrime and outages, 
and the low priority risk managers 
assign to the area. 

At the same time, Canadian 
banks are also facing increasing 
demands from customers, many of 
them linked to technology — 
including personalization and sim-
plicity.

“Customer expectations are 
greater now than they ever have 
been in the past,” noted Galaski. 
“In the last few years, we’ve seen 
amazing new things happen, for 
example, with mobile technology, 
new branch formats, and online 
platforms being more sophisti-
cated.”

The rush to court customers 
remains strong. In the spring, TD 
Canada Trust became the f irst 
bank in Canada to offer a secure 

payment solution enabling cus-
tomers to pay for everyday pur-
chases with their smartphones. 

Meeting increasingly diverse 
and vocal customer demands will 
take banks into unfamiliar, per-

haps uncomfortable territory. 
There is a growing recognition 
that the banking sector can no 
longer be insular. In the tech-
nology realm, for instance, banks 
often lead the way as much as they 
are followers — but they’re not 
technology companies. 

“Some of the areas where they 
will need to venture into will 
require new and non-traditional 
partners,” said Galaski.

An ar ticle on the banking 
sector produced by Deloitte, 
Making change: Creating the 
financial institution of the future, 
highlights new players entering 
the market — retailers, telecom 
firms and technology companies 
chief  among them, bringing 
innovative, disruptive products, 
services and thinking, and deter-
mined to capture market share in 
niche and underserved markets, 
especially in the emerging mobile 
payments arena.

“For traditional financial insti-

tutions, the risk is not simply that 
these new entrants will take away 
profitable market share but that 
they will do so in a way that cuts 
t r ad i t iona l  in s t i tu t ions  ou t 
entirely,” the paper stated. “In this 
environment, Canada’s banks and 
other financial institutions can no 
longer be complacent. The caution 
that has sustained the sector for so 
long won’t meet the demands of a 
rapidly changing market.”

Canada’s banking sector also 
sees a threat in shadow banking, 
which includes services offered by 
non-banks and lightly regulated 
f inancial vehicles. For the f irst 
t ime ,  shadow bank ing  was 
included in the PwC survey and 
Canadian respondents rated it 
eighth on their risk list (inter-
nationally, it was 20th).

But Canada’s banking leaders 
are conf ident the risks they’re 
facing can be mitigated. In fact, 
the PwC survey found Canadian 
bankers the most confident in the 
world. On a scale of one to five, 
Canada had an average prepared-
ness score of 3.52, which topped 
all countries surveyed and is well 
above the global average of 3.04. 
In comparison, the U.K. and the 
U.S., both of which were hit much 
harder by the recent crisis, sit at 
the bottom of the list at 2.70 and 
2.48, respectively.

Regulatory, tech concerns top bankers’ list

turna

“Regulatory requirements are increasing exponentially 
since the financial crisis. The number is greater  

and the cost to address those is increasingly having  
an impact on returns.”

Rani Turna, PwC Canada

Creativity like ‘catching lightning in bottle’
of  innovat ion where  r i sk  i s 
embraced. 

“A clear mission statement cre-
ates those parameters and aligns 
the company’s strategy with key 
performance indicators,” he said. 
“McDonald’s, for example, has a 
strong mission statement and it 
helps them be successful because 
it sets out their values and their 
mission and what is expected of 
their people to achieve for that 
market.”

Then, he said, companies need 
to ask themselves: “What are our 
core competencies, what are the 
skills gaps? What do we need to do 
to fill in those gaps? What tools do 

we need to give our people to drive 
something different and to go out 
and do something new?”

Sometimes it is in the small 
steps, like telling employees to go 
out and do something completely 
different for a day and experience 
the business in a new way, for 
example as a customer.

“There are always going to be 
some boundaries,” Pangarkar said. 
“If you are a car company you 
don’t suddenly start building air-
planes. But you might go to an air-
plane company and look at what 
they do and see whether it can 
work for your car company.”

Innovation also works best in the 

context of an organic structure, so 
strong leadership from the top down 
will help in dismantling silos and to 
empower all employees to embrace 
innovation without fear of failure, 
humiliation or career setbacks.

The end users — the customers 
themselves — can be part of the 
process too, he added: “Instead of 

focus groups which just tell you 
what you want to hear, give cus-
tomers a prototype product for 
free. Let them play with it. Listen 
to their feedback and incorporate 
the changes.”

Sometimes, innovation is found 
in boldness, he said, pointing to 
Elon Musk of electric car-maker 
Tesla, which just opened up the 
market by making its patents 
available to anyone to use in “good 
faith” to create electric vehicles.

“ H e ’s  j u s t  a d va n c e d  t h e 
industry by five years,” Pangarkar 
said. “A great leader doesn’t have 
to be a great inventor but they can 
create the culture where innova-
tion can thrive.”

Continued from page 6

The ups and downs of risk

The most recent report on 
the banking sector from 
the Centre for the Study of 

Financial Innovation in New York 
and PwC identified risks on the 
rise, and those taking a dip:

Rising risks
Regulation: Concern about 

regulatory overkill and potential 
damage to banks. 

Political interference: More 
governments setting the rules for 
banks.

Technology risk: Outdated 
systems vulnerable to cybercrime 
and outages. 

Pricing of risk: Temptation for 
banks  to  under-pr ice  r i sks 
because of competitive pressure 
and the abundance of central 
bank liquidity. 

Criminality: Strong rise in 
cybercrime. 

Emerging markets: Concern 
about economic and financial sta-
bility, particularly in China. 

Sales and business practices: 

Banks may not have full control 
over mis-selling and other abuses. 

 
Falling risks 

Credit risk: A sense the worst 
is past as economies recover. 

Capital availability: Banks’ 
capital ratios are improving. 

Liquidity: Central banks will 
ensure that supply is plentiful. 

Derivatives: Trading of exotic 
products now under tighter con-
trol.

• Donalee Moulton

“If you are a car company you don’t suddenly start 
building airplanes. But you might go to an airplane com-

pany and look at what they do and see whether it can work 
for your car company.”

Ajay Pangarkar, Central Knowledge Inc.
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second among the same group of 
10 countries as in the tax study, 
with business location costs 7.2 
per cent lower than those in the 
United States.

Canada had the second lowest 
costs in the digital services sub-
sector, 17.8 per cent less than the 
U.S. baseline. Under research and 
development, Canada was third, 
with costs 15.8 per cent lower 
than in the U.S. Canada also 
ranked third under corporate ser-
vices with costs 12.5 per cent less 
than in the U.S. 

Mexico had the lowest costs 
among the 10 countries surveyed 
in all three of those service sub-
sectors.

“I think it’s an excellent study. 
It adds to the amount of informa-
tion out there by which busi-
nesses, investors and individuals 
can, in the end, make decisions. 
In general, it put Canada in a 
good light, and that’s certainly 
very favourable,” said Gampel.

B u t  h e  a l s o  q u e s t i o n e d 
whether any study can encom-
pass all of the factors that go into 
business decision-making on an 
international scale.

Among items working in Can-
ada’s favour, Luongo noted the 
strong east-west national trans-
portation network, consisting of 
road grids and rail lines. Those 
routes also drop south into popu-
lous U.S. cities, providing access 
to the world’s largest economic 
power.

“That is a factor that is often 

overlooked. We have a great 
transportation hub and centre. 
We’ve got great port facilities on 
all coasts. Look at our access to 
Asian markets and the like. It’s a 
compet i t ive  advan tage  tha t 
Canada has to exploit ,” said 
Luongo.

Another factor is “the way we 
take care of our people through 
our medical system is a real cost 
advantage. In the U.S., employers 
provide health coverage to their 
employees. A lot of that has to 
come through private premiums 
and so on, and it’s much more 
expensive. That adds to our com-
petitiveness,” Luongo said.

Furthermore, amid a stable 
geo-political climate, there is a 
strong, internationally recognized 
labour pool in Canada known for 
producing people that have, for 

example, great software and 
digital engineering skills, added 
Luongo.

Gampel agreed Canada is 
attracting and developing tech-
nology-based services and digital 
services and the like in areas such 
as gaming or software.

“We’ve made, I think, signifi-
cant inroads,” said Gampel. “And 
th is  s tudy indica tes  we are 
extremely competitive in that 
area. [But] we still don’t have the 
size factor that  would be as 
attractive for start-ups and the 
like. [The study] doesn’t get into, 
for example, the capital avail-
ability and the incubators that 
you have in the United States or 
in some other centres around the 
world.”

Furthermore, the size of a 
business may determine the rela-
tive impact of the regulatory 
environment it faces.

“Clearly, smaller firms in this 
country face a different regula-
tory environment [in terms of] 
the amount of regulation [and] 
the cost of regulation of business. 
Some of the surveys from small 
business associations and the like 
continue to point to regulations 

t h a t  m ay  i m p e d e  b u s i n e s s 
activity,” said Gampel.

KPMG also noted in its inter-
national business location costs 
report that the Canadian dollar 
had declined in value compared 
to the U.S. dollar, from $1.02 in 

its previous biennial study in 
2012, to $1.05 in 2014 when this 
report was prepared.

Currency issues are important, 

although it is also extremely dif-
ficult to fully assess the impact of 
currency moves in determining 
their impact on the competitive 
s i t u a t i o n ,  s a i d  G a m p e l .  A 
declining-value Canadian dollar 
is a favourable development for 
e x p o r t e r s ,  b u t  n o t  s o  f o r 
importers.

Moreover, reports may not 
capture the essence of various 
ongoing changes. For example, 
Canada is currently undergoing 
fundamental changes with respect 
to workplace rules and temporary 
workers. It also has skills short-
ages in cer tain areas, with a 
dearth of information to actually 
measure that, Gampel noted. As 
well, certain favourable condi-
tions aren’t necessarily spread 
out evenly across Canada.

“A lot of the business that we 
have seen in this country has 
been going into the resource area, 
and a huge manufacturing con-
tent, and software, and human 
capital  goes into this ,”  said 
Gampel. “We have been able to 
maintain it. It’s just that not every 
sector in every province has been 
able to benef it from some of 
these positive factors.”

Corporate tax rate a Canadian selling point

gaMPeL

“I think there is a clearly a deficiency in this country on 
innovation. Notwithstanding our R&D type of incentives 

that are probably as good as any in the world, we still 
underperform in this area.”

Aron Gampel, Bank of Nova Scotia

hayoS

Continued from page 3

Fear is crooks want to penetrate banks
there should not be any silos within 
financial institutions around aware-
ness and anti-fraud and anti-money 
laundering activity, he said.

Slinn said the RCMP, like most 
police services, was traditionally 
grouped into investigative teams 
such as fraud, drugs and financial 
crime. “As a drug investigator when 
we were working a file on a group, 
we tended to ignore other things, so 
if we saw a load of tobacco go out 
we might shrug and say, it’s not 
heroin or cocaine, doesn’t involve 
us,” he joked. “That’s an extreme 
example but it’s close.”

The federal police agency 
restructured a couple of years ago, 
he said, and has multifaceted teams 
of investigators. The financial crimes 
teams are based in Calgary, because 
of the proximity to resource develop-
ment, and Ottawa, because the risk 
of bribery of elected and appointed 
officials is statistically high.

He said when senior executive 
teams started looking at their case 
loads, all of the areas involved — 
drugs, human smuggling, fraud 
and others — came back to either 
laundering money or bribery. As a 
result, financial crimes investiga-

tions are now front and centre.
The emphasis today is on inves-

tigation of the long and complex 

money trail, and while there was 
more spending on awareness and 
education in the past, that’s abated 
somewhat for budgetary reasons. 
“The jury is still out on whether a 
dollar spent on awareness and edu-
cation actually prevents crimes 
down the road,” he said.

Things have changed and con-
tinue to change, the panel agreed. A 
decade, ago one of the earliest con-
victions around newly minted AML 
and bribery laws brought a six-
month jail term for a U.S. border 
guard who was accepting bribes to 
block shipments of a competitor’s 
equipment, while the instigating 
firm received a $25,000 fine.

More recently, fines have ramped 
up to around the $10 million mark 
and a three-year jail term has been 
handed down, though the penalties 
are still more severe in the U.S.

Continued from page 8 Organized crime groups like … any 
good corporation, have diversified 

into legitimate businesses and they’ve 
become adept at placing people within 
organizations to get the inside track.

Eric Slinn, RCMP

SLinn

A LOOK AT IFRSs FROM 
A CANADIAN PERSPECTIVE
A series of practical guides 
which look at the application 
of specifi c IFRSs from a Canadian 
perspective, each publication 
contains an overview of key 
requirements, practical appli-
cation insights, along with a 
discussion of accounting policy 
choices, signifi cant judgments 
and estimates. They also include 
helpful examples, statistics, and 
extracts from the fi nancial state-
ments of Canadian companies.

