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Japan: Continued weakness in yen may boost
growth
The Japanese economy performed
better than expected in recent
months. While the weakness in the yen
should boost growth, consumer
spending could remain weak, given low
wage gains. Thus economic growth is
likely to remain modest in the coming
year.

shrinking imports contributed 1.8 percentage points of the

Good news on growth

an acceleration in global economic growth. Stronger export

2.2 percent growth. Export strength is attributed to the revival
of the US economy and the stabilization of the Chinese
economy. Business investment did not grow at all. It should
be noted, however, that the first estimate of Japanese GDP in
each quarter is often significantly revised in later months.
Thus the latest report ought to be taken with a pinch of salt.
Going forward, the weakness in the value of the Japanese yen
should enable further export growth. This will be helped by

growth might lead businesses to accelerate the growth of

The Japanese economy grew at an annualized rate of 2.2

investment. Also, the expected government fiscal stimulus is

percent in the third quarter1. This was far better than many

likely to provide a boost to growth. On the other hand,

analysts had expected. The strength of GDP growth was

consumer spending could remain weak, given low wage gains.

largely due to trade. The growth of exports combined with

1

The lagged effect of a strong yen could also boost imports,

All statistics in this article are sourced from Statistics Japan, http://www.stat.go.jp/english/, unless otherwise stated.
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thus subtracting from economic growth. Therefore, a

the BOJ kept expecting price rises to accelerate, inflation

reasonable scenario is that economic growth remains modest

remained close to zero. Part of the problem is simple

at best in the coming year.

demographics. A declining population is exacerbating the
problem of excess capacity. On the other hand, the recent

“The lagged effect of a strong yen
could also boost imports, thus
subtracting from economic growth.”

rebound in oil prices might raise Japanese inflation, at least
temporarily. As for the yen, if the new US administration
follows through with fiscal stimulus, it is possible that the

Monetary policy remains
hopeful

dollar will rise more, thus pushing the yen down further. This

The Bank of Japan (BOJ) left monetary policy unchanged at its

more protectionist US policy could damage Japan’s massive

latest meeting, with the benchmark interest rate at -0.1

trade sector and lead to slower growth of exports. That, in

percent, the 10-year bond yield capped at 0 percent, and the

turn, could further damage business investment.

pace of asset purchases (known as quantitative easing)

One interesting aspect of Japan’s monetary policy is that the

unchanged. Investors expect the BOJ to leave policy

BOJ is accumulating a very large share of the government’s

unchanged in the months ahead. Meanwhile, the value of the

debt. Currently, the BOJ holds about 37 percent of

yen has fallen sharply since the US presidential election. BOJ

government debt, a figure that will continue growing as the

Governor Haruhiko Kuroda said that the drop in the yen was

BOJ purchases debt faster than it is issued by the government.

“not yen weakness, but dollar strength. I don’t think the level

As intended, this will keep bond yields very low. Meanwhile, as

it’s at is

surprising.”2

would help to boost Japanese inflation as well as improve the
competitiveness of Japan’s exports. On the other hand, a

Indeed, the US dollar has strengthened

bond yields in the United States rise, the gap between the two

against most major currencies due to market expectations

should contribute to further downward pressure on the value

that the new US administration will pursue an expansionary

of the yen, which is the BOJ’s intention..

fiscal policy. Whatever the reason, the drop in the yen should
help to boost Japanese inflation, which remains dormant. The

Wages disappoint

BOJ is optimistic that this will change. It said that “the year-on-

One of Prime Minister Shinzo Abe’s biggest frustrations is that,

year rate of change in the consumer price index is likely to be

despite low unemployment and rising inflation, wages have

slightly negative or about 0 percent for the time being. As the

barely budged. This means that real incomes are actually

output gap improves and medium- to long-term inflation

declining, leading to very weak growth of consumer spending.

expectations rise, it is expected to increase towards 2

Abe has been encouraging businesses to accelerate wage

percent.”3

gains. In a meeting with business leaders, he said that he

The BOJ has been expecting a reversion to higher inflation for

expects them to boost wages in 2017 by at least the same

the past several years, so its latest expectations might not
appear credible to investors. Indeed, during the period when

2

Robin Harding, “Bank of Japan raises growth outlook,” Financial Times, December 20, 2016, https://www.ft.com/content/718994aa-c662-11e6-8f29-9445cac8966f.

3

Ibid.
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rate as occurred in 2016.4 In the Japanese system, there is a

parliamentary approval of the TPP, will now face a

national negotiation each year in which management and

substantially

unions set wage goals. Businesses are not required to follow

environment. Moreover, with an increasing likelihood of a

suit, but for many of the big companies they do soso. Abe has

trade conflict between the United States and China, Japan

attempted to influence these negotiations and is doing so

stands to suffer collateral damage. Japan’s manufacturers

again. In the past year, the yen has appreciated, and deflation

play a critical role in China’s manufacturing supply chain,

reared its ugly head. Abe evidently fears that market

contributing high-tech inputs to products that are assembled

conditions will hurt prospects for significant wage gains. Yet

in China for export to the United States and elsewhere. A

now that the US dollar is once again rising, and, given the

decline in Chinese trade with the United States would,

tightening of Japan’s job market, he hopes to push wages

therefore, be detrimental for Japan. Thus it is no surprise that

higher, thus boosting prospects for consumer spending

Abe was the first foreign leader to meet in person with Donald

growth.

Trump following the election. He likely made the case that

and

more

challenging

political

changes in the trading regime should be undertaken with

External risks

care.

As discussed in the last edition of this report, the Japanese

“Following the US election, it is clear
that the TPP is dead. Thus Abe, who
had expended some political capital in
order to obtain parliamentary approval
of the TPP, will now face a substantially
changed and more challenging
political environment. “

government implementing structural reforms would offer the
best hope for a sustained improvement in the rate of
economic growth.5 This last “arrow” of Abenomics is the most
difficult because it is the most politically controversial. Yet Abe
had hoped that implementation of the Trans-Pacific
Partnership (TPP), a free-trade agreement between Japan, the
United States, and 10 other Pacific Rim nations, would
provide him with the political cover necessary to obtain
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encourage greater productivity. However, following the US
election, it is clear that the TPP is dead. Thus Abe, who had
expended some political capital in order to obtain

4

changed

Connor Cislo, “Abe government 2017 budget rewards companies that play ball,” Bloomberg, December 22, 2016,

https://www.bloomberg.com/news/articles/2016-12-22/abe-government-s-2017-budget-rewards-companies-that-play-ball.
5

Akrur Barua, “Japan: Two arrows too many,” Global Economic Outlook, Q4 2016, Deloitte University Press, October 26, 2016, https://dupress.deloitte.com/dup-us-

en/economy/global-economic-outlook/2016/q4-japan.html.
6

William Sposato, “Abe wants to be the last free trade samurai,” Foreign Policy, January 6, 2017, http://foreignpolicy.com/2017/01/06/abe-wants-to-be-the-last-free-

trade-samurai/.
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Accounting News

IFRSs



The date of the transaction, for the purpose of
determining the exchange rate, is the date of initial

IFRIC 22

recognition of the non-monetary prepayment asset or

In December 2016, the IASB issued IFRIC 22 'Foreign Currency

deferred income liability, and;

Transactions and Advance Consideration' developed by the
IFRS

Interpretations

Committee

(‘the



If there are multiple payments or receipts in advance, a
date of transaction is established for each payment or

Interpretation

receipt.

Committee’) to clarify the accounting for transactions that
include the receipt or payment of advance consideration in a

IFRIC 22 is effective for annual reporting periods beginning on

foreign currency.

or after January 1, 2018. Earlier application is permitted.