Guide to International 
Financial Reporting 
Standards 
(Canadian Series)

FOR MORE INFORMATION
VISIT CPAcanada.ca/GIFRS
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Compilation Engagements
Shari Mann
$203/Three-ring binder/ 200 pages approx.
March 2012
ISBN: 9780779838554

Save time and get the expert resource 
on performing compilation engage-
ments. Designed specif ically for 

accounting professionals who prepare com-
pilation engagements only, this resource is 
an essential reference for practitioners 
interested in additional guidance on the 
application of CPA Handbook Assurance 
Requirements. This guide will provide the 
reader advice on how to deal with a diffi-
cult situation with respect to a compilation 
engagement, as well as assistance with 
applying standards in an eff icient and 
effective manner. 

Controllership Guide
Jeffrey D. Sherman
$538/Three-ring binder
November 2008
ISBN: 9780779819492

The four-volume Controllership 
Guide is a vital resource for anyone 
involved in accounting and finance. 

It provides concise and authoritative refer-
ence information for large, medium-sized 
and small organizations. The focus is on 
businesses, but the information is also 
applicable to not-for-profit organizations 
and governments. The volumes in the 

Guide may be used as a reference for 
experienced financial professionals or as 
a resource for those learning new skills. 

The Guide is designed to be easy to 
use: written in a straightforward, concise 
and direct style, with many appendices 
with check lists and forms. These check-
lists and forms are also available on the 
companion CD that is updated as new 
releases appear.

The Guide consists of four volumes, 
available individually or together. Order 
all four volumes together and save off the 
cost of the individual volumes. The guide 
consists of the following books:

• Controllership Guide: Planning and 
Reporting

• Controllership Guide: Control
• Controllership Guide: Costing
• Controllership Guide: Technology 

and Systems

CFE/UFE Tax: A Guide to Understanding 
the Basics of Canadian Income Taxation, 
Fourth Edition
Jason Fleming
$51/Softcover/300 pages
May 2014
ISBN: 9780779863556

CFE/UFE Tax: A Guide to Under-
standing the Basics of Canadian 
Income Taxation, 4th Edition is a 

short and easy-to-read text on federal 
income taxation in Canada. This book 
gives the necessary technical details 
while also giving readers an intuitive and 
big-picture understanding of income tax-
ation which is essential for the UFE. 

CFE/UFE Tax: A Guide to Under-
standing the Basics of Canadian Income 
Taxation, Fourth Edition  focuses on 
giving students a technical but basic 
understanding of income taxation. It is 
designed to introduce readers to the 
basics of income taxation using plain lan-
guage. Introductory tax texts are normally 
very lengthy due to the complexity of the 
Canadian income tax system. 

The author of this work has endeav-
oured to eliminate the highly technical 
aspects of Canadian taxation and has pro-
vided the basic principles in an easy to 
understand readable book.

P r e p a r i n g  Yo u r  C o r p o r a t e  Ta x  
Returns, Canada and Provinces, 34th 
Edition, 2014
Wolters Kluwer CCH
$111/Softcover/1,375 pages
March 2014
ISBN: 9781554966776
www.cch.ca/G052

Preparing Your Corporate Tax Returns 
is  the industry go-to guide for 
achieving the most accurate cor-

porate tax returns. Tax professionals who 
prepare or review corporate tax returns rely 
on this book to deliver the highest standard 
of practical and accessible guidance. To 
this end, we have assembled a team of 
experts, who contributed their specialized 
knowledge to the content, to provide tax 
professionals with the excellent return 
preparation support they have come to 
expect from Wolters Kluwer CCH.

Introduction to Federal Income Taxation 
in Canada, 35th Edition, 2014-2015
Robert E. Beam, Stanley N. Laiken, James J. 
Barnett
$176/Softcover/1,230 pages
ISBN: 9781554967162
August 2014
www.cch.ca/G185 

This authoritative textbook and study 
guide provides students with the 
advanced skills they’ll need to maxi-

mize their education investment. Organized 
sequentially, based on the structure of the 
Income Tax Act, the text and study guide are 

packed with example problems and exer-
cises with solutions that demonstrate the 
various methods of approaching real-life 
problems in taxation. Specially designed for 
students studying taxation, it is also suitable 
for others in accounting, business, eco-
nomics and law interested in developing a 
general understanding of federal tax law.

The 2014-2015 edition has been com-
pletely redesigned with new and updated 
features to help educators quickly identify 
the particular areas suitable to their students’ 
level of study. Visit www.cch.ca/G185 to 
download a sample chapter.

C a n a d i a n  I n c o m e  Ta x  A c t  w i t h 
Regulations, Annotated, 98th Edition
Wolters Kluwer CCH
$135/Softcover, ebook/2,600 pages
ISBN: 9781554967483
August 2014
www.cch.ca/G247

The complete, single-source reference 
on the Income Tax Act in Canada is 
filled with accurate, up-to-date con-

tent and legislative changes, making it indis-
pensable for tax professionals. The 98th edi-
tion continues the Wolters Kluwer CCH 
practice of providing in-depth commentary, 
valuable cross references and editorial notes 
from leading tax experts to assist with Can-
ada’s complex tax laws

Canadian Professional Engagement 
Manual

Stay in the know with these top reads
carSWeLL
www.carswell.ca

ccH canadian
www.cch.ca

cpa canada
www.cpacanada.ca
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Stuart Hartley Marcus A. Guenther
$340 (member); $510 (non-member)/
Internet, DVD, download, print/ 345 pages 
(vol. 1); 645 pages (vol. 2)
September 2014
I S B N :  9 7 8 1 5 5 3 8 5 8 5 2 2  ( v o l .  1 ) ; 
9781553858539 (vol. 2)
CPAcanada.ca/cpem-BL

The essential guide to audit, review 
and compilation engagements for 
small- and medium-sized entities, the 

Canadian Professional Engagement Manual 
contains practical guidance on the key 
requirements and concepts in the profes-
sional standards and provides a comprehen-
sive road map to performing effective and 
efficient engagements in Canada today. 

This two-volume resource contains over 
50 sample letters, as well as print-ready 
PDFs of the sample forms, worksheets and a 
PDF of the publication Model Financial 
Statements — Private Enterprises.

Guide to Accounting Standards for 
Private Enterprises 
CPA Canada’s Research, Guidance and 
Support Group 
$275 (member); $410 (non-member)/
Internet, DVD, download
Updated throughout the year
CPAcanada.ca/gtaspe-BL

The Guide to Accounting Standards for 
Private Enterprises provides finan-
cial professionals with a solid plat-

form to exercise sound judgment in the 
application of accounting standards for pri-
vate Canadian enterprises (Part II of the 
CPA Canada Handbook – Accounting).

Using illustrative examples, charts and 
diagrams, the guide provides discussion and 
analysis of the concepts and procedures 
underlying ASPE requirements.

Model Financial Statements – Private 
Enterprises
Ordre des CPA du Québec 
$225/Print (with CD)/352 pages
November 2013
ISBN: 9781553857860
CPAcanada.ca/MFS

A valuable resource for financial state-
ment preparers, Model Financial 
Statements – Private Enterprises 

contains practical guidance on the prepara-
tion if consistent statements that reflect the 
professional standards. Taking into account 
the standards for private enterprises in Part 
II of the CPA Canada Accounting Hand-
book, these statements provide illustrative 
financial statement presentations with the 
use of models, explanations, notes and 
exhibits. Its two sections contain an analysis 
of the accounting standards based on the 
f inancial statement structure, as well as 
three sets of model f inancial statements 
with sample independent auditor reports and 
review engagement reports. Model Finan-
cial Statements also includes a CD of 
sample financial statements in Word and 
PDF format that allow you to create state-
ments to meet the needs of your clients and 
your business. 

Note: The title of the CICA Handbook 
has been changed to the CPA Canada Hand-
book. Print publications may contain the 
previous title until updated versions are 
released.

Sons of Wichita: How the Koch Brothers 
Became America’s Most Powerful and 
Private Dynasty
Daniel Schulman
$33/Hardcover/432 pages
May 2014
ISBN: 9781455518739

Fred Koch’s legacy would become a 
blessing and a curse to his four sons 
— Frederick, Charles, and fraternal 

twins David and Bill — who in the ensuing 
decades fought bitterly over their birthright, 
the oil and cattle-ranching empire their 
father left behind in 1967. 

Charles and David built Koch Industries 
into one of the largest private corporations 
in the world — bigger than Boeing and 
Disney — and they rose to become two of 
the wealthiest men on the planet. Bill, mean-

while, built a multi-billion dollar energy 
empire all his own, and earned notoriety as 
an America’s Cup-winning yachtsman, a 
flamboyant playboy, and as a litigious col-
lector of fine wine and Western memora-
bilia. Frederick lived an intensely private 
life as an arts patron, refurbishing a series of 
historic homes and estates.

Sons of Wichita traces the complicated 
lives and legacies of these four tycoons. 
Based on hundreds of interviews with 
friends, relatives, business associates, and 
many others, Sons of Wichita is the f irst 
major biography about this wealthy and 
powerful family — warts and all.

Business Without the Bullsh*t: 49 Secrets 
and Shortcuts You Need to Know
Geoffrey James
$30/Hardcover/288 pages
May 2014
ISBN: 9781455574582

Contrary to popular belief, the busi-
ness world is not that complicated. 
While every industry and every pro-

fession requires specific expertise, the truth 
is that the “business of business” is rela-
tively simple.

For the past seven years, Geoffrey James 
has written a daily blog that’s become one of 
the most popular business-focused destina-
tions on the web. In Business Without the 
Bullsh*t, readers will learn surprising but 
tried-and-true secrets about being an extra-
ordinary boss, about coping with annoying 
coworkers, and navigating the thorny prob-
lems that recur in every workplace.

Roadside MBA: Back Road Lessons for 
Entrepreneurs, Executives, and Small 
Business Owners
Michael Mazzeo, Paul Oyer, Scott Schaefer
$30/Hardcover/304 pages
June 2014
ISBN: 9781455598892

While playing hooky from a confer-
ence in Boston a few years back, 
three former colleagues from 

Northwestern’s Kellogg School of Manage-
ment hopped in a car and headed on a road 
trip. They pulled into a shoe store in Maine 
and noticed that the sales help was unusually 
pushy. After a few questions, they discovered 
the store had a “secret shopper” program, in 
which employees would be marked down if 
they were not sufficiently aggressive with 
customers. A light bulb went off.

Instead of teaching the tried-and-true case 
studies involving GE and Microsoft, these 
three wise men decided to pull their heads 
out of their ivory towers and go in search of 
insights about product differentiation, 
pricing, brand management, building a team, 
and a host of other topics. Why take your 
cues on employee compensation from Wall 
Street when you can learn from a Main Street 
company like Couer D’Alene, Idaho’s best 
crime-scene cleaner? Want to learn about 
scaling a business? Come meet Dr. Burris, 
the flying orthodontist, who operates mul-
tiple, profitable practices in rural Arkansas.

The book isn’t all egghead; the chapters 
are spiced with the type of vehicular mishaps 
and Maalox moments that are common on 
any road trip.

Deloitte iGAAP 2014: A Guide to IFRS 
Reporting
$182.70/Softcover
December 2013
ISBN: 9780754547877

The two-volume set of iGAAP 2014: A 
Guide to IFRS Reporting sets out com-
prehensive guidance for entities 

reporting under International Financial 
Reporting Standards. The book provides 
invaluable assistance by:

• Focusing on the practical issues faced by 
reporting entities; 

• Explaining clearly the requirements of 
IFRSs; 

• Adding interpretation and commentary 
when IFRSs are silent, ambiguous or unclear; 
and 

• Providing many illustrative examples. 
The manual deals comprehensively with 

those new standards that apply for periods 
beginning in 2013, and also covers those fur-
ther pronouncements issued by the IASB up 
to 31 July 2013 that will apply from 2014 
and later.

HacHette
bOOK GrOUp

www.hachettebookgroup.com

LeXiSneXiS
canada

www.lexisnexis.ca
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Deloitte iGAAP 2014 Financial Instru-
ments — IFRS 9 and Related Standards 
(Global Version)
$133/Softcover
November 2013
ISBN: 9780754547860

An authoritative guide on the applica-
tion of the complex International 
Financial Reporting Standards 

dealing with financial instruments for enti-
ties that have adopted IFRS 9 Financial 
Instruments. The Standards covered are 
IFRS 9; IAS 39 Financial Instruments: Rec-
ognition and Measurement (to the extent 
not yet superseded by IFRS 9); IFRS 7 
Financial Instruments: Disclosures; IAS 32 
Financial Instruments: Presentation; and 
IFRS 13 Fair Value Measurement. The 
Deloitte iGAAP f inancial instruments 
series, now in its ninth edition, is an 
accumulation of deep technical expertise 
and practical experience gained across 
industries in many jurisdictions.