IFRIC 22 addresses foreign currency transactions, or parts of

Refer

transactions, where:

Alerts/PressRelease/Pages/iasb-issues-minor-changes-to-



the

IASB

press

release(http://www.ifrs.org/

ifrs-standards.aspx), our IFRS in Focus newsletter (https://

there is consideration that is denominated or priced in a

www.iasplus.com/en/publications/global/ifrs-in-focus/2016/I

foreign currency;


to

nterpretation-amendments) on the interpretation and our

the entity recognizes a prepayment asset or a deferred

IAS Plus project page (https://www.iasplus.com/en/projects/

income liability in respect of that consideration, in

completed/revenue/ifric-foreign-currency)

advance of the recognition of the related asset, expense

for

additional

information.

or income; and the prepayment asset or deferred

No other new standards or interpretations were issued by the

income liability is non-monetary.
The conclusion reached by the Interpretation Committee was

IASB during this Quarter. However, the IASB finalised several

twofold:

limited amendments to existing standards:

6
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Amendments to IAS 40

is a venture capital organisation is available for each
investment in an associate or joint venture on an

In December 2016, the IASB published 'Transfers of
Investment

Property

(Amendments

to

IAS

40)'.

investment-by-investment basis, upon initial recognition.

The

The amendments to IFRS 1 and IAS 28 are effective for annual

amendments to IAS 40 Investment Property are intended to

periods beginning on or after January 1, 2018, the

clarify that transfers into, or out of, investment property in IAS

amendment to IFRS 12 for annual periods beginning on or

40 should only be made when there has been a change in use

after January 1, 2017.

of the property. The amendments are effective for annual
period beginning on or after 1 January 2018, with early

Further information, see IASB press release (http://www.

application permitted.

ifrs.org/Alerts/PressRelease/Pages/iasb-issues-minorchanges-to-ifrs-standards.aspx), our IFRS in Focus newsletter

For additional, see our related IAS Plus project page

(https://www.iasplus.com/en/publications/global/ifrs-in-focus

(https://www.iasplus.com/en/projects/completed/assets/ias-

/2016/interpretation-amendments) on the amendments and

40) as well as the IASB press release (http://www.ifrs.org/

our IAS Plus project page (https:// www.iasplus.com/en/

Alerts/PressRelease/Pages/iasb-issues-minor-changes-to-

projects/completed/aip/annual-improvements-2014-2016).

ifrs-standards.aspx) and our IFRS in Focus newsletter

New Revenue Standards

(https://www.iasplus.com/en/publications/global/ifrs-in-focus
/2016/interpretation-amendments) on the amendments.

Please see IFRS & U.S.GAAP – New Revenue Standards below.

Annual improvements to IFRSs 20142016 Cycle

U.S. GAAP
The FASB has issued several Accounting Standards Updates,

The IASB issued Annual Improvements to IFRS Standards

including:

2014–2016 Cycle, in December 2016. The amendments

Reporting Standards: To delete some short term

ASU No. 2016-16 – Income Taxes
(Topic 740): Intra-Entity Transfers of
Assets Other than Inventory

exemptions.

The ASU provides updated guidance to improve the

IFRS 12 Disclosure of Interests in Other Entities: These

accounting for the income tax consequence of intra-entity

amendments clarify that the disclosure requirements in

transfers of assets other than inventory. The Board decided

the standard, other than those stated explicitly as not

that an entity should recognise the income tax consequences

required, apply to an entity’s interests that are classified

of an intra-entity transfer of an asset other than inventory

as held for sale, as held for distribution or as

when the transfer occurs.

affect the following standards:




IFRS 1 First-time Adoption of International Financial

discontinued operations in accordance with IFRS 5.


The amendments align the recognition of income tax

IAS 28 Investments in Associates and Joint Ventures (as

consequences for intra-entity transfers of assets other than

amended in 2011): To clarify that the election to measure

inventory with IFRS.

at fair value through profit or loss an investment in an
associate or a joint venture that is held by an entity that

7
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For public business entities, the amendments are effective for

reconciling the beginning-of-period and end-of-period total

annual reporting periods beginning after December 15, 2017.

amounts shown on the statement of cash flows.

For all other entities, the ASU will become effective for annual

The ASU are effective for Public Business Entities for fiscal

reporting periods beginning after December 15, 2018. Early

years beginning after December 15, 2017. For all other

adoption is permitted. For more information, see our related
Heads

Up

newsletter

entities, the amendments are effective for fiscal years

(https://www.iasplus.com/en-us/

beginning after December 15, 2018. Early adoption is

publications/us/heads-up/2016/issue-27) as well as the ASU

permitted.. For more information, see our Heads Up

(http://www.fasb.org/cs/ContentServer?c=Document_C&pag

newsletter (https://www.iasplus.com/en-us/publications/us/

ename=FASB%2FDocument_C%2FDocumentPage&cid=117

heads-up/2016/issue-29) and as well as the final ASU

6168553498) on the FASB’s Web site.

(http://www.fasb.org/cs/ContentServer?c=Document_C&pag

ASU No. 2016-17 – Consolidation
(Topic 810) Interests Held through
Related Parties That Are Under
Common Control

ename=FASB%2FDocument_C%2FDocumentPage&cid=117
6168619952) on the FASB’s Web site.

ASU No. 2017-01 – FASB Issues
Guidance Clarifying the Definition of a
Business (Topic 805)

The FASB issued this Update to amend the consolidation
guidance on how a reporting entity that is the single decision

ASU No 2017-01 includes guidance intended to clarify the

maker of a Variable Interest Entity (VIE) should treat indirect

definition of a business to assist entities in evaluating whether

interests in the entity held through related parties that are

transactions should be accounted for as acquisitions (or

under common control with the reporting entity when

disposals) of assets or businesses.

determining whether it is the primary beneficiary of that VIE.

The guidance provides a screen to determine when a set is

The guidance is effective for all entities for fiscal years

not a business. In addition, it also provides a framework to

beginning after December 15, 2016. Early adoption is

assist entities in evaluating whether both an input and a

permitted.

substantive process are present.

For more information, see our related Heads Up newsletter

IASB is currently redeliberating the similar amendments

(https://www.iasplus.com/en-us/publications/us/heads-

under IFRS to those in this Update.

up/2017/issue-4) as well as the ASU (http://www.fasb.org/

Public business entities should apply the amendments to

cs/ContentServer?c=Document_C&pagename=FASB%2FDoc

annual periods beginning after December 15, 2017. For all

ument_C%2FDocumentPage&cid=1176168759619) on the

other entities, the amendments will apply to annual periods

FASB’s Web site.

beginning after December 15, 2018. Early adoption is

ASU No. 2016-18 – Restricted Cash

permitted.

The ASU requires those amounts that are generally described

USGAAPPlus (https://www.iasplus.com/en-us/news/2017/01/

as restricted cash and restricted cash equivalents to be

asu-2017-01) and the ASU (http://www.fasb.org/cs/Content

included with the cash and cash-equivalent balances when

Server?c=Document_C&pagename=FASB%2FDocument_C%
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2FDocumentPage&cid=1176168739996) on the FASB’s Web

To simplify the subsequent measurement of goodwill, the

site.