Advisors Seeking Knowledge — A 
Comprehensive Guide to Succession and 
Estate Planning
Peter J. Merrick
$140/Softcover/1,226 pages
December 2012
ISBN: 9780433468868

Over the next decade, it is estimated 
that the country’s largest transfer 
of wealth will occur, with forty-

three percent of Canada’s workforce 
approaching traditional retirement age and 
$3.7 trillion worth of Canadian privately-
held companies transitioning either to 
family members, employees, or third party 
buyers. This definitive resource reveals the 
step-by-step process of how to effectively 
preserve, protect and distribute this wealth 
transfer. This book is designed to be the 
resource for the innovative and proactive 
professional seeking to guide clients to 
smoothly transition into the last third of 
their lives, making it the best and most 
productive time of their lives.

Expect Miracles: Recollections of a 
Lucky Life
David M. Culver, with Alan Freeman
$34.95/Cloth, eBook/260 pages
April 2014
ISBN: 9780773543553

Expect Miracles is the personal and 
professional story of a leader in the 
worlds of business and culture. 

David Culver narrates his journey from 
his upbringing in Montreal, through his 
studies at McGill and Harvard, his army 
service during the Second World War, to 
his impressive rise at Alcan to become 
chairman and chief executive off icer of 
one of Canada’s leading multinational 
corporations.

The memoir provides an inside look 
into the management of a global company 
with roots deeply planted in Quebec and 
offers pragmatic advice on how to grow 
talent, foster technology, and handle adver-
sity in a far-flung organization. Anecdotes 
of meeting the likes of Margaret Thatcher, 
Henry Kissinger, and Jawaharlal Nehru, 
reveal the experiences of a strong cor-
porate leader who continued to live a 
Montreal life, while never losing his 
interest in discovering the world.

Harrison McCain: Single-Minded 
Purpose
Donald J. Savoie
$29.95/ Cloth, eBook/336 pages
January 2014
ISBN: 9780773543218

The only rival to Harrison McCain’s 
entrepreneurial success was his 
deep attachment to his Maritime 

roots. From McCain’s beginnings in Flor-
enceville, New Brunswick to the global 
success of his corporate empire McCain 
Foods, Donald Savoie presents a candid 
biography of one of the most famous and 
down-to-earth f igures in Canadian busi-
ness history. 

Savoie, a longtime friend to McCain, 
describes a driven, charismatic, and ener-
getic man who had a keen wit and a deep 
commitment to his business and home-
town. He details the decisions that McCain 
made alongside his brother and business 
partner, Wallace McCain, from the com-
pany’s humble beginnings to its expansion 
in Europe, Australia, India, and China. 
McCain saw the potential of globalization 
before others did. Despite conflict between 
the brothers and the eventual fracture of 
their partnership, Savoie presents the 
McCains’ dedication as so immersed in the 
development of their company that they 
had little time for second-guessing.

Routines and Orgies: The Life of Peter 
Cundhill, Financial Genius, Philosopher, 
and Philanthropist 
Christopher Risso-Gill
$39.95/ Cloth, eBook/608 pages
November 2014
ISBN: 9780773544727

Peter Cundill (1938-2011) was highly 
regarded as one of the greatest value 
investors of his time, but he was also a 

teacher and mentor who was generous with 
his knowledge and shared his wealth of 
experience with many aspiring investors. He 
was taken with Aldous Huxley’s words that 
the “rhythm of human life is routine punctu-
ated by orgies,” and spent his life shaking off 
the quotidian tasks that dulled thought and 
strived for the excitement of new experiences.

Supported by four decades of Cundill’s 
meticulously kept daily journals, which are 
intimate, frank, self-admonishing, and con-
fessional, Routines and Orgies covers all 
aspects of what Cundill referred to as his 
“wonderful life.” As he would have wished, 
the exposure of his investment approach has 
been carefully continued in this biography by 
close friend and confidant Christopher Risso-
Gill, who initially explored Cundill’s profes-
sional life in There’s Always Something to 
Do. 

Routines and Orgies acquaints the reader 
with a generous and complex man. Spanning 
over 70 years, and covering most corners of 
the globe, it is a tale of hard-won professional 
development and extraordinary challenges 
faced and survived. Although not meant to be 
an investment manual, those seeking per-
spective from an expert mind in finance will 
find a great deal in its pages.

Canadian Income Taxation, 2014-2015 
Edition 
William Buckwold and Joan Kitunen
$89/Softcover/772 pages
July 2014
ISBN: 1259271188

Buckwold/Kitunen Canadian Income 
Taxation, connects tax law and its 
application to business and invest-

ment transactions and decision making. The 
new edition maintains its highly readable 
format and includes full coverage of the new 
CPA competency map without comprom-
ising the planning content needed for pro-
fessional exams. 

Text co-author Joan Kitunen is the co-
lead author for the design and development 
of curriculum and supporting materials for 
the initial offering of the Elective Module in 
Taxation, forming part of the CPA Profes-
sional Education Program. A wealth of 
questions, problems, and cases focus on 
both technical calculations and the broader 
tax planning and decision-making issues. 
Connect eBook technology is available for 
the first time with the 2014-2015 Edition of 
Buckwold/Kitunen. 

Students using Buckwold/Kitunen also 
have access to ProFile, Intuit’s highly 
regarded professional tax preparation soft-
ware.

Intermediate Accounting, Volume 1 & 2, 
6th Edition
Thomas Beechy, Joan E. Conrod, Elizabeth 
Farrell, Ingrid Mcleod-Dick
$84 (each volume)/Digital/714 Pages (vol. 
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1); 689 Pages (vol. 2)
January 2014 (vol. 1); February 2014 (vol. 2)
ISBN: 1259012484 (vol. 1); 125901245X 
(vol. 2)

The sixth edition of Intermediate 
Accounting develops both the tech-
nical skills and the professional 

judgement needed for students to succeed 
in this course. With a distinctly Canadian 
agenda,  the Beechy/Conrod/Far rel l /
McLeod-Dick text continues to fully inte-
grate IFRS, while also discussing key dif-
ferences in ASPE as at the end of each 
chapter. The emphasis of the text is on 
preparing students to apply the standards 
now in place, provide an overview of 
some expected changes, and develop the 
necessary judgemental skills to apply 
those standards wisely and effectively. 

New to the sixth edition, Connect with 
SmartBook powered by LearnSmart, 
McGraw-Hill’s innovative learning tech-
nology, offers students a personalized and 
enhanced learning experience proven to 
increase grades, and provides instructors 
with one convenient location to access a 
robust teaching resource package. This 
fully integrated solution helps students 
master the concepts, practice problems 
and achieve success in intermediate 
accounting.

Financial Accounting, 5th Canadian 
Edition
Robert Libby
$99/Digital/746 Pages
January 2014
ISBN: 1259019829

Libby, Financial Accounting, is recog-
nized as a market leading financial 
accounting text in Canada. The dis-

tinctive focus company approach taken in 
every chapter engages students by involving 
them in the business decisions of a real 
company, using relevant real world financial 
statements. This decision making emphasis 
reinforces the relevance of f inancial 
accounting regardless of whether or not the 
student has chosen to major in accounting. 
The new fifth Canadian edition continues to 
fully integrate IFRS within the text, while 
also discussing key differences in ASPE as 
appropriate. 

Connect with SmartBook powered by 
LearnSmart, McGraw-Hill’s innovative 
learning technology, offers students a per-
sonalized and enhanced learning experience 
proven to increase grades, and provides 
instructors with one convenient location to 
access a robust teaching resource package. 
This fully integrated solution helps students 
master the concepts, practice problems and 
achieve success in financial accounting.

The Irving vs Irving: Canada’s Feuding 
Bi l l ionaires  and the  Stories  they  
Won’t Tell
Jacques Poitras 
$32.95/Hardcover/304 pages 
September 2014
ISBN: 9780670067718

They are Canada’s third wealthiest 
family, the fifth-largest private land-
owner in the USA. They have a mon-

opoly on New Brunswick’s English-lan-
guage print media and billions of dollars in 
offshore accounts.

They are the Irvings. And they have always 
placed a premium on discretion and family 
unity. They built their empire — which 
includes Canada’s largest refinery, soon to be 
linked by pipeline to Alberta’s oil fields — by 
remaining private. Irving vs Irving tells the 
story of how these ambitious, often ruthless 
entrepreneurs came to dominate the economic 
and political affairs of Atlantic Canada, and 
how they learned to love the property that per-
plexed them most: their media monopoly.

The Irvings’ control of all of New Bruns-
wick’s daily newspapers often allowed the 
family’s business pursuits to escape journal-
istic scrutiny. Readers frequently wondered 
what wasn’t in the newspaper, such as the Irv-
ing’s lobbying for their logging interests and 
the sinking of their tanker loaded with PCBs.

When She Makes More 
Farnoosh Torabi
$28.95/Hardcover/288 pages
May 2014 
ISBN: 9781594632167

For the top-earning woman, the rules are 
different. She faces a much higher risk 
for burnout, infidelity, and divorce. In 

this highly practical book, financial guru and 
media star Farnoosh Torabi — a breadwinner 

herself — presents a bold strategy that not 
only addresses how income imbalances affect 
relationships and family dynamics, but also 
how a woman can best manage (and take 
advantage of) this unique circumstance emo-
tionally, socially, and financially.

Among the rules:
• Rewrite the fairy tale: come to grips with 

the new landscape for dating, marriage, and 
ever after.

• Find your favorite position: stay on top 
of the finances while allowing your partner to 
lead.

• Don’t settle for a Mr. Mom: the math 
may conclude it’s best for him to quit his job 
to become the primary caregiver, but there’s 
far more to consider.

• Don’t make his life too easy: how out-
sourcing and paying for help can backfire.

Never Be Closing 
Tim Hurson and Tim Dunne
$32.95/Hardcover/256 pages
July 2014
ISBN: 9781591846765

Never Be Closing expands on the prin-
ciples of Tim Hurson’s first book, 
Think Better, to teach salespeople how 

to improve their results using a simple, repeat-
able framework. This isn’t a book full of mun-
dane tactics for cold-calling or closing a deal. 

This is a problem-solving approach that 
includes provocative ideas, such as: AIM, a 
conversational tool that drills down to the 
deepest needs of clients. Three Act Structure, 
a powerful way to design, conduct, and chart 
sales conversations. 

Never Be Closing offers business people 
a set of tools to pull apart their current tech-
niques, analyze them, and reassemble them 
to help their clients and build mutually pro-
ductive relationships.

Boards That Excel: Candid Insights and 
Practical Advice for Directors
B. Joseph White
$34.95/Hardcover/288 pages
August 2014
ISBN: 9781626562226

Boards That Excel is a different kind 
of corporate governance book. 
Author B. Joseph White, a suc-

cessful corporate executive, a veteran of 
many boards, and a distinguished academic, 
argues that boards enable organizations to 
excel only when directors go beyond their 
standard duties of oversight and monitoring 
management. Directors, he says, must set 
high aspirations, serve as stewards who 
know the organization in all its dimensions, 
and make decisions that create value for all 
stakeholders-owners, employees, cus-
tomers, and society.

The goal is not just achieving short-term 
success but ensuring that the company or 
non-profit retains control of its destiny over 
the long term.

Thirty Tomorrows: The Next Three 
Decades of Globalization, Demographics, 
and How We Will Live
Milton Ezrati
$34.50/Hardcover/352 pages
April 2014
ISBN: 9781250042552

Over the next three decades, the 
aging populations in America, 
Europe, and Japan will begin to 

threaten our  way of  l i fe .  The ever-
increasing pool of retirees will burden 
r e l a t ive ly  d imin i shed  work fo rce s , 
slowing the pace of growth and straining 
public and private finances. In stark con-
trast, the emerging economies — India, 
Brazil, and China prominent among them 
— enjoy the benefits of large, youthful, 
and eager workforces, and will do so for 
years to come. As seasoned economist 
Milton Ezrati argues, these differences 
will set the economic and f inancial tone 
for the next three decades or more.

But the author argues the future is 
nonetheless brighter than the media will 
have you believe. We can survive — and 
even thrive — in the face of challenges 
that force radical change on our work-
force. America has the capacity to lead 
the globe in making needed reforms, 
including increasing the participation of 
women in the workplace, creating gener-
ally longer working lives, changing what 
and how economies produce, and much 
more.