Board eliminated Step 2 from the goodwill impairment test.
In computing the implied fair value of goodwill under Step 2,

ASU No. 2017-02 – Not-for-Profit
Entities-Consolidation (Subtopic 958810)

an entity had to perform procedures to determine the fair
value at the impairment testing date of its assets and liabilities
(including unrecognised assets and liabilities) following the

The Board issued this Update to amend the consolidation

procedure that would be required in determining the fair

guidance in Subtopic 958-810 Not-for-Profit Entities—

value of assets acquired and liabilities assumed in a business

Consolidation, to clarify when a not-for-profit entity (NFP) that

combination. Instead, an entity should perform its annual or

is a general partner or a limited partner should consolidate a

interim, goodwill impairment test by comparing the fair value

for-profit limited partnership or similar legal entity once the

of a reporting unit with its carrying amount.

amendments in ASU No. 2015-02 Consolidation (Topic 810):

The amendments should be applied on a prospective basis.

Amendments to the Consolidation Analysis become effective.

An entity is required to disclose the nature of and reason for

The amendments in this Update are effective for NFPs for

the change in accounting principle upon transition.

fiscal years beginning after December 15, 2016. Please, refer
to

our

related

Heads

Up

newsletter

A Public Business Entity that is a U.S. Securities and Exchange

(https://www.

Commission (SEC) filer should adopt the amendments for its

iasplus.com/en-us/publications/us/heads-up/2017/issue-4)

annual fiscal years beginning after December 15, 2019. For a

as well as the ASU (http://www.fasb.org/cs/ContentServer?

Public Business Entity that is not an SEC filer the amendments

c=Document_C&pagename=FASB%2FDocument_C%2FDocu

are effective for annual fiscal years beginning after December

mentPage&cid=1176168759619) on the FASB’s Web site for

15, 2020. For all other entities, the amendments will apply to

additional information.

annual periods beginning after December 15, 2021. Early
adoption is permitted. For more information, see our related
Heads

ups

newsletter

(https://www.iasplus.com/en-us/

publications/us/heads-up/2017/issue-5) and the ASU (http://
www.fasb.org/cs/ContentServer?c=Document_C&pagename
=FASB%2FDocument_C%2FDocumentPage&cid=117616877
8106) on the FASB’s Web site.

ASU No. 2017-05 – Other IncomeGains and Losses from the
Derecognition of Nonfinancial Assets
(Subtopic 610-20): Clarifying the Scope
of Asset Derecognition Guidance and
Accounting for Partial Sales of
Nonfinancial Assets

ASU No. 2017-04 – Intangibles –
Goodwill and Other (Topic 350):
Simplifying the Test for Goodwill
Impairment

9
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The FASB issued this Update to clarify the scope of Subtopic



610-20 Other Income – Gains and Losses from the

Presentation within the plan’s financial statements of its
interest in a master trust as a single line item.

Derecognition of Nonfinancial Assets, and to add guidance



for partial sales of nonfinancial assets.

Disclosure of the master trust’s other assets and
liabilities and the balances related to the plan;



The amendments in this Update clarify that:

Elimination of required disclosures for Section 401(h)
accounts that are already provided by the associated



a financial asset is within the scope of Subtopic 610-20 if

defined benefit plan, and;

it meets the definition of an in substance nonfinancial



asset;


of the master trust’s investments by general type as well

a nonfinancial assets within the scope of Subtopic 610-

as by the dollar amount of the plan’s interest in each type.

20 may include nonfinancial assets transferred within a

The amendments in this Update are effective for fiscal years

legal entity to a counterparty;


For a plan’s divided interest in a master trust, disclosure

beginning after December 15, 2018 with early adoption

a requirement for entities “to derecognise a distinct

permitted.

nonfinancial asset or distinct in substance nonfinancial

For

more

information,

see

the

ASU

(http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?

asset in a partial sale transaction when it (1) does not

cid=1176168847131&acceptedDisclaimer=true)

have (or ceases to have) a controlling financial interest in

on

the

FASB’s Web site.

the legal entity that holds the asset in accordance with

IFRS & U.S. GAAP – New
Revenue Standards

[ASC] 810 and (2) transfers control of the asset in
accordance with [ASC] 606.”
The effective date of the new guidance and the transition

IASB and FASB have been jointly trying to address

methods are aligned with the requirements in the new

implementation issues identified since the issuance of new

revenue standard, as amended by ASU 2015-14, which delays

converged revenue standards in 2014. However, the direction

the effective date of the new revenue standard (ASU 2014-09)

of their travel has showed difficulty to get to the identical

by one year and permits early adoption on a limited basis. For

solution for issues identified.

additional information, refer to the ASU (http://www.

Clarifying Amendments

fasb.org/cs/ContentServer?c=Document_C&pagename=FAS
B%2FDocument_C%2FDocumentPage&cid=1176168837607

The IASB published final clarifications of IFRS 15 Revenue

) on the FASB’s Web site.

from Contracts with Customers in April 2016.

ASU No. 2017-06 Employee Benefit
Plan Master Trust Reporting

The

amendments

address

certain

topics

identified

subsequent to the issuance of the IFRS15 including transition

The FASB issued ASU No. 2017-06 in response to the

relief. In all its decisions, the IASB considered the need to

Emerging Issues Task Force (EITF) consensus on Issue 16-B

balance helping entities with implementing IFRS 15 and not

Employee Benefit Plan Master Trust Reporting. The ASU

disrupting the implementation process.

requires the following:

The FASB issued in March 2016 ASU 2016-08 Revenue from
Contracts with Customers (Topic 606): Principal versus Agent

10
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Considerations (Reporting Revenue Gross versus Net) in

TRG meetings in 2016, being the last meeting in November

response to concerns identified by stakeholders.

2016, where the following topics were discussed:

Similarly, in April 2016, the FASB issued ASU 2016-010
Identifying Performance Obligations and Licensing which
amends certain aspects of the Board’s new revenue standard.



Revenue recognition over time



Capitalisation and amortisation of the incremental costs
of obtaining a contract

Additionally, the FASB published in May 2016, ASU 2016-012



Narrow-Scope Improvements and Practical Expedients

Sales-based or usage-based royalties with a minimum
guarantee

amending the guidance related to collectability, non - cash



consideration, and completed contracts at transition, and the

Payments to customers

Although the revenue TRG is now FASB only, IFRS reporting

addition of new practical expedients.

companies, in particular, FPIs registered with the SEC, are

Furthermore, in December 2016, the FASB issued ASU 2016-

advised to monitor activities in line with the SEC Staff

20 Technical Corrections and Improvements which include

suggestions.

minor changes to the Board’s new revenue guidance.

Japanese GAAP and other
local developments

Since these clarifying proposals/amendments from both
Boards are not identical, a careful analysis is needed in
understand similarities and differences.

com/en/standards/ifrs/ifrs15) as well as US GAAP Plus project

ASBJ releases the Exposure Draft on
the Tentative Solution Regarding the
Discount Rate Used to Measure Postemployment Benefit Obligations When
the Bond Yield is Negative

page (http://www.iasplus.com/en-us/standards/fasb/revenue

In January 2017, the ASBJ released for public comments the

/asc606) for further information.

Exposure Draft on the Tentative Solution Regarding the

Transition Resource Group (TRG)
activities

Discount Rate Used to Measure Post-employment Benefit

Refer to the CFO Insights | 2016 Q3, (http://www
2.deloitte.com/jp/en/pages/finance/articles/cfop/cfo-insight.
html) our IAS Plus project page

(http://www.iasplus.