Ezrati’s book will be a game changer 
for investors, owners of businesses both 
big and small, and for anyone else inter-
ested in what the future holds.
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How the Poor Can Save Capitalism: 
Rebuilding the Path to the Middle Class
John Bryant
$29.95/Hardcover/240 pages
May 2014
ISBN: 9781626560321

The American economy is stalled 
because business and polit ical 
leaders are ignoring the one force 

that could truly re-energize their com-
panies and the economy: the poor. 

The massive economic energy and poten-
tial of the poor and the struggling middle 
class has been left on the sidelines. John 
Hope Bryant’s stirring book shows how this 
came to be and lays out some simple ideas 
for making the economy work again for 
everyone.

The future of our nation fully depends 
on overturning powerful myths about how 
the economy works. Fully 70 percent of the 
American economy is driven by consumer 
spending, but more and more consumers 
have less and less to spend and feel like the 
deck is stacked against them. 

When business leaders begin to value 
the poor and understand that helping 
them succeed will help the economy 
thr ive,  we’l l  be wel l  on our  way to 
restoring the American Dream of equal 
economic opportunity.

The Third Rail
Jim Leech and Jacquie McNish
$29.95/Hardcover/192 pages
October 2013
ISBN: 9780771046636

Over the next 20 years more than 7 
million Canadian workers will retire. 
Baby boomers, the 45- to 65-year-

olds who account for 42 per cent of the coun-
try’s workforce, will join the largest job 
exodus in Canadian history, moving to the 
promised land of retirement. Unless our 
crumbling pension system is reformed, many 
of these retirees will find this dreamland a 
bewildering and disappointing mirage.

In the early 1980s, consumers were setting 
aside 20 per cent of their disposable incomes 
to their retirement plans; today the savings 
rate is a threadbare 2.5 per cent. Retirement 
savings plans meant to build Canadians’ per-
sonal war chests for their final years have 
failed to live up to their cheery promises of 
early retirement “freedom” — market returns 
are low, and financial fees are climbing. 
Moreover, retirement plans are now being 
compromised by high pension obligations 
and a shrinking workforce.

The Idealist
Nina Munk
$26.95 (US)/Hardcover/272 pages
September 2013
ISBN: 9780385525817

A powerful  por trayal  of  Jeffrey 
Sachs’s ambitious quest to end 
global poverty.  “The poor you will 

always have with you,” to cite the Gospel 
of Matthew 26:11. Jeffrey Sachs — cele-
brated economist, special advisor to the 
Secretary General of the United Nations, 
and author of the influential bestseller The 
End of Poverty — disagrees. In his view, 
poverty is a problem that can be solved. 
With single-minded determination he has 
attempted to put into practice his theories 
about ending extreme poverty, to prove that 
the world’s most destitute people can be 
lifted onto “the ladder of development.”

The Idealist is the profound and moving 
story of what happens when the abstract 
theories of a brilliant, driven man meet the 
reality of human life.

Thinking in New Boxes
Luc Brabandere and Alan Iny
$27.00/Hardcover/352 pages
September 2013
ISBN: 9780812992953

When BIC, manufacturer of dispos-
able ballpoint pens, wanted to grow, 
it looked for an idea beyond intro-

ducing new sizes and ink colors. Someone 
suggested lighters.

Lighters? With an idea that seemed crazy at 
first, that bright executive, instead of seeing 
BIC as a pen company — a business in the pen 
“box” — figured out that there was growth to 
be found in the disposable “box.” And he was 
right. Now there are disposable BIC lighters, 
razors, even phones. The company opened its 
door to a host of opportunities.

It invented a new box. Your business can, 
too. And simply thinking “out of the box” is 
not the answer. 

To make sense of the world, we all rely on 
assumptions, on models — on what Luc de 
Brabandere and Alan Iny call “boxes.” If we 
are unaware of our boxes, they can blind us to 
risks and opportunities.

Creativity is paramount if you are to thrive 
in a time of accelerating change. Replete with 
practical and potent creativity tools, and fea-
turing fascinating case studies from BIC to 
Ford to Trader Joe’s, Thinking in New Boxes 
will help you and your company overcome 
missed opportunities and stay ahead of the 
curve. 

Big Picture Economics: How to Navigate 
the New Global Economy
Joel Naroff & Ron Scherer
$41.95/Hardcover/252 pages
May 2014
ISBN: 9780470641811

The world is awash with economic 
information. Governments release 
reports. Pundits give their interpreta-

tion on television. And the stock market may 
go its own way, confusing everyone. How can 
you better understand what it means for you?

Big Picture Economics, a new book by 
award-winning columnist and futurist Joel 
Naroff and veteran journalist Ron Scherer, 
says the thread that ties everything together 
is “context.”

The authors show how consumers, busi-
ness, the Federal Reserve, and government 
take into account what’s going on around 
them to make critical decisions like buying 
new products, building new factories, 
changing interest rates, or setting budget 
goals. The book provides a clear roadmap to 
understanding the whole story behind the 
global economy and helps readers under-
stand how context impacts decisions. 

Breaking Banks: The Innovators, Rogues, 
and Strategists Rebooting Banking
Brett King
$41.95/Hardcover/288 pages
May 2014
ISBN: 9781118900147

Banking executives, financial investors, 
and entrepreneurs have noticed the 
rapid pace of change in banking, espe-

cially in the wake of the recent global finan-
cial crisis. Where are these changes coming 
from, who is driving them, and where is the 
industry headed in the next 5, 10, 20 years? 
Understanding the answers to these questions 
is an absolute must for anyone involved in the 
financial sector. 

The rest of the global economy has under-
gone massive shifts thanks to new technologies 
and shifts in consumer mindsets. In the near 
future, banking will be no exception. Breaking 
Banks is an inside look at the people and ideas 
that are leading the industry into a new era.

Prosperity in the Age of Decline: How to 
Lead Your Business and Preserve Wealth 
Through the Coming Business Cycles
Brian Beaulieu & Alan Beaulieu
$36/Hardcover/240 pages
July 2014
ISBN: 9781118809891

In Prosperity in the Age of Decline, Brian 
and Alan Beaulieu — the CEO and 
President of the Institute for Trend Research 

(ITR) — offer an informed, meticulously-
researched look at the future and the coming 
Great Depression. Drawing on ITR’s 94.7 per 
cent forecast accuracy rate, the book outlines 
specific, actionable strategies for capitalizing 
on cyclical opportunities and dodging eco-
nomic danger. In this important resource, the 
authors reveal what it will take for individual 
investors and business leaders to prosper as the 
economy heats up prior to the predicted down-
turn, preserve wealth in the upcoming Great 
Depression, and profit on the way out of the 
depression. The imbalances and maladjust-
ments have a while to play out and the authors 
pinpoint the investment opportunities to be had 
in the countdown period.
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The latest national census in 
2011 revealed that  the 
number of seniors aged 65 

and over increased 14.1 per cent 
between 2006 and 2011, to nearly 
5 million. The good news is Canada 
has one of the lowest percentages of 
this age group among the G8 econ-
omies. But not all is so rosy, with a 
record high of 42.4 per cent of the 
working population falling between 
the ages of 45 to 64. 

What I personally f ind more 
concerning as a Gen Xer born in 
1969 is that for the first time there 
were more people aged 55 to 64 
(4.39 million) – typically the age 
group where people leave the labour 
force – than aged 15 to 24 (4.36 
million), the age group where 
people enter it, and from where we 
as a nation will draw our next gen-
eration of potential Canadian entre-
preneurs and business leaders to 
compete internationally and grow 
our economy for the next 50 years. 

Currently across Canada there 
are hundreds of thousands of 
family-owned and privately-held 
businesses worth trillions of dollars 
combined that are ripe for business 
succession transition. Trillions of 
dollars of private equity and pension 
funds and both large and small 

financial players are searching the 
Earth to buy up profitable, well pos-
itioned and managed privately-held 
businesses. That is the opportunity. 

The obstacle for the matching of 
these potential buyers to Canadian 
private corporations is the fact that 
close to 60 per cent of business 
owners aged 55 to 64 have yet to 
start discussing their exit plans with 
their family, business partners and 
professional trusted advisors, 
according to a 2012 CIBC report 
authored by CIBC deputy chief 
economist Benjamin Tal.

The stakes are too high from 
these findings for us to bury our 
heads in the sand. If these busi-
nesses don’t receive the proper 
leadership and stewardship in their 
succession planning, we could wit-
ness as much as a 25 per cent con-
traction in our economy over the 
next decade. 

In addition to Canada’s demo-
graphic challenges there are other 
factors to consider,  such as 
increasing globalization, ongoing 
macro and country-specific eco-
nomic risk, and business (industry) 
consolidation. All are important 
issues that ought to cause business 
owners and their advisors to focus 
more on business transition than 
ever before.

When you have a moment to 
stop from the business of running 
your practice and reflect on these 
issues, you might be like me and 
asking the same question: How can 
we best position our practice with 
the intellectual tools needed to guild 
our clients that are ripe for business 
succession transition, so that they 
become a positive statistic and not a 
statistical casualty?

There are so many voices and so 
few elders we can turn to, to point 
the way over the hurdles that Can-

adian advisors and their clients will 
have to overcome so our clients will 
succeed in the execution of a well-
crafted business succession plan. 
This personally troubles me.

Ian Campbell, FCPA, FCA, 
FCBV, has been a trusted advisor 
on thousands of business valua-
tions and successful business tran-
sition projects for over 45 years. 
Ian’s perspective on business tran-
sitions dates back to before Dec. 
31, 1971 — also known as valua-
tion day (V-Day), when the capital 
gains tax was introduced into the 
Income Tax Act.  Campbell’s CV 
includes authoring several business 
valuation textbooks that have 
become industry standard across 
North America, and his latest is a 
new book called 50 Hurdles – 
Business Transition Simplified. I 
can’t praise it enough. These are 
the 50 hurdles Ian has borne wit-
ness to during his career that if not 
surmounted may derail a client 
from exiting their business.  

“There are essentially two ways 
for a privately owned company to 
transition: selling or transferring its 
ownership within a family or 
related group, or selling it to an 
arm’s length purchaser,” he says. 
Most important, clients need to 
make the distinction that a “busi-
ness family and a family business 
are separate and distinct.”

He adds: “Business transition 
planning — whether it results in 
generational ownership transition 
or the sale of the family business to 
an arm’s length purchaser — 
requires strong, persistent drive by 
everyone involved for it to suc-
ceed.” 

Planning for a business transi-
tion “inevitably forces hard deci-
sions,” but as your clients’ trusted 
advisor you can assist in making 

these changes easier by planning 
for them.

In both speaking to him and in 
his book, Campbell lists four key 
principles for business owners and 
their advisors:

• Address transition now, with 
immediacy and focus, and continu-
ally hereafter

• Address the current and pro-
spective long-term viability of the 
business now and hereafter

• Decide whether the owner is 
going to sell the business or is 
going to continue to pursue genera-
tional business transition within the 
family or to key members within 
the business

• If your business clients choose 
to pursue generational business 
transition, your client needs to be 
prepared to invest a great deal of 
diligence, time, effort and expense 
to make it work

As a client’s primary financial 
advisor maintaining or aspiring to 
trusted-advisor status, it’s time to 
spark a conversation around the 
sometimes taboo subject of busi-
ness succession planning. Perhaps 
you might want to give each of your 
business clients a copy of Camp-
bell’s book 50 Hurdles for this 
Labour Day.

don’t wait on transition planning
Merrick
Wealth

By 
Peter
Merrick

Peter J . Merrick, BA, FMA, CFP, 
TEP, FCSI is a trust and estate prac-
titioner and president of Merrick-
Wealth.com, an exit planning firm in 
Toronto. He is the author of ASK - 
Advisors Seeking Knowledge, The 
TASK – The Trusted Advisor’s Sur-
vival Kit and The Essential Individual 
Pension Plan Handbook. He can be 
reached at Peter@MerrickWealth.com 
or 416-854-1776.

Good date, bad date can become mixed
satisfying the regulators and lim-
iting future legal liabilities, Gal-
loway said. It’s also about helping 
the business launch new products 
in new markets with confidence, 
and as such drive growth. It’s 
essential the risk-assessment 
methodology be clearly stated and 
flexible enough to provide an 
appraisal quickly without getting 
tied up in process.

“I don’t want my department 
to be a bottleneck or delay a new 
product or service when that part 
of the business has been working 
like gangbusters to release a 
product and gain new clients,” he 
said.