Obligations When the Bond Yield is Negative. The ASBJ
proposes to permit an entity to either use a negative interest

The TRG is responsible for soliciting, analysing, and discussing

rate or set a limit on an interest rate at zero (i.e. an interest

issues arising from implementation of the new revenue

rate floor). The proposed tentative solution will be effective

standards in order to assist the IASB and the FASB to

for the annual periods ending between March 31, 2017 and

determine what, if any, action will be needed to address those

March 30, 2018. Comments are due on March 3, 2017.

issues. Clarifying amendments discussed above reflect past

ASBJ releases the Exposure Drafts of
Proposed Amendments to Practical
Solution on Unification of Accounting
Policies to Foreign Subsidiaries, etc. for

discussions by the joint TRG.
In January 2016 the IASB announced that it would not attend
future TRG meetings. Nonetheless, the FASB scheduled three

11
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Consolidated Financial Statements and
related Practical Solution

of the public facilities, as well as related disclosures. The
proposed guidance is expected to be effective upon the
release of the PITF. Comments were due on February 22,

In December 2016, the ASBJ released for public comments

2017.

the following Exposure Drafts:

Subsidiaries, etc. for Consolidated Financial Statements

ASBJ issues Practical Solution on
Accounting for Risk Sharing Pension
Plan

Proposed Amendments to PIFT No.24 Practical Solution

In December 2016, the ASBJ issued PITF No.33 Practical

on Unification of Accounting Policies Applied to

Solution on Accounting for Risk Sharing Pension Plan (the

Associates Accounted for Using the Equity Method

‘PITF’). The PITF provide guidance on the accounting

The ASBJ proposes to expand the scope of PITF No.18 and

treatment for the risk sharing pension plan that is introduced

No.24 to include domestic subsidiaries and affiliates that

in the Defined-Benefit Corporate Pension Act, including

prepare their financial statements applying the designated

classification of the risk sharing pension plan, accounting for

IFRSs or Japan’s Modified International Standards (‘JMIS’).

contributions, disclosure and transition. The PITF is effective

Current PITF No.18 and No.24 include in their scope only

from January 1, 2017.



Proposed Amendments to PITF No.18 Practical Solution
on Unification of Accounting Policies Applied to Foreign



foreign subsidiaries and affiliates. The proposal will be

ASBJ proposes the amendments to
‘Japan’s Modified International
Standards’

effective for annual periods beginning after April 1, 2017.
Comments were due on February 22, 2017.

ASBJ releases the Exposure Draft of
Accounting Standard for Current
Income Taxes

In December 2016, the ASBJ issued the Exposure Draft No.3
Proposed Amendments to Japan’s Modified International
Standards (JMIS): Accounting Standard Comprising IFRSs and

In November 2016, the ASBJ released for public comments

the

the Exposure Draft of Accounting Standard for Income Taxes.

interpretations issued by the IASB with certain ‘deletions or

The ASBJ proposes to maintain substantially the existing

modifications’ where considered necessary by the ASBJ. The

requirements relating to current income taxes. Comments

ASBJ issued JMIS in June 2015 and examined the accounting

were due on January 10, 2017.

standards issued by the IASB since then. The ASBJ undertook

ASBJ

Modifications.

JMIS

are

standards

and

the endorsement process on the standards issued by the

ASBJ releases the Exposure Draft of
Practical Solution on Operators’
Accounting for the Concession-based
Private Finance Initiative Projects

IASB from January 2014 to September 2016 that are effective
by December 2017. The ASBJ proposes to make no ‘deletions
or modifications’. Comments were due on February 6, 2017.

In December 2016, the ASBJ released for public comments

Japan updates list of ‘designated’ IFRSs

the Exposure Draft of PITF No.48 that proposes guidance on

In December 2016, the FSA announced the update to the list

operators’ accounting for their acquisition and maintenance

of ‘designated’ IFRSs from January to June 2016 be designated
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for use by companies voluntarily applying IFRSs in Japan. New

developed by the Council of Experts on Audit Firm

IFRSs included in the updated list are IFRS16 Leases and

Governance Code. The proposed Code consists of five

amendments to IFRS2, IFRS15, IAS7 and IAS12. The update

principles for effective management of audit firms and

also includes designation of amendments to JMIS issued by

related guidance for effective implementation of the

the ASBJ in July, 2016. English translation of the proposal is

principles. The FAS invited public comments from December

available on the FSA website. (http://www.fsa.go.jp/news/

15, 2016 to January 31, 2017.

28/sonota/20161215-1/02.pdf)

For more information, please visit: IASPlus.com (IFRS) or
USGAAPPlus.com (U.S. GAAP) or speak to our Deloitte
experts Takafumi OSEKO, Partner (takafumi.oseko@
tohmatsu.co.jp) or ALEJANDRO Saenz, Senior Manager
(alejandro.saenzmartinezgeijo@tohmatsu.co.jp).

The FSA published the draft of the Audit
Firm Governance Code
In December 2016, the FSA published the draft Principles for
Effective Management of Audit Firms. The proposal is
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Tax News

2017 Japan Tax Reform

complexities of the proposed changes will require taxpayers

The 2017 tax reforms reflect Prime Minister Shinzo Abe’s

One of the underlying themes of this year’s reforms is revival

continued efforts to invigorate the domestic economy and

of the domestic economy, which includes the removal of

make Japan more competitive in the global marketplace, while

certain obstacles to the tax efficient reorganization of a

at the same time pursuing policies aimed at preventing tax

business. The addition of certain spin-offs, including

avoidance. From a corporate tax perspective, highlights of the

horizontal splits and distributions in kind, to the list of

reform

corporate

qualified reorganizations is a step in this direction. These

reorganizations eligible for tax deferral and the promotion of

proposed additions may ease the tax burden on companies

innovation through an expanded offering of incentives for

interested in spinning off a business or subsidiary, however

research and development (“R&D”) activity. In addition,

careful planning will be necessary to ensure that each

amendments to the inheritance tax rules should have a

condition required for tax qualification is satisfied.

positive effect in terms of removing a potential barrier to

The proposed changes to corporate reorganizations will also

locating foreign executive talent in Japan. However, an

exclude assets with a book value less than JPY 10 million from

overhaul of Japan’s anti-tax haven (“CFC”) regime is evidence

mark-to-market valuation in a non-qualified share-for-share

of the government’s on-going commitment to move in-line

exchange, or at the time of entry into a tax consolidated

with the OECD’s base erosion and profit shifting (“BEPS”)

group. This would have the general effect of adding goodwill

principles to effectively prevent the shifting of income

to the list of assets excluded from mark-up in such instances.

overseas. While the reforms offer certain opportunities for

This could be a welcome addition for taxpayers who are

growth and a level of increased flexibility, the accompanying

looking to perform a share-for-share exchange or enter into

include

an

increased

number

to be diligent in their use.

of
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a tax consolidation, but might otherwise find the tax cost

complexity would help to bring Japan in-line with other

prohibitive under current rules.

jurisdictions competing for foreign executive talent.

Another pillar of the reform is a focus on innovation, and the

However, a positive development for foreign nationals in

promotion of increased spending on R&D, and job growth,

Japan is a much anticipated amendment to the inheritance

with the aim of stimulating a prosperous economic cycle in

and gift tax rules which will mean that only the Japanese

Japan. The proposals indicate an expanded offering of tax

assets of individuals who are considered to be temporarily

incentives for R&D activity, including an increase in the

residing in the country under certain visas would be taxable

percentage of R&D expenditures available as a tax credit

in Japan. This is in contrast to the previous treatment, where

under two year transitional measures. This is complemented

assets located outside of Japan were potentially within the

by an expansion of eligible costs for R&D credit purposes to

scope of inheritance and gift taxation for temporary residents.

include expenditures associated with developing technology

Under the proposed new rules, an individual will be

driven services, including the collecting of data using

considered to be temporarily residing in Japan if they have

automated devices, the analysis of such data, and the

lived here for less than ten out of the previous fifteen years

designing of services based on such analyses. For companies

on most types of work visas. Although this new system has

engaged in the business of data collection, IoT (“internet of

certainly improved Japan’s attractiveness as a destination for

things”), and other related fields, this may offer an added tax

foreign executives, there is a trade-off in that the worldwide

benefit from their current activities.