Galloway noted that while 
regulators require a review of 
methodology and controls in risk 
assessment every two years, in 
practice, given the ever-changing 
world, those internal reviews 
should happen more frequently, 
especially when dealing in areas 

high-risk either by location or 
nature of business, such as inter-
national wire transfers.

“I like the idea of a stress test,” 
he said. “What would occur in 
certain scenarios? It’s a fun way 
to look at this stuff. 

Caron agreed: “Look above 
the l ine and below the l ine, 
testing for what you are catching 
and what you are losing. Check 
the assumptions and exclusions 
because the world is changing 
very fast and what you thought 
was right may not be right today, 
so verify it.”

Even if the compliance depart-
ment has done its job, however, 
there’s often one more channel 
and that’s getting top-level buy-
in, noted Steve Lashbrook, of 
Bank of America Merrill Lynch.

There can often be push-back, 
the panel agreed. “There are times 
when the risk-assessment team 
has to have a conversation and it’s 
not pretty,” said Lashbrook.

Ultimately, the business has to 

own responsibility and has to 
engage with the compliance 
demands.

“You can beat them with a 
stick but I think it’s better to use 
the carrot on the stick rather than 
the big stick,” said Galloway.

Indeed, a text survey of the 
room found 36 per cent reported 
their flags were responded to in a 
timely fashion, 45 per cent said it 
took a long time and 18 per cent 
said there was no change.

“It shows the challenge,” Gal-
loway noted while Caron too 
raised her eyebrows: “Only 18 per 
cent. I actually thought it would 
be higher.”

Eadie concurred: “It’s a huge 
challenge to the (business) owner-
ship team to buy into everything. 
It’s a never-ending balancing act, 
employing best practices because 
there are opportunities and you 
don’t want to lose ground to a 
competitor. You have to bring that 
empathy to the executive team 
table. It’s difficult.”

Continued from page 9
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PAY RO L L

Our most common under-
standing of the term “reflec-
tion” is “an image that is 

seen in a mirror or on a shiny sur-
face.” Seeing a reflection enables us 
to evaluate and judge the reality: 
how our new shirt suits us (or not), 
or whether or not we are satisfied 
with a fresh haircut. When we look 
in a mirror, we often note details 
and elements of which we weren’t 
otherwise aware. The strength of 
this seeing is that we can then 
initiate changes or adaptations to 
manage the reality.

Summertime reflections are usu-
ally more intangible than an image 
in a mirror. They’re more likely to 
involve turning our mind to some 
practice or process or relationship 
and examining it in a virtual mirror. 
Such reflections can occur after a 
great meal, or a fine wine, or during 
a beautiful sunset.

For most of us, such reflections 
occur randomly and are usually 
unbidden. But consider the potential 
power if one were able to reflect on 
demand and even manage the 
reflection process.

For example, Mary Jones is a 
senior partner in a successful 
accounting practice. For many years 
she’s dragged one of her partners 
(Mark Britton) along with her plans 
to build a practice which is current 
in all areas (marketing, technology, 
HR practices and standards). More 
than once she’s referred to how 
Mark “eventually gets with the pro-
gram” after a lot of kicking and 
screaming. 

I had the opportunity to guide 
Mary through a structured reflec-
tion about this relationship. I lik-
ened the process to holding her 
experiences with Mark up to a 
mirror and becoming aware of what 
she was seeing in a new light. 

As difficult as it was for Mary, 
she was able to acknowledge the 
dysfunctional pressures Mark’s 
actions imposed on her and on the 
firm. She saw clearly how Mark 
was the cause of unacceptable 
expenditures of time and energy by 
the other partners. What Mary 
chose to do as a result of this aware-
ness is not the point of this example. 
The real point is the awareness that 
the structured reflection provided to 
Mary. 

As was the case with Mary, in 
the absence of such reflections, we 
often simply accept such realities 
without fully acknowledging their 
impacts.

John James realized that his 
firm’s inability to distribute a “spe-
cial partner draw” was due to the 
partners having fallen into the prac-
tice of continuing to service clients 
with overdue accounts. But when 
the partners were guided through a 
reflection on the missed “special 
draw” in its entirety, they came to 
see it as a symptom of a reality in 
their firm which encompassed more 
than a cash flow challenge. They 
saw that their own discomfort with 
billing, weak client engagement 
arrangements, and a reluctance to 
“fire” clients as contributory issues 
that needed examining. As in the 
case of Mary Jones, how they 
responded to this awareness is not 
the point at this time. The real point 
is that a structured reflection pro-
vided them with an awareness of 
some of their critical systemic 
issues which moved these partners 
from a sense of being the victims of 
cash shortages to taking respon-
sibility for their cash-flow issues.

The obvious questions to address 
are:

• To what should we apply this 
reflection process?

• How can we best structure the 
reflection process?

• How can we best structure the 
reflection process? 

The first step is to force yourself 
to view the subject of your reflection 
as objectively as you can. It’s vital 
that you suspend your usual relation-
ship to the subject (perhaps as a 
powerless player) and get past the 
traditional ways in which you have 
related to or accepted the situation. 

Mary needed to consider Mark 
and his resistance for what it was — 
an oppositional force impeding his 
partners from achieving the style of 
practice for which they yearned. He 
was an impediment to firm unity 
and a likely source of confusion and 
frustration for professional staff. 

John and his partners needed to 
take responsibility for their own 
poor client-engagement practices 
and their reluctance to be strong 
about billings and other engagement 
arrangements. They needed to 
accept that they were directly 
responsible for their cash-flow diffi-
culties. Upon reflection, they needed 
to acknowledge that beyond the 
negative impact on their personal 
cash flow, there were additional 
implications in that the firm was 
unable to fund other aspects of the 
practice.

To what should we apply this 
reflection process?

A good starting point is to iden-
tify processes, circumstances, events 

and relationships within your prac-
tice that are generally felt to be less 
than optimal, but which seem to 
have been accepted as necessary or 
inevitable. This might include:

• Rarely if ever billing full fees 
(wr i te -offs  a re  accepted  as 
“normal”);

• Work-flow bottlenecks (stalled 
work flow is accepted as “inevit-
able”);

• 24/7 client servicing (believed 
to be “the way it is supposed to be”);

• Constantly living with dead-
lines;

• Lack of partner co-operation 
with firm policies;

• Regularly delayed personnel 
reviews;

• Failures to delegate.

In fairness to the positive aspects 
of practice, we also need to recog-
nize that the reflection process is not 
restricted to examining “bad” ele-
ments, but can also be valuable in 
making something “good” even 
better.

Without reflection, it’s easy to miss problems

Mort Shapiro, FCA, CMC, is a 
practice management consultant 
who advises and coaches accounting 
f irms and individual accountants 
throughout Canada. He can be con-
tacted at 905-513-3736 or at: msha-
piro @shapiro-inc.ca.

Home office only expense if job requires one

The questions below were 
submitted to the Canadian 
Payroll Association’s Payroll 

InfoLine service by payroll profes-
sionals across Canada, and discuss 
the following topics: the T2200 
Declaration of Conditions of 
Employment form, reimbursements 
for expenses related to car allow-
ances, and reporting vacation taken 
before maternity leave on the 
Record of Employment (ROE).

Question: Several employees in 
our organization are requesting that 
we complete the T2200 Declaration 
of Conditions of Employment form. 
Most of these employees have 
home offices but report primarily to 
work at our head office, and are not 
required to maintain a home office. 
Other employees have car allow-
ances and travel a lot on business. 
In all cases, the employees submit 
receipts and are reimbursed through 

accounts payable for all business 
expenses, with the exception of the 
employees who receive taxable car 
allowances.

Should we complete the T2200 
form for some or for all of the 
above-mentioned employees? 

Answer: As an employer, your 
organization should only complete 
the T2200 form for employees who 
incur actual business expenses 
which (in your case) would include 
all employees required to travel on 
business as well as the employees 
who receive a car allowance. If 
these employees have additional 
expenses for which they did not 
receive a reimbursement from the 
employer, they may be eligible to 
claim such business expenses 
when they file their personal tax 
returns.

Employers may complete a 
T2200 form for employees who 
are required to work from home as 
a part of their employment con-
tract, and designate a portion of 
their home as an office.

The T2200 form should not be 
completed if an employer does not 
require the employee to work out 
of their home even if the employee 
uses a portion of their home as an 
off ice. Many individuals have 
offices in their homes; however, 
they can only be claimed as a busi-
ness expense deduction if the 
employer requires them to do so.

Question: Our company pro-
vides employees with car allow-
ances and we also reimburse 
employees for their gas, fuel and 
maintenance as well as for business 
kilometres driven.  

Are all of these amounts tax-
able? 

If so, what can we provide to the 
employees free of tax or without 
being required to calculate source 
deductions?

Answer: The Canada Revenue 
Agency (CRA) and Revenue 
Québec (RQ) prescribe reasonable 
rates that employers may use in 
order to reimburse employees for 
business kilometres driven. These 
per-kilometre rates are the only pre-
scribed reimbursements that 
employers can provide to employees 
as business expense reimburse-
ments without being required to tax 
the amount or calculate source 
deductions. 

If an employee receives a car 
allowance, in combination with rate 
reimbursements, or another form of 
reimbursement other than the rea-
sonable rate and nothing more, then 
the entire amounts paid to or reim-
bursed to these employees would be 
subject to C/QPP, EI, QPIP and fed-
eral and provincial income tax. 

The taxable amounts would also 
need to be reported in Box 14 and 
Code 40 of the T4 and Boxes A and 
L of the RL-1.

New reasonable kilometre rates 
are announced each year. These 
business kilometre reimbursement 
rates can be used and reimbursed 
tax-free, provided the employee 
completes an expense report, and 
does not receive a car allowance or 
other form of reimbursement for 
the use of their own vehicle.

The current reasonable reim-
bursement rates in effect for 2014 
are:

• 54 cents per business kilometre 
for the first 5,000 kilometres; and

• 48 cents per business kilometre 
for any kilometre in excess of 5,000 
kilometres.

For Yukon, the Northwest Terri-
tories and Nunavut, the tax-exempt 
business kilometre reimbursements 
are:

• 58 cents for the f irst 5,000 
business kilometres; and 

• 52 cents per business kilometre 
for any kilometre in excess of 5,000 
kilometres.

Question: One of our employees 
took two weeks’ vacation before 
going on maternity leave. What 
would be the date on block 11 and 
block 12 of the Record of Employ-
ment (ROE)? Also, should the 
vacation pay be included in block 
17A?

Answer: In Block 11 of the 
ROE, enter the last day for which 
the employee received insurable 

earnings. This date usually matches 
the last day of work; however, in 
some situations, employees con-
tinue to receive insurable earnings 
after their last day of work. This 
occurs when the employee receives 
paid leave, such as vacation or sick 
leave. In these cases, enter the date 
of the last day of paid leave in 
Block 11.

In Block 12, enter the end date 
of the final pay period that includes 
the date in Block 11. The date 
entered in Block 11 and the date 
entered in Block 12 will usually be 
different, except when the employ-
ee’s last day paid corresponds to the 
last day of the pay period. The date 
in Block 12 can never be earlier 
than the date in Block 11.

I f  you wi l l  be  paying an 
employee for a vacation leave 
period immediately after the last 
day of work, it should not be 
reported in block 17A. In this case, 
the last day for which the employee 
would be paid would be the last day 
of the leave period.

Janet Spence, CPM, is manager, 
compliance programs and services 
for the Canadian Payroll Association 
and can be reached at janet.spence@
payroll.ca. Visit online at www.
payroll.ca.
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Th e  C a n a d a  R e v e n u e 
Agency recently released 
D o c u m e n t  2 0 1 3 -

0500891I7, a technical interpret-
ation on the characterization of 
foreign exchange gains or losses 
from forward contracts used to 
hedge the repayment of a U.S. 
do l l a r  deb t ,  and  whe the r  a 
transfer of the forex forward 
contracts pursuant to a rollover 
under section 85 of the Income 
Tax Act (Canada) has an impact 
on the characterization of the 
nature of the gains or losses in 
relation to the transferee. 

Background
A public corporation (Par-

entco) is a holding company 
wi th  mul t ip le  subs id ia r i es . 
H a v i n g  b o r r o w e d  f u n d s 
denominated in U.S. dollars, 
Parentco hedged its exposure to 
forex fluctuations on the repay-
ment of  the bor rowed funds 
through the use of foreign cur-
rency forward contracts (the 
derivatives). Subsequently, Par-
entco assigned the derivatives to 
a  whol ly  owned  subs id ia r y 
(Subco). The transfer was car-
ried out pursuant to a rollover 
under section 85 of the act. 

The underlying debt obliga-
tion that the derivatives were 
meant to hedge remained with 
Parentco. At the t ime of the 
transfer, the derivatives were “in 
the money” such that Parentco 
would have recognized a gain 
had it terminated the derivatives. 
Subsequent  to  the  t ransfer, 
Subco terminated the derivatives 
and recognized the resulting 
gain on account of capital for tax 
purposes. At the time, Subco had 
capital losses to carry forward to 
offset this capital gain.

The relevant Tax Services 
Off ice (TSO) objected to Sub-
co’s characterization of the gain 
from the terminat ion of  the 
derivatives. According to the 
TSO, while the derivatives had 
been suff iciently linked to the 
capital borrowing of Parentco 
such that any gain or loss on the 
forward contracts would have 
been on account of capital to 
Parentco, the derivatives were no 
longer linked to any underlying 
capital  bor rowing once they 
were transferred to Subco. 

As a consequence, the TSO 
concluded that the gain arising 
from the terminat ion of  the 
derivatives by Subco should be 
on income account. The TSO 
maintained that the derivatives 

did not hedge any of Subco’s 
t ransact ion,  and that  Subco 
“acquired the forward contract 
with the purpose of terminating 
it and realizing the income.” 

In  cont ras t ,  the  taxpayer 
“argued that the intention to use 
the forward contracts as a hedge 
did not change to speculation 
when [Parentco] transfer red 
them to Subco.” Furthermore, 
the taxpayer took the position 
that “the law does not preclude 
hedging on a consolidated basis 
such that the forward contracts 
continued to be linked to [Par-
entco’s] capital transaction.” 

Also, the taxpayer stated that 
its position is not offensive from 
a policy perspective since the 
transfer between Parentco and 
Subco was a form of loss con-
solidation between related cor-
porations. Finally, the taxpayer 
maintained “that, at the time of 
the transfer, the contracts had a 
‘latent’ capital gain that accrued 
while [Parentco] held the con-
tracts [and to] ignore that gain is 
to  re t roact ively  dismiss  the 
linkage principle.” 

Both the taxpayer and the 
TSO agreed that the gain may be 
segregated into a capital and an 
income component such that the 
unrealized gain up to the point 
of the section 85 transfer “could 
be treated as a capital gain in 
Subco and the remainder of the 
gain would be on account of 
income.” 

Administrative position 
The CRA Income Tax Rul-

ings Directorate (Rulings) con-
f irmed that the forward con-
tracts are eligible property as 
def ined in subsection 85(1.1), 
and “that an ‘in-the-money’ for-
ward contract  is  an el igible 
property within the meaning of 
subsection 85(1) provided that it 
was linked to a capital trans-
action.” 

Furthermore, Rulings agreed 
that the derivatives were suff i-
ciently linked to the repayment 
of the debt issued by Parentco. 
Consequently, according to Rul-
ings, had the derivatives been 
terminated by Parentco,  the 
resulting gain would have been 
on capital account. 

Rulings then quoted com-
ments  made  by  the  CRA in 
response to a question from the 
1983 Canadian Tax Foundation 
Conference round table on sec-
tion 85 rollovers: “We have been 
asked to clarify the position 
given in our response to ques-
tion 8 of the 1980 Round Table 
in which we were asked whether 

we would rule favourably on a 
proposed transaction where a 
taxpayer holding appreciated 
capital property transfers such 
property under subsection 85(1) 
and the acquiring corporation 
immediately thereafter sells the 
property at a prof it. The issue 
was,  of  course,  whether  the 
profit would still be considered 
to be a capital gain in the light 
of the short holding period of 
the recipient corporation. 

“Our response was intended 
to indicate that we are prepared 
to accept  the 85(1) rol l  and 
would also accept that the profit 
would still be a capital gain, 
despite the short holding period, 
where the roll was between two 
sister corporations or a parent 
and its controlled subsidiary and 
the ultimate sale was to an arm’s 
length third party. We conf irm 
this position and are now pre-

pared to rule in those specif ic 
circumstances.”

In reference to those com-
ments ,  Rul ings s imply con-
cluded that the gain “falls within 
the parameters described [above, 
and that] the entire gain realized 
by [Subco] on the disposition of 
t he  fo rward  con t r ac t  i s  on 
account of capital.” 

While the technical interpret-
ation may offer some comfort to 
taxpayers that the CRA would 
not  chal lenge similar  t rans-
actions, it is not clear that the 
Ruling’s conclusion fully com-
p o r t s  w i t h  t h e  e x i s t i n g 
jurisprudence. For example, in 
the Supreme Court of Canada 
decision in Hickman Motors Ltd. 
v. Canada [1997] S.C.J. No. 62, 
the court stated that “the nature 
of the property and the nature of 
its income are not forever f ixed 
as a result of a s. 88(1) rollover. 

The nature of the property and 
the nature of its income may 
change [subsequent to a section 
88 rollover].”

In technical interpretations 
issued after the SCC’s decision 
in Hickman, the CRA acknow-
ledged the decision in Hickman 
and stated that “it is a question 
of fact whether the [property 
transferred under section 85] 
retains its capital nature … the 
property may retain its character 
immediately following a winding 
up (or any other rollover between 
related corporations) but the 
nature of  that  proper ty may 
change subsequently.”

Therefore, it is unfortunate 
that Rulings did not provide a 
more complete analysis of the 
issues that were raised, or try to 
reconcile its latest position in 
the technical interpretation with 
the common law and its earlier 
published positions on deriva-
tives and section 85 rollovers. 

Document lacks a more complete analysis

Eric Koh is a former certif ied 
public accountants in the United 
States and an associate in the tax 
g roup  a t  Ai rd  & Ber l i s  LLP, 
focusing on domestic and interna-
tional taxation.

While the technical interpretation may offer some comfort 
to taxpayers that the CRA would not challenge similar 

transactions, it is not clear that the Ruling’s conclusion 
fully comports with the existing jurisprudence.
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FEDERAL INCOME TAX - 
Appeals - Tax Court of Canada 
- Pleadings - Notice of appeal - 
Judgments disposing of an 
appeal  Appeal by Bakorp Man-
agement from dismissal of its 
appeal  by the  Tax Cour t  of 
Canada. The appellant was a large 
corporation within the meaning of 
s. 225.1(8) of the Income Tax Act. 
The appellant acquired shares in a 
numbered company that were 
redeemed the following day, with 
$338 million paid to the appellant 
between 1993 and 1995. Based on 
operation of ss. 55(2) and 84(3) of 
the Act,  the amount paid on 
redemption, less the paid-up cap-
ital, was deemed to be a dividend. 
The appellant took the position 
that a portion of the deemed divi-
dend was not payable until 1995. 
By notice of reassessment, the 
Minister reduced the amount of 
the dividend subject to tax in 
1995. The appellant objected to 
the reassessment of its tax liability 
for 1995, taking the unusual pos-
ition that it should have paid more 
t ax  in  1995  than  wha t  was 
assessed. The Minister confirmed 
the inclusion of the deemed divi-
dend in income for 1995. The 
appellant appealed to the Tax 
Court of Canada. The Court found 
that the appellant reversed its pos-
ition on appeal from that taken in 
the notice of objection, contrary to 
the rules governing large corpora-
tions. The appeal was dismissed 
on the basis it did not comply with 
the requirements of s. 169(2.1) of 
the Act. Bakorp appealed to the 
Federal Court of Appeal. HELD:  
Appeal dismissed. The rules gov-
erning large corporations were 
enacted to discourage full recon-
struction of income tax returns for 
a particular year after the objec-
tion or appeal process had com-
menced. The appellant’s notice of 
objection stated the issue as share 
redemption proceeds added to 
income as a deemed dividend. 
That was a cursory statement of 
what transpired rather than the 
identification of the question for 
adjudication. There was nothing 
regarding the elements of the 
computation of the dividends 
received by the appellant in 1995 
or any indication of whether the 
appellant was disputing the adjust-
ment to the deemed dividend for 
1995. The appellant was thus 
restricted to appealing whether it 
had filed its 1995 Part IV return 
correctly and whether it should be 
paying more Part IV tax in 1995 
than what was reassessed. The 

notice of appeal essentially sought 
to shift the Part IV tax liability to 
another year. The appeal was 
properly dismissed as contrary to 
s. 162(2.1) of the Act. Bakorp 
Management Ltd . v . Canada, 
[2014] F .C .J . No . 411, Federal 
Court of Appeal, Gauthier, 
Stratas and Webb JJ .A ., April 
24, 2014 . Digest No . 3009-001

FEDERAL INCOME TAX - 
Computation of tax - Individ-
uals - Tax credits - Charitable 
donations - Assessment - Limit-
ation period - Appeals - Tax 
Court of Canada  Appeal by the 
taxpayer from the reassessments 
for his 2002 and 2003 taxation 
years, in which the Minister 
denied tax credits for $18,550 and 
$15,500 charitable donations 
claimed. The appellant testified he 
lived with his parents and worked 
full-time during the relevant 
period, and had no expenses. The 
appellant testified he heard about 
a charity and decided he wanted to 
help needy children, so began 
making cash donations every two 
weeks. The appellant claimed he 
had no records of his donations 
because the Canada Revenue 
Agency (“CRA”) took so long to 
reassess him that they had been 
lost or destroyed. The appellant 
submitted two receipts from the 
charity that showed the total 
amount of donations for the 2002 
and 2003 tax years. The appel-
lan t ’s  2001  donat ions  were 
accepted on the same evidence. 
The appellant was reassessed for 
the years in question in December 
2009 after the CRA investigated 
an accountant who purported to 
operate a charity, and found the 
appellant’s 2002-2004 tax returns 
on the accountant’s computer. The 
accountant had pled guilty to 
fraud for selling false charitable 
donations. The appellant denied 
donating any money to the charity 
run by the accountant. HELD: 
Appeal dismissed. Aside from 
having no records to support his 
cash donations, the appellant was 
not credible. The appellant’s evi-
dence was  inconsis tent  and 
imprecise with respect to how he 
learned about the charity, how 
much money he donated each 
time and whether his donations 
were all cash. It was implausible 
the appellant donated nearly half 
his income to a charity he knew 
vir tually nothing about.  The 
appellant testified he paid no rent 
to his parents, yet claimed rent on 
his tax return. The appellant’s evi-

dence about who prepared his tax 
returns kept changing. The appel-
lant was found to have purchased 
the charitable tax receipts. The 
receipts did not conform with the 
requirements of s. 3501 of the 
Regulations. As the appellant had 
made misrepresentations with 
respect to the alleged donations, 
the Minister was justif ied in 
reassessing him outside the limita-
tion period. Johnson v . Canada, 
[2014] T .C .J . No . 62, Tax Court 
of Canada, V .A . Miller T .C .J ., 
March 18, 2014 . Digest No . 
3009-002

FEDERAL INCOME TAX - 
Computation of tax - Individ-
uals - Tax credits - Child tax 
benefits - Appeals - Tax Court 
of Canada  Appeal by Dafonseca 
from a Minister’s Income Tax Act 
redetermination. The appellant 
received Child Tax Benefit pay-
ments on behalf of her grandchil-
dren until  a redetermination 
determined that the appellant’s 
daughter was the eligible person 
to receive the benef i ts .  The 
daughter lived with her children 
i n  t h e  a p p e l l a n t ’s  h o m e 
throughout the period at issue. 
The appellant argued that she was 
the person who was primarily 
responsible for the care and 
upbringing of the children and 
therefore entitled to the Child Tax 
Benefit. The appellant’s daughter 
contested this assertion. HELD: 
The appeal was dismissed. While 
bo th  the  appe l l an t  and  he r 
daughter made some contribu-
tions towards the care of the chil-
dren, the evidence established 
that the appellant’s daughter was 
the individual primarily respon-
sible for their care and upbringing. 
The appellant maintained a secure 
environment for the children by 
owning and maintaining the home 
in which they lived. She also used 
the tax benefit for the needs of 
the children. However, all of the 
o ther  fac tors  suppor ted  the 
daughter’s assertion that she was 
primarily responsible for the care 
and upbringing of her children. 
The daughter supervised the daily 
needs and activities of the chil-
dren and she was the primary 
person who made and took them 
to appointments and other activ-
ities. There was no evidence that 
the daughter was not the person 
with legal authority and custody 
over the children. A Children’s 
A i d  S o c i e t y  s e r v i c e  p l a n 
respecting the children did not 
transfer authority to the appellant. 