assets of certain foreign nationals will continue to be subject
to the application of inheritance and gift tax for a period after
they have left Japan. Given the potential for an individual to
be subject to tax in Japan on assets located outside of Japan,
even after they have left the country, it will be essential to
monitor the applicability of these rules in each particular
instance.
Finally, the Japanese government continues its focus on
strengthening measures to prevent tax avoidance, as shown
in the BEPS driven overhaul of Japan’s CFC regime. The

Further reforms include an expanded scope of performance

proposed revisions will broaden the taxation of income

based director compensation allowed as a deduction for

arising in a foreign subsidiary without sufficient economic

corporate tax purposes, which now will include both stock

substance by imposing entity basis taxation on such entities

and stock option compensation. Nevertheless, the proposed

in jurisdictions with an effective tax rate (“ETR”) of less than

rules appear to be limited in their applicability to foreign

30%, while excluding non-passive income generated in a

multinationals as the performance indicators may be

foreign subsidiary with economic substance regardless of the

restricted to those published in securities reports typically

ETR. This will be accomplished through the introduction of a

filed by Japanese parented organizations. While the increase

new category of CFC and an update to the economic activity

in deductible compensation paid to directors is a continued

exception. As a result, it will be important to determine the

positive development, more inclusive reforms and decreased

economic
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companies going forward, as entities without sufficient

multinationals operating in Japan, a number of the reforms

substance may be subject to Japanese entity-basis taxation,

are

even if they are located in jurisdictions with an ETR greater

government’s continued efforts as a first-mover on the

than the current 20% threshold.

implementation of BEPS initiatives will require taxpayers to

In accordance with the goals of the reform outlined by the

continue exercising care in the manner in which they do

Abe administration, the 2017 proposals offer opportunities

business with and from Japan.

promising

first

steps.

Regardless,

the

Japanese

and incentives for growth, which if properly used may have
For more information, please speak to our Deloitte experts
Kazumasa YUKI, Tax Partner (kazumasa.yuki@tohmatsu.
co.jp), or David BICKLE, Tax Partner (david.bickle@tohmatsu.
co.jp).

positive spillover effects on the economy as a whole. While
decreased complexity and increased applicability of tax
incentives to all taxpayers would further benefit foreign
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Executive Transitions: Catalyzing Organizational
Culture Change

Deloitte often asks executives who attend transition labs to

needed, ways in which they can work across the C-suite to

identify the dominant constraint on the growth of their

drive cultural change. While the April 2016 Harvard Business

company.

not

Review has a cover with the lead “You can’t fix culture: Just

something external to the company; indeed, executives often

focus on your business and the rest will follow,” 7 this isn’t

point to the company’s culture as the dominant constraint. To

neccessarily right. Not systematically understanding culture

succeed, incoming executives have to quickly diagnose and

and addressing change when needed can undermine

either work with the prevailing corporate culture or begin

leadership success and corporate performance.

selective cultural change efforts if they want to improve

Deconstructing Culture:
Beliefs, Behaviours and
Outcomes

Surprisingly,

the

constraint

is

usually

organizational performance. Yet, many C-level executives are
poorly equipped to systemically diagnose, articulate and
catalyze cultural change to improve performance.

Many executives find it difficult to precisely articulate and deal

Following are straightforward ways in which incoming

with culture. Indeed, Deloitte’s Global Human Capital Trends

executives can diagnose the prevailing culture and, when

2016

report, 8 based on a survey of over 7,000 business

Jay Lorsch and Emily McTague, “Culture is not the culprit,” Harvard Business Review, April 2016. While the cover story title is misleading, the four examples cited
by the authors show a number of elements of disaffirming prior beliefs, role modeling behaviors, changing metrics and so on. This HBR article would have been
better served with a better cover title and by not glossing over the diagnosis of prevailing beliefs and strategies to explicitly reset them.
7

Jeff Schwartz and Bill Pelster, executive editors, “The new organization: Different by design,” Global Human Capital Trends 2016, March 2016,
http://www2.deloitte.com/us/en/pages/human-capital/articles/introduction-human-capital-trends.html.
8
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and human resources leaders, found 82 percent of

their functional area. Yet, every C-suite executive should be

respondents view “culture as a potential competitive

able to diagnose dysfunctional cultural attributes and get at

advantage,” while only 28 percent believe they “understand

the underlying beliefs to help CEOs drive companywide

their culture well” and 19 percent believe their firm has the

culture change.

“right culture.” This is not surprising. Culture can be

The classic culture change model builds on three stages:

analogous to an iceberg or a reef, much of which is

“unfreezing” the beliefs in an organization through critical

submerged under water, which can sometimes punch a hole

events; “change” through role modeling and setting new

through titanic corporate initiatives. The part of culture that

behaviors and beliefs; and “refreezing” the organization to

can be seen above the waves are the isolated behaviors and

lock in a new culture (see Lewin-Schein Models9). Based on

outcomes that can surprise and sometimes frustrate

our practical lab experiences, we have adapted these stages

incoming executives. What is submerged and tacit in the

into a series of practical steps most executives can use:

“culture iceberg” are the “shared beliefs and assumptions” in
—Diagnose, name and validate the culture of the organization

the organization that have often been shaped over
generations and that actually drive behaviors. In short, what

—Reframe the cultural narrative

we often see and perceive as challenging are the artifacts and

—Role model and communicate cultural change

consequences of culture rather than the values, beliefs and

—Reinforce a new belief system.

assumptions that actually define the culture and drive the
behaviors and outcomes we observe.

Each of the four steps is discussed below:

Changing culture thus requires change at the beliefs level,

Diagnose, name and validate the culture. The first step is to

which is often substantially more difficult than changing

diagnose and articulate the beliefs that comprise the existing

business process or information systems. To complicate

culture. To do this, it is useful to have executives think

matters, there may be an overall company culture and sub-

through and name organizational outcomes they have

cultures across groups. Sometimes these can be in conflict.

observed and that they do not like or like. Next they should

While CEOs have the authority to lead cultural change across

hypothesize behaviors that led to these outcomes, and then

a company, typically other C-suite executives can only be

the beliefs driving the behavior underlying the outcomes.

supportive of a CEO’s company-wide culture change efforts,

Consider two illustrative undesirable outcome examples in

or they are limited in scope to drive belief changes in their

the table below. By noting down the frustrating outcomes and

specific sub-organization. Thus, most C-suite executives
usually have limited authority for culture change outside of

The Lewin-Schein change model is well-discussed in Edgar Schein’s 1995 MIT Working Paper: Kurt Lewin in the classroom, in the field, and in change theory:
Notes toward a model of managed learning, http://hdl.handle.net/1721.1/2576.
9
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hypotheses of behaviors that appear to drive the outcome, it

not useful now. In the illustrative example above, autonomy

is possible to get at the likely underlying beliefs more easily.10

was highly valued, as the company’s success was predicated
on breakthrough products created by researchers and
designers who broke out of the norm in conceptualizing the
new thing. On the other hand, autonomy of financial systems
in different business units did not necessarily serve the same
purpose of autonomy in product innovation. When you
hypothesize a belief that no longer serves your company very
well, try to validate it as the prevailing belief through
discussions with your peers, and try to understand its origins

Cultures can persist over a long time; the origins of beliefs can

and the purpose it served.

go back many generations of CEOs. For example, in a recent
Reframe existing narratives. The second step to culture

transition lab discussion on culture, there was a striking

change is to reframe the narratives that will be used to

description of the CEO of the last decade as congenial and

change beliefs. To begin reframing existing beliefs, it is

seeking collaboration, while the prevalent culture of the

important to create a narrative that shows the value of the

company was one characterized by extensive delegation

widely held belief and also the pitfalls and inappropriateness

upward and lack of information sharing and ownership of

of the beliefs in other contexts. In this example of a high-

decisions across key leaders. As we dug into this—we found

technology company going through a turnaround, it was

the prior CEO a decade ago was very directive and known for

important for the CEO and CFO to partner and create a new

dressing down and publicly humiliating managers. Thus,

consistent narrative, one that both acknowledged the power

many managers did not feel safe to fully share opinions, and

of autonomy and “being special and different” in creating

chose to delegate up critical choices to minimize personal risk.

products and also spoke to the limitations of this belief in

Despite being succeeded by a congenial CEO, the culture

other areas of the business as well as the costs it imposed on

created by the previous CEO had persisted for over a decade.

the overall business to not have standardized financial and

This persistence of culture and belief systems over time

other systems.

sometimes makes it difficult to diagnose, name and change
them.Once the hypotheses on the beliefs that comprise

Sometimes it is useful to articulate the belief, behaviors and

culture are in place, it is important to validate them. This

outcomes that are desired, For example the second belief in

begins with the recognition that existing beliefs did not arise

the prior table is reframed below.

in a vacuum and often served a good purpose even if they are

The “Beliefs, behaviors and outcomes” approach to diagnosing culture and other parts of this article are partly adapted from my previous Deloitte CFO Insight,
Navigating change: How CFOs can effectively drive transformation published May 23, 2013.
10
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new culture in a timely way. Instead, you may have to recruit
new leaders and staff from other settings that share similar
beliefs to what you wish to have manifest in your organization
early in your tenure as a new leader to help you accelerate
culture change in your organization.

Role model and communicate cultural change. While specific
narratives may disaffirm beliefs, replacing existing beliefs

Reinforce and communicate desired beliefs, behaviors and

requires articulating and demonstrating the behaviors and

outcomes. To establish a new set of behaviors and beliefs in

supporting beliefs required to deliver desired outcomes.

a sustained way, it is important to revisit incentives and

Establishing

modeling—

performance management policies and align them to the

demonstrating by doing things consistent with new beliefs

culture you want to create. For example, if you want different

and rewarding those who behave in ways that support

business units to cross-sell and collaborate but compensate

desired outcomes and beliefs. The first step is to

leaders in each business unit solely on the performance of

communicate what is valued not only at the outcome level but

that specific business unit, you are unlikely to foster cross-

also at the belief level. This is likely to entail creating and

selling and collaboration. As staff will generally orient to the

executing a consistent communications strategy around the

metrics that drive their compensation, it is critical to align

culture change you are trying to deliver. Next, as a leader, you

compensation and performance metrics to the culture you

have to behave and act in a manner consistent with the

are trying to drive.

new

beliefs

requires

role

culture you desire. Your staff are observing your behaviors as

Through

a primary source of cues on the values and beliefs that will

every

stage

of

the

cultural

change

and

reinforcement process, it is important to communicate

drive the organization going forward. So you cannot, for

beliefs and expected behaviors. And it is okay to explicitly

example, espouse a commitment to excellence and

articulate and reinforce the desirable beliefs. Some

innovation and appoint a mediocre leadership around you

companies are publishing cultural manifestos. 11 A good

that has no track record of previously delivering on the

example of communicating aspirational beliefs with clarity is

above.Narratives to challenge existing beliefs need to be

exemplified by Steve Jobs in his introduction of the “think

carefully crafted (and communicated) to acknowledge the

different” campaign to his staff. 12 The new ad campaign

value but also disaffirm the misapplication of the belief.

served not only an external but also an internal objective that

As cultures can persist over a very long period, creating new

reinforced Apple’s core values and beliefs at a critical juncture

narratives and role modeling may also not be sufficient to get

in the company’s history. Today, video and electronic media

your organization to the tipping point of widely adopting a

See the excellent discussion on culture in 2016 Global Human Capital Trends, Schwartz and Pelster, March 2016, pp 37–44,
http://www2.deloitte.com/us/en/pages/human-capital/articles/introduction-human-capital-trends.html.
11

12

Apple, “Steve Jobs: Think different,” internal meeting, September 23, 1997, https://www.youtube.com/watch?v=9GMQhOm-Dqo.
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used well can further amplify and expand the reach of critical

This article has focused on culture change, but not all cultural

communications and cultural narratives to key audiences.

attributes are bad. Beliefs such as the one in the earlier

Catalyzing Culture Change:
The CEO and the C-suite

example of “we are special” in the context of R&D and product

CEOs and the rest of the C-suite have fundamentally different

competitive advantage. Thus it’s important to be clear how to

roles in catalyzing culture change. CEOs need to own the

utilize the current culture for competitive advantage before

narrative and be the champion and sponsor of company-

seeking to transform it. This is why it is important for you as

wide culture change. Others in the C-suite, while generally

an incoming executive to diagnose the prevailing culture.

limited in scope to lead culture change in their own areas of

Your transition priorities either have to systematically fit

responsibility, must support the CEO to implement company-

within and leverage the prevailing culture for competitive

wide culture change. In our transition labs it is often

advantage or you will have to establish strategies to

significant how often culture is identified as a vexing issue

transform the culture to execute effectively on your priorities.

impacting corporate performance, and, despite this, the lack

In the latter case, you have to decide if the costs and

of a systemic definition of culture, desirable values and

timeframes for manifesting cultural change are exceeded by

approaches to change culture. Often, there is not even a

the benefits that flow from the new culture.

development

were

vital

to

creating

innovative

and

differentiated products that make this culture a source of

systematic discussion amongst the leadership team. The

The Takeaway

outcomes, behaviors and beliefs analysis can be one way of
hypothesizing key elements of culture. Today, companies can

Transitions are the time when incoming leaders need to

go beyond the analysis above to use a variety of approaches

effectively diagnose the prevailing culture and then decide to

from employee surveys, natural language processing of

create strategies and initiatives that harness the existing

customer reviews, and other Internet sources of data on the

culture or try to modify the culture to support new strategies.

company to triangulate on and validate hypotheses about

To define culture and change it is hard, and cultures can

company culture across key stakeholders.

persist over a long time. By working backward from observed
outcomes to behaviors and beliefs, you can hypothesize and

While CEOs must own leadership of culture change efforts,

begin to validate key cultural attributes and understand their

the entire C-suite must and can play a vital role across the

value and origins. Strategies for modifying the cultural

culture change steps. They can work together to name and

narratives, reframing beliefs through role modeling and

disaffirm the beliefs that no longer serve the company well.

selective recruiting, and reinforcing cultures through metric

They can work together to create credible narratives which

and incentive changes and targeted communications can

reframe beliefs that drive to more productive outcomes. They

then be deployed to drive culture change. Not engaging and

can work together to role model and transmit new beliefs and

understanding culture systematically early in a transition

behaviors and communicate and re-inforce desirable beliefs

increases the likelihood of the observation widely attributed

and behaviors in the workplace.

to Peter Drucker “Culture eats strategy for breakfast”!
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The Future of Risk: 10 Trends to Watch
traditional ways of managing risks by using smart machines
to detect, predict and prevent risks in high-risk situations.
Cognitive technologies may be particularly useful where the
risk area is critical, large amounts of data are available and
current solutions aren’t effective. Organizations might
consider upskilling employees so that they are able to more
effectively use cognitive technologies to extract insights from
data; new data visualization technologies may help such
efforts.
Ten trends have the potential to significantly alter the risk