Dafonseca v . Canada, [2014] 
T .C .J . No . 66, Tax Court of 
Canada, Pizzitelli T .C .J ., March 
19, 2014 . Digest No . 3009-003

FEDERAL INCOME TAX - 
Corporations - Deduction for 
inter-corporate dividends - For-
eign income - Foreign affiliates 
- Dividends received from - Tax 
avoidance - Appeals - Federal 
Courts  Consolidated appeals by 
the Crown from rulings by the 
Tax Court of Canada in favour of 
the respondents, Lehigh Cement 
and CBR Alberta. The respond-
ents acquired shares of a non-resi-
dent corporation as part of a 
multi-step complex restructuring. 
They claimed a deduction offset-
ting the amount of dividends 
received from the non-resident 
company based on s. 113(1)(a) of 
the Income Tax Act. The Minister 
reassessed the respondents and 
disallowed the deductions citing 
the anti-avoidance provision, s. 
95(6)(b) of the Act. The Minister 
took the position that the respond-
ents acquired the shares for the 
principal purpose of avoiding tax 
that would be otherwise payable 
under the Act. The Tax Court 
allowed the respondents’ appeals 
from the reassessments. The 
Court found that the anti-avoid-
ance provision did not apply, as 
the tax savings could have been 
achieved through direct subscrip-
tion for shares using borrowed 
funds and thus there was no tax 
that would have otherwise been 
payable. The Minister appealed. 
HELD: Appeals dismissed. The 
anti-avoidance provision was tar-
geted at those whose principal 
purpose for acquiring or dis-
posing of shares in a non-resident 
corporation was to avoid, reduce 
or defer Canadian tax. The prin-
cipal purpose was a question of 
fact. An entire series of trans-
actions was part of the circum-
stances relevant to discerning the 
principal purpose of the acquisi-
tion or disposition of shares in the 
non-resident company. However, 
it was not open to the Minister to 
look to an entire series of trans-
actions to discern a tax avoidance 
purpose that was not a specif ic 
target of the provision. Manipula-
tion of the shareholdings of the 
non-resident company to change 
its status as a foreign affiliate in 
order to avoid, reduce or defer tax 
did not trigger the provision 
unless it was the dominant or 
main purpose of the transaction. 
Here, the Tax Court found that 

that principal purpose of the 
acquisition in light of the entire 
series of  t ransaction was to 
achieve overall US tax savings, 
and that the Canadian tax savings 
could have been obtained without 
the acquisition. The Tax Court did 
not err in principle in reaching its 
conclusion. It followed that the 
anti-avoidance provision did not 
apply. Lehigh Cement Ltd . v . 
Canada, [2014] F .C .J . No . 406, 
Federal Court of Appeal, Blais 
C .J ., Sharlow and Stratas JJ .A ., 
April 23, 2014 . Digest No . 3009-
004

FEDERAL INCOME TAX - 
Other income - Retirement 
allowances  Application by the 
plaintiff for an order directing the 
defendant to pay to the plaintiff 
the full amount of a settlement. 
The par t ies  ag reed that  the 
defendant would pay the plaintiff 
$100,000 to settle the plaintiff ’s 
claim for wrongful dismissal. The 
defendant argued that it  was 
required to withhold $30,000 
from the settlement amount as 
income tax on lump-sum retire-
ment allowances. The plaintiff 
asser ted that the Minutes of 
Settlement contained no details 
regarding the withholding of such 
funds and that if the parties had 
intended to deduct income tax 
from the $100,000 award, they 
would have explicitly done so. 
HELD: Application dismissed. 
An award pursuant to a wrongful 
dismissal settlement was fully 
taxable under the Income Tax Act. 
Pursuant to the authorities, it was 
an implied term of such settle-
ments that the employer would 
make all necessary income tax 
deductions from the initial award. 
Retiring allowances were treated 
a s  l ump-sum paymen t s  fo r 
income tax purposes. The Canada 
Revenue Agency directed that an 
employer who paid a retiring 
allowance directly to a resident of 
Canada was to deduct income tax 
from any amount of the allowance 
that was paid to the employee. 
The amount to be withheld was 
calculated in accordance with the 
lump-sum withholding rates. The 
$ 3 0 , 0 0 0  w i t h h e l d  b y  t h e 
defendant from the $100,000 
settlement appeared to accord 
with Canada Revenue Agency 
requirements. Deiana v . Credit 
Union Central of Saskatchewan, 
[2014] S .J . No . 156, Saskatch-
ewan Court of Queen’s Bench, 
N .S . Sandomirsky J ., March 19, 
2014 . Digest No . 3009-005
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Legal counsel often render 
opinions on the propriety of 
corporate distributions to 

shareholders in the context of cor-
porate law. They should also con-
sider the propriety of such distri-
butions in tax law to avoid hidden 
traps, particularly in the context of 
private corporations. 

Taxpayers who receive cor-
porate property without a fair 
exchange from a corporation with 
which they do not deal at arm’s 
length can be liable for the corpor-
ation’s taxes if, at the time of the 
transfer, the corporation owed 
taxes that remain unpaid. Section 
160 is essentially an anti-avoid-
ance rule intended to prevent tax-
payers from avoiding tax by 
divesting their assets into friendly 
hands beyond the reach of the 
Canada Revenue Agency. How-
ever, the rule applies even absent 
any intention to defeat the CRA. It 
is a strict liability provision 
without any due diligence defence. 

The concept of arm’s length 
permeates the tax statute and can 
create unwelcome surprises for 
taxpayers. In general terms, a 
person is non-arm’s length with 
another if the two are related to 
each other or in a proximate rela-
tionship where they do not bargain 
in an independent manner with 
each other. Shareholders are 
always related to a corporation that 
they control. Similarly, an indi-
vidual who is a member of a 
related group that controls a cor-
poration is non-arm’s length with 
the corporate entity. 

However, the law goes even 
further: Non-controlling share-
holders can in fact be non-arm’s 
length with their corporation if, as 
a matter of fact, they do not deal 
with each other openly and at fair 
market prices.

These rules work well when 
they are used to attack delinquent 
taxpayers who are attempting to 
circumvent their outstanding tax 
liabilities. They can, however, have 
unexpected consequences because 
“transfer” is interpreted literally to 
include virtually any kind of trans-
action that involves the passage of 
property of one person to another. 

The rule has a long reach 
because there is no limitation 
period and can kick in many years 
after the actual transfer of prop-
erty. This can produce unexpected 
and unfair results where a private 
corporation pays dividends when it 
believes that it is tax-compliant, 

only to learn that it has been 
reassessed many years later for 
outstanding taxes.

Dividends on shares constitute 
the yield on invested share capital. 
They are, in effect, the economic 
return for the shareholder’s invest-
ment in the corporation. The 
shareholder invests his money and 
assumes the risk of his investment. 
The dividend is his or her eco-
nomic return on the investment — 
a form of quid pro quo. However, 
since dividends involve cash dis-
tributions to shareholders, they 
involve transfers of property to 
shareholders,  and hence are 
caught by the rule. Our courts do 
not take into account that the divi-
dend is a partial return on the 
shareholder’s investment. 

Shareholders in a closely-held 
corporation do not usually deal 
with the corporation at arm’s 
length. Shareholders control their 
family corporations, usually either 
alone or in conjunction with other 
family members. Hence, the rule 
almost invariably applies to divi-
dends of closely-held corpora-
tions. This can lead to absurd 
results. Although corporate salary 
payments are not caught by the 
rule because they are payments in 
return for services, dividends paid 
in lieu of salary can be caught.

In corporate law, dividends are 
paid at the discretion of the direc-
tors of the corporation and repre-
sent the yield on the shareholder’s 
capital.  Shareholders do not usu-

ally work for their dividends in 
the conventional sense of pro-
viding labour, services or other 
quid pro quo. The mere invest-
ment of risk capital is sufficient 
to warrant a return if, as and when 
the directors consider it prudent 
to pay dividends on the capital. 
Thus, in a sense, risk is the con-
sideration of the return. 

The shareholder’s liability for 
taxes unpaid at the time that the 
dividend was declared may result 
from a reassessment of the cor-
poration many years later. The 
shareholder remains on the hook 
indefinitely because there is no 
limitation period under section 
160 in respect of the liability. 
Indeed, the shareholder remains 
liable even after the corporation 
has been sold.

For example, assume that a cor-
poration declared $2 million as a 
capital gain in 2000. In 2001, it 
paid a dividend of $100,000 to a 
passive shareholder (say, spouse) 
who is “related” to the controlling 
shareholder. The corporation is 
fully paid up on its taxes at that 
time. Four years later, Revenue 
Canada reassesses the corporation 
and characterizes the gain as busi-
ness income. The incremental tax 
of $200,000 is disputed and the 
matter is f inally settled in 2014 
against the corporation, which is 
now bankrupt. The passive share-
holder becomes personally liable 
for the corporation’s unpaid taxes 
if he or she did not provide fair 

market value exchange for the 
dividend in 2001.

The implication for directors of 
closely-held corporations is that 
they owe an extended f iduciary 
duty not only to the corporation 
itself, but also to the shareholders 
whom they may expose to personal 
tax liability as a result of dividends 
that may later be discovered to 
have been inopportune in the light 
of the corporation’s subsequently 
discovered tax liabilities. The trad-
itional view that corporate direc-
tors owe their fiduciary duty only 
to the corporation, and not to the 
shareholders ,  is  unl ikely to 
i m m u n i z e  d i r e c t o r s  f o r 
“improperly” declared dividends, 
unless there is full disclosure of 
the risk to the shareholder. 

The reach of Section 160, 
which was intended to prevent tax-
payers from rendering themselves 
judgment-proof through the diver-
sion of assets, now extends to bona 
fide and innocent passive share-
holders of closely-held family cor-
porations. Legal counsel should 
ensure that their opinions on the 
propriety and effect of corporate 
dividends are appropriate to reflect 
this extended reach.

Shareholders can be personally liable

Vern Krishna, CM, QC, University 
of Ottawa and of counsel, Tax Cham-
bers, Toronto. vern.krishna@tax-
chambers.ca

T E C H N O L O G Y

Make room for the mega-tablet

Was the late Steve Jobs 
wrong? Jobs shook up 
the technology device 

market with the launch of Apple’s 
iPad tablet computer in April 
2010. He believed that the 10-inch 
touch-sensitive display of the iPad 
was the perfect size for a portable 
handheld computer.

In an interview with Seeking 
Alpha in October of that year, 
Jobs dismissed smaller tablets: 
“We think the current crop of 
seven-inch tablets are going to be 
DOA, dead on arrival,” he said. 
“Their manufacturers will learn 
the painful lesson that their tablets 
are too small and increase the size 
next year, thereby abandoning 
both customers and developers 
who jumped on the seven-inch 

bandwagon  wi th  an  or phan 
product. Sounds like lots of fun 
ahead.”

According to market researcher 
Gartner, 47 per cent of users sur-
veyed owned tablets with screens 
of eight inches or less. Google’s 
Nexus 7, a tablet with a seven-
inch display, has shown that there 
is demand for a well-designed 
smaller tablet. Its acceptance is no 
doubt boosted by a low price, at 
half or even less than half of a 
comparably equipped iPad Air 
with its 9.7-inch display.

I find my Nexus 7 offers a dis-
play which is big enough to 
review documents and web pages. 
Yet it is also small enough to fit in 
my pants pocket. Admittedly, it is 
a tight fit.

After  Jobs  res igned from 
Apple due to his fatal illness, 
Apple did an about-face and 
released the smaller iPad Mini, 
with a 7.9-inch display.

Jobs may have felt a tablet with 
a display larger than 10 inches 
would be too heavy to be truly 
portable, and offer insuff icient 
battery life. However, advances in 
technology have allowed for 
larger displays without an outra-
geous weight penalty.

I think there may be room for 

yet another tablet size, which I 
dub the mega-tablet, with a larger 
12-inch display. A prime example 
of this bigger tablet is Microsoft’s 
recently-announced Surface Pro 
3.

I’ll be the f irst to admit that 
Microsoft has experienced poor 
acceptance of previous versions 
of the Surface Pro. In fact, Micro-
soft’s f irst stab at the portable 
touch-screen market came 22 
years ago, in 1992, with Windows 
for Pen Computing. The com-
pany’s vision included a stylus to 
operate the touch-sensitive dis-
play. While subsequent versions 
of Windows, such as Vista and 7, 
included pen-computing capabil-
ities, the market languished for 
small ,  l ightweight  hardware 
which could effectively use it.