Controls become pervasive: Some of the smart devices that

landscape for companies around the world and change how

comprise the Internet of Things have the potential to help

they respond to and manage risk, according to Deloitte’s new

organizations detect risk events, derive crucial risk insights

report, The Future of Risk: New Games (https://www2.

and even take immediate actions in the environment. The

deloitte.com/content/dam/Deloitte/us/Documents/risk/us-

result? Real-time, pervasive, dynamic risk management that

aers-the-future-of-risk-new-game-new-rules.pdf).

may improve risk-related decision-making in areas such as

The onset and consequences of risk—and the entire nature

internal

of the risk discipline—are evolving. The good news is that the

cybersecurity and controls testing. Organizations might also

strategic conversation around risk is changing too, so that, for

find opportunity to reduce cyber security and fraud risk by

leaders today, risk can be used as a tool to create value and

using sensor-enabled devices across the supply chain,

achieve higher levels of performance. It’s no longer

especially in security-sensitive industries such as food

something to only fear, minimize and avoid.

production and pharmaceuticals. Organizations could also

These

trends

span

a

number

of

categories,

audit,

supply

chain

management,

finance,

potentially manage risks introduced by customers by

from

analyzing customer behavior through real-time data feeds.

technological advancements to business process and
managerial innovations to macroeconomic forces. While each

Behavioral science informs risk insights: Behavioral science—

of these trends provides multiple opportunities to improve

the study of human behavior through systematic research

risk management, each one also carries with it one or more

and scientific methods that draws from psychology,

potential pitfalls or liabilities that organizations should

neuroscience, cognitive science and the social sciences—is

consider. The full report covers these issues in detail and

becoming more prominent as a business discipline, including

offers examples of how the 10 trends outlined below are now

risk organizations. These are the types of questions leading

in play at companies across many industry sectors.

organizations are looking to answer with behavioral science.
In fact, as they attempt to answer questions regarding what

Cognitive technologies augment human decision-making:

drives risky behavior, how cognitive biases lead people to

Advancements in cognitive technologies, artificial intelligence

wrongly assess risk, and how to detect and modify risky

and data analytics are helping organizations go beyond
22

The CFO Program | Japan

behaviors, some Fortune 500 companies have even created

Innovation leads, regulation follows: As more organizations

the role of Chief Behavioral Officer.

take on high-risk innovations as a strategy—even when they
fall outside the scope of existing regulations—the rapid pace

“The widespread adaptation of behavioral science could

of innovation is increasingly driving the regulatory agenda.

potentially usher in a number of opportunities for

Organizations could potentially reduce regulatory risks by

organizations,” observes Mr. Saia. These might include

educating regulators and harnessing customer and public

“design interventions” to help executives overcome the

support, as well as by working with the industry ecosystem to

influence of cognitive biases in decision-making; improved

establish self-regulatory frameworks. They might also clarify

systems for monitoring high-risk individuals in sensitive roles;

the organization’s risk appetite when evaluating projects that

and more effective risk, forensics and financial transaction-

lie outside the realm of current regulations.

related business processes.”

Risk becomes a performance enabler: In the past, risk

Vigilance and resilience complement prevention as leading

management was often an exercise in fear and avoidance,

practices: Risk prevention methods can never be foolproof,

with

and increasing investment in preventative approaches often

completing

and tangible, organizations may be better able to determine

risk events) and resilience (expanding their capacity to rapidly

an accurate upside value for risk—and encourage a desired

contain and reduce the impact of risk events). The adoption

level of risk-taking behavior in a bid to balance risks and

of vigilance/resilience activities may expand to encompass

rewards. By viewing risk in this way, organizations could

the monitoring of emerging threats, the identification of

potentially be enabled to recognize intelligent risk-taking and

anomalies in business processes, managing stoppages from

foster a risk-intelligent culture.

third-party vendors and preparing for risk-related workplace
disruptions.

The

networked

economy

demands

collective

risk

management: As organizations become more connected to

Risk transfer broadens in scope and application: Risk transfer

one another, and to “crowds,” than ever before, they share

instruments such as insurance and contracts aren’t new, but

not only data, technology and other resources, but also more

they can be expected to play a bigger role in the face of

risks. “Increasingly, organizations are managing risk in a

“mega-impact” risk events, including climate change, political

manner that reflects this new reality—transforming their risk

unrest, terrorism and cyberattacks. In the past, few

processes through more open, collaborative approaches that

organizations considered hedging against such risks. But it

address the challenges of a networked economy, and working

may soon become commonplace as commercial third-party
captive

on

performance and value. As risks become more measurable

means to detect patterns that may indicate or even predict

agreements,

primarily

now view risks in terms of their potential to drive

their approaches to focus on vigilance (by developing the

risk-sharing

focused

necessary, compliance-driven activities. But many leaders

yields only marginal benefit. Organizations are expanding

insurance,

organizations

together to identify, manage and reduce risk,” says Mr. Saia.

in-house

Organizations might also form alliances with risk experts,

insurance and other tools continue to gain in popularity.

researchers and academia to stay abreast of the latest

Financial industry innovation is also generating novel financial

threats and mitigation approaches, and also consider forming

instruments that transfer and monetize risk.

industrywide partnerships and consortiums.
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Disruption dominates the executive agenda: Business

impact of reputation risks for organizations, and is driving

leaders are increasingly focusing on risks that threaten to

them to fundamentally rethink their approaches and

disrupt the fundamental assumptions of their organizations’

proactively address these accelerated risks — and possibly

strategies. Prioritizing such risks has become increasingly

seize an advantage. The acceleration of reputational risk

crucial, given that they can destroy sources of value creation.

could offer organizations the opportunity to develop new

Yet, if handled well, viewing disruption through the lens of risk

capabilities for proactive brand-related crisis management.

management may help organizations identify blind spots,

Organizations might consider continually scanning media

institutional challenges and managerial biases that impede

sources with technology-enabled intelligence capabilities,

action. Such efforts may be aided by employing tools and

and developing an ambassador program to nurture external

techniques (such as real-time monitoring, scenario planning,

brand advocates.

stress-testing, wargaming and simulations) that can drive
Organizations that are able to harness these trends may find

higher levels of sophistication in managing risk.

that they are able to improve their risk resilience and develop

Reputation risks accelerate and amplify: In today’s hyper-

capabilities to manage and respond to risk in ways that create

connected world, information can spread like wildfire. The

value and achieve higher levels of performance.

convergence of mobile and social media is intensifying the

What’s Your Story? How CFOs Can Craft Narratives That
Work
CFOs have plenty of reasons to tell stories. Externally, they
have to convey how your company is performing—and how it
will likely perform in the future. Internally, CFOs have to relay
the strengths of their team and convince business to partner
with finance. And sometimes they need to tell stories that
effectively change the culture of an organization, particularly
when some aspect is not working.
Many times those stories have specific purposes, such as to
inspire, to motivate, or to make the case for change. Other
times, they can serve to enhance one’s personal brand.

For some CFOs, of course, telling stories may not come as

Whatever the purpose, knowing how to tell a story and having

naturally as relaying data. Nevertheless, it comes with the

a few “pocket stories” can mean the difference between

territory, given that finance chiefs are often the messengers

making a memorable point and just adding to the noise.

of good and bad news, as well as communicators of their own
visions. To offer some structure on how to tell stories,
Deloitte’s CFO Program introduced a simple model to help
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CFOs create and execute a disciplined communications

2. The hero structure. In this type of story—identified by the

program in “Creating an effective communication strategy.”