More recently, Microsoft first 
released its Surface family of tab-
lets on Oct. 26, 2012 for RT, and 
on Feb. 9 last year for the more 
powerful Pro. The RT, a cheap but 
underpowered device which could 
not run standard Windows apps, 
was an unmitigated disaster. In 
fiscal 2013, Microsoft wrote off 
$900 million U.S. related to Sur-
face RT tablets when it slashed 
the selling price for the slow-
moving slabs. I believe this fiasco 

was the driving force behind the 
departure of Microsoft’s then-
CEO Steve  Ballmer.

Yet Microsoft may have finally 
gotten it right in the third version 
of the Surface Pro. Its larger 
12-inch display, stylus and lid 
with keyboard offers an attractive 
hardware package. The display 
size is comparable to the smallest 
notebook computers, which chip-
maker Intel calls Ultrabooks. 

The Surface Pro 3 keyboard 
makes it  more usable than a 
smaller tablet if you need to enter 
data, in addition to just reviewing 
documents. The detachable key-
board can fit to the Surface dis-
play to create the familiar clam-
shell form of a notebook. 

Most importantly, the hard-
ware is suff iciently powerful to 
run many Windows apps. Micro-
soft says the battery supports up 
to nine hours of web browsing. So 
this is one tablet which might be 
able to replace the notebook in the 
accountant’s mobile toolkit with a 
lighter weight alternative.

Some models of the Surface 
Pro 3 have been in stores since 
late June. However, the most 
powerful models based upon 
Intel’s i7 processor — probably 
the most useful ones for account-

ants — won’t be available until 
this month. You’ll pay a premium 
price for these 800-gram light-
weights, an eye-popping $2,000 
plus, more than for a heavier note-
book with comparable processing 
power and storage capacity.

Is it worth the premium invest-
ment? I’d say it depends upon how 
often you take your notebook on 
the road. If it sits on your office 
desk more than 90 per cent of the 
time, it’s probably not worth the 
extra dough. But if you need to 
tote a portable computer one-third 
or more of your average workday, 
then the price for the Surface Pro 
3 could be worth it. 

Before you commit to a pur-
chase, ensure that the applications 
you need can run on this Windows 
8.1-based device. Also note that 
storage capacity is tighter than on 
a notebook, maxing out at just 
512GB. 

Richard Morochove, FCPA, FCA, 
CA .IT, is president of the Toronto-
based computer consulting f irm, 
Morochove & Associates Inc., 
serving accountants and their cli-
ents. E-mail comments to: bottom-
line@morochove.com.
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Rollercoaster or Rocketship ?
Are you stuck with trying to choose between low interest rates or risky equity investing ?

Please consider the actual results below from one of the best private mortgage funds we have 
discovered after reviewing over 50 different Canadian private mortgage funds. These actual 
results, a steady cash return of approximately 10% annually since 2005 inception, considering 
that they were achieved during the worst economic downturn in 80 years, are incredibly 
consistent and stunning.

A September 2005 $100,000 investment in this private mortgage fund would now be worth more 
than $225,000, while the same $100,000 invested in the TSX index would now be worth only 
about $120,000.

CFR offers a comprehensive Financial Freedom Coaching program, including CFR’s proprietary 
investment research newsletter.

Should you wish to get off your rollercoaster and climb aboard a rocketship, please contact CFR
for a free initial consultation.

Robert Novoselac B.Admin.,CPA, CA
Creative Financial Results Inc. (CFR) - www.cfrca.com

Please note:
1.  Past results are not necessarily indicative of future performance.
2  Indices presented are for illustrative purposes only and may not be of comparable investment risk.   

Robert Novoselac B. Admin., CPA, CA
Creative Financial Results Inc. (CFR) - www.cfrca.com

905-339-6577

A September 2005 $100,000 investment in this private mortgage fund would now be 
worth more than $225,000, while the same $100,000 invested in the TSX index would 

now be worth only about $120,000.

CFR offers a comprehensive Financial Freedom Coaching program, including CFR’s 
proprietary investment research newsletter.

Should you wish to get off your rollercoaster and climb aboard a rocketship, please 
contact CFR for a free consultation.

Please note:
1. Past results are not necessarily indicative of future performance.

2. Indices presented are for illustrative purposes only and may not be of comparable investment risk.
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leading to the demise of film — 
and Eastman Kodak.

Technology has been driving 
the forces of change for the last 
20 years, said Merrill, noting the 
price of memory is probably the 
biggest factor.

“Twenty years ago 1 megabyte 
of storage cost $1,500, today you 
can’t buy 1 megabyte because it’s 
too small,” he said. “If you could 
it would be a fraction of a cent.”

In and of itself, however, tech-
nology is just a tool whose power 
has often been overly exagger-
ated.

“The Big Data revolution is 
not real. Big Data is not real, it’s 
a fad,” he said, noting the data 
relied upon is usually fraught 
with errors, and the algorithms 
applied in the queries rarely take 
into account distortions such as 
outliers. 

Human error and a failure to 
see opportunity is still the one 
differential which will create 
innovation or kill it off.

Merrill was a university pro-
fessor and researcher at Rand 
Corporation who worked at Price 
Waterhouse and Charles Schwab 
before becoming CIO and vice 
pres ident  of  engineer ing  a t 
Google, and oversaw the 2004 
IPO before being lured away to 
EMI Music in 2008 as chief 
operating off icer of new music 
and president of digital business.

He comes across as part rock 
star, part savant and has been 
called the “most organized man 

in the world.” He has direct 
experience with lack of vision, 
he said, and that was during his 
painful tenure at EMI, the music 
company where he was surprised 
to learn that some CDs and art-
ists were still selling in the mil-
lions.

“ T h e  S t eve  M i l l e r  B a n d 
Greatest Hits Volume 2 sold five 
million copies,” he said. “That 
woman — I won’t say her name 
— who sang the Titanic song 
sold four million copies (Editor’s 
no te :  The  woman i s  Ce l ine 
Dion).”

At the same time, though, 
peer-sharing platform Limewire, 
with 70 million daily users, was 
supplanting sales.

“I compared the top 100 users 
at Limewire against the top 100 
at iTunes and they were almost 
the same,” he said. “This showed 
that they were using Limewire 
not to steal music but to try 
before they bought. They didn’t 
want 13 songs on a CD — they 
wanted just one tune.”

The Recording Industry Asso-
ciation of America didn’t see the 
opportunity and sued Limewire 
out of existence, despite the fact 
that  in suing individual f i le 
sharers, it cost them $25,000 per 
case for an average $7,000 each 
in fines.

The lesson is that businesses 
need to listen to their customers, 
he said, but cautioned against 
simply asking them. The key, he 
said, is to look at what people 
actually do, rather than what they 
say they do.

“Focus groups are useless,” he 
said. “People tell you what you 
want to hear.”

At Google, he said, they asked 
customers what they wanted. The 
focus group asked for 20 listings 
on a page, rather than 10.

“Well, we know that no one 
really goes to the second page but 
we tried putting 20 on a page,” he 
sa id .  The resul t  was  tha t  i t 
doubled the search response time 
and customers got upset at the 
speed of their searches, so the 
idea was abandoned.

One of the great advances 
Google implemented was driven 
by users themselves, he said.

“When people type in a search 
they often misspell the word or 
name,” he said. That tends to take 
them to another page and then 
because it’s not the one they 
want, they go back to the search 
and through different spellings 
until they hit upon the right one 
and the right page.

“Then they’re gone and never 
come back to the search,” he said. 
Google used this  pat tern of 

behaviour to engineer a search 
which would take misspellings 
into account and actually learns 
from users’ entries.

“Someone asked us how many 
people we had inputting diction-
aries,” he said. “It was all done by 
the users themselves. We did 
nothing. They did it all.”

The parallel in history, he said, 
is the work of U.S. naval lieu-
tenant Matthew Fontaine Maury, 
who served in the era of sailing 
ships during the 1800s.

“He noticed that sometimes 
the routes to Japan were very 
rough and other times they were 
f ine,” he said. “Maps weren’t 
very good … so each captain had 
learned their own route.”

Later in his career Maury dis-
c ove r e d  o t h e r  c a p t a i n s  a l l 
reported the same phenomenon. 
He convinced a group of captains 
to give him their prized logbooks 
with the promise that he would 
give them back all the data about 
the routes from the other cap-
tains.

In essence, Merrill said, he 
was crowdsourcing. The data was 
stunning. What Maury had hit 
upon was the trade winds, and 
understanding their  patterns 
helped captains choose their 
routes according to when they 
were sailing.

“He changed shipping for-
ever,” he said, reinforcing the 
point that using actual behaviours 
is more predictive in modeling 
than using assumptions.

The problem most organiza-
tions face is that they are inadver-

tently set up to crush innovation 
because they rely on processes 
and compliance.

“It’s up to you,” he said. “You 
can choose to be the bus of the 
business of the future or you can 
be under it.”

Pieces of merger puzzle finally fitting 

Continued from page 1 “Focus groups are useless. People tell 
you what you want to hear.”

Douglas Merrill, author

‘Be the bus’ or get run over by it

officer of CPA Ontario in Toronto. 
“We are [also] very pleased that 
the CGAs are enthusiastic about 
unification.”

Barr said it is too early to know 
what the merged organization will 
do in terms of locating an office — 
the three legacy bodies have sep-
arate headquarters in Toronto — 
but that issue is being considered 
as the bodies work together to 
ensure a smooth transition.

“You can imagine with an 
undertaking this size, bringing 
together three organizations, there’s 
a tremendous amount of integra-
tion work that’s going to have to 
happen,” said Brooks. “We’ve been 
busy planning that. We haven’t got 
a hard and fast timetable at this 
point, but the work has already 
started. We want to get the integra-
tion as quickly as possible to be 
operating as one body, one mem-
bership.” 

Brooks added that CGA Ontario 
will continue to offer its legacy pro-
gram for one more year, before its 
students enter the CPA program.

The final step, considered a for-
mality though still likely several 
months away, involves legal creation 

of a CPA Ontario which must be 
approved by the Ontario legislature. 

“We have been talking with gov-
ernment, so we hope to see that 
introduced in the fall,” Brooks said. 
“Where it goes from there is com-
pletely out of our control. I think 
[from] the discussions that we’ve 
had with the three political parties 
here in Ontario we’ve got support 
from the parties in terms of bringing 
the bodies together. We don’t antici-
pate this to be a significant issue for 

anyone within the legislature.”
Barr noted that the recently re-

elected government under Premier 
Kathleen Wynne is cur rently 
assessing its new priorities.

“We will discuss legislation 
with them in detail as soon as we 
can establish a mutually agreeable 
time to sit down and talk. The gov-
ernment has a lot on its plate, but 
we believe we can make the case 
for uniting the accounting profes-
sion as a priority,” he added.

In other merger-related news 
across Canada, members of all 
three accounting bodies in Nova 
Scotia have voted in support of 
pursuing a three-way merger 
agreement in that province. 

Members from the Institute of 
Chartered Accountants of Nova 
Scotia voted 63 per cent in favour 
of the existing proposal, with a 
fur ther eight per cent asking 
council to decide, and 29 per cent 
opposed. Certif ied management 
accountants voted 95 per cent in 
favour of unification, and certi-
f i e d  g e n e r a l  a c c o u n t a n t s 
exceeded the two-thirds, or 66.6 
per  cent  threshold required, 
although CGA Nova Scotia did 
not release numbers.

An agreement between the 
three bodies has now been signed, 
and a request made to the provin-
cial  government to formally 
create a CPA Nova Scotia organ-
ization.

Executives from the three major 
accounting bodies in the Yukon — 
the Institute of Chartered Account-
ants of the Yukon, Certified Gen-
eral Accountants Association of 
the Yukon, and Certified Manage-
ment Accountants Society of the 
Yukon, have also signed a three-

way agreement to pursue a merger.
The Chartered Professional 

Accountants of Saskatchewan have 
announced that Shelley Thiel of 
Regina, currently chief executive 
officer of the Institute of Chartered 
Accountants of Saskatchewan, is 
the new organization’s first chief 
executive officer. Earlier this year, 
Saskatchewan’s  government 
became the second in Canada to 
legislate a CPA jurisdictional body.

The CPA Manitoba joint ven-
ture appointed Grant Christensen 
as that organization’s chief oper-
ating officer. Christensen, who is 
also chief executive off icer of 
the Certif ied General Account-
ants Association of Manitoba, 
will  become chief operating 
off icer of CPA Manitoba once 
legislation is passed and enacted 
in that province to legally create 
the new body.

In Bermuda, CPA legislation 
has been passed to create a new 
body joining legacy CAs, CGAs, 
and CMAs.

“Being united under the CPA 
banner will enhance the influence, 
relevance and contribution of the 
Canadian accounting profession 
both at home and internationally,” 
said Dancey.

Continued from page 1
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