American scholar Joseph Campbell—there is an archetype
known as The Hero, who goes out and achieves great deeds

The Case for Storytelling

on behalf of a group, tribe or civilization. The structure, which

The need for storytelling couldn’t be clearer. In this

has appeared in drama, storytelling, myth and religious ritual,

information-overloaded society, you can get more data, more

often documents deeds that are a little challenging for the

analysis, more opinion than you ever wanted. But as T.S. Eliot

average person to complete and includes graces or fates that

wrote in The Rock, “Where is the wisdom we have lost in

come to the aid of the hero.

knowledge? Where is the knowledge we have lost in

While the structures may seem quite different, they both rely

information?”

on conflict to work. And for CFOs looking to tell a story, the

What stories can do when they are told well is connect the

conflict is the place to start. Consider, for example, how you

data and the wisdom. They can take ideas, sometimes very

responded to a hostile bid. Or think about how the new

intellectual ideas, and give an audience a visceral experience.

treasurer raised capital at a lower cost than your rivals.

They can also convey what the storyteller values, whether that

Something as simple as the deciding factor between two top

is upscaling your finance team to fit your growth vision or

job candidates may also offer an opportunity to relay conflict.

having finance partner with the business. Moreover, stories

The trick is to showcase how the situation was resolved in

help make lasting connections with people, since audiences

whichever structure is most appropriate. Ultimately, it’s the

are typically more open to listening to—and remembering—

tension inherent in the process that leads to the resolution

stories than pure facts.

and gives the story its impact.

So what makes a good story? Obviously, much has been

How to Tell Your Story

written about the art form, which dates back to well before

Knowing the elements of a story is one thing. Making that

the written word and is undergoing a renaissance with the

story your own is something different altogether. To do so,

popularity of such outlets as Ted and National Public Radio’s

ask yourself the following questions:

“Serial.” At their core, though, good stories share two essential
elements: a structure that can be followed and some type of

1. What is the intention of the story? When you tell a story,

conflict that is presented and resolved. Consider the following

what action do you want to evoke from your listeners? In

two well-known types of stories:

some cases, you may just want to present the facts and let
your listeners make their own choices. But if you want to

1. The classic structure. Every classic story has a beginning, a

change behavior, then the question becomes, how do you

middle and an end. It also has an arc to it. Essentially, if you

persuade people? The most powerful way to create change is

pictured it, the classic story starts off relatively flat until the

for people to experience what the future can be or what the

moment some conflict is introduced and the initial reality

problems are if you stay with the current reality. Build the

shifts. From that point on, the tension and energy created

story that brings your listeners into the new reality. Take them

moves the story forward until something else happens that

into a specific moment of the problem. If they experience the

causes a climax—and a final reality.

moment directly through a story, then accepting change
becomes much more likely.
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2. How can I make the story vivid? Often, the hardest thing for

Different audiences may value different aspects of your

any would-be storytellers is to use descriptive language. They

narrative—and may respond in different ways. Take your

forget to say what they saw or what they smelled or what they

board of directors, for example. They may be interested more

heard. Speaking in the “language of the senses,” however,

in the outcome of the hostile bid story, whereas your team

puts the listeners into the experience. It’s actually what makes

may value the process. The core message may be the same,

a story vivid. For proof, try telling a story using only one sense.

but emphasize the different aspects your audience cares

Say what you saw or what you smelled or what you tasted;

about most.

then try it with two senses. Next, heighten the experience by

6. What is your title? Finally, one tool that’s helpful in

adding in how you felt. Being specific about your experience

packaging your story is to give it a title. One might be “This is

and in the moment are two things that can bring your story

what my company is all about.” Then you tell the audience

to life quickly for your listeners.

something that demonstrates that. Another could be “We are

3. What structure would make the story most effective? While

going to move forward wisely.” Now what in here

stories always have to have a beginning, a middle, and an end,

demonstrates that? So choosing a title focuses your thinking

they do not always have to follow that order. As a storyteller,

and giving people an idea of the title can help them focus on

you have the freedom to decide where to begin. Do I want to

your point as well.

start in the middle or the end to more effectively grab the
listeners’ attention? For example, with an aspirational story,

Stories in Your Pocket

you might describe the outcome and work backwards to how

As CFO, you may have plenty of stories to tell, but there are

you got there. You obviously know the whole story, but as the

really only a few that offer opportunities for variations and

storyteller you can decide whether it is more effective to stick

can be told repeatedly. There’s the story of what you are as a

with the classic structure or mix it up.

company. There’s the story of how you got the big win or
made the big loss. And there is the story of how you

4. Is your story connected to what you want to say? Being too

personally evolved. These make up your arsenal of stories,

general, too generic, and too fast are common stumbling

your “pocket stories.” And the key to deciding which ones go

blocks in storytelling. But probably the biggest mistake is not

in your pocket is to pay attention to those you tell a friend or

connecting the narrative to the rest of the story. To be

colleague.

effective, a story has to be a vehicle to relay the data rather
than just an add-on. Integrating the story takes thoughtful

Remember, within each storyteller resides the ability to

placement, however, Think about what point you are trying to

inspire an audience, make a connection, and have an impact.

make. How does this story illustrate that? Sometimes you can

Having the right stories can also help you move beyond the

simply say something along the lines of, “And that told

“talking head”—merely delivering information—to being a

me…[insert your point].” Connect the dots for your listeners.

conduit for a call to action. More importantly, your personal

It is key to making the overall message successful.

stories are powerful tools that give your audience a glimpse
into who you are as a person—and as a leader.

5. How should you change the story for different audiences?
When telling a story, keep in mind who you are talking to.
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Analytics: Five Skills to Help Finance Soar
In the five-plus years since analytics first entered the business

More recently, a June 2016 Deloitte Dbriefs

webcast

mainstream, many finance departments have developed at

attended by more than 3,000 finance professionals found

least a baseline capability to leverage data for driving better

that only 13.3% are pursuing the full complement of

decision-making. Some have even become sophisticated

descriptive, prescriptive and predictive analytics, while nearly

practitioners, tapping the power of analytics to inform a

three times as many (34.9%) indicated that they do not even

number of strategic opportunities, from price optimization to

know which forms of analytics their companies have

margin analysis to new product forecasting.

adopted.14

The gap separating the dabblers from the doers, however,

Asked what may be holding back their analytics efforts,

remains wide, and the question has to be asked: Why?

respondents most often cited people, followed by process,
technology, data and strategy (see Figure 1).

One core differentiator is bench strength. In order to move
beyond descriptive analytics (tasks such as historical

What will it take to solve the people part of the puzzle? For

transaction analysis, dashboards, scorecards and key

starters, CFOs need to understand that a robust analytics

performance indicators), and into the realm of predictive and

capability often requires five distinct skill-sets/roles:

prescriptive

analytics

(i.e.,

risk-adjusted

simulations,

Enterprise data scientists, whose experience in statistics and

statistical-based forecasting, dynamic price optimization and
other strategic forms), CFOs need to understand the five

quantitative techniques enables them to analyze data and

distinct skill-sets

develop the relationship models that underpin analytics

that are required to make the leap.

initiatives;

Scientists, Storytellers and
More

Data management professionals, who can support the
extraction, cleaning, and transformation of structured and
unstructured data, and who can develop strategies for

Finance departments have plenty of motivation to address

assembling disparate sources of data and for storing that

the analytics talent issue. Evidence suggests that those

data to facilitate future analytics projects;

companies that go beyond the “table stakes” of descriptive

analytics reap substantial rewards. For example, a 2015

Domain/sector practitioners, who can define the relevant
business issues and drivers, as well as translate algorithm
findings into business rationales;

Deloitte survey found that companies that qualify as doers (a

Data storytellers, who know how to analyze and present the

mere 16%) arrive at insights 53% faster than dabblers, and

output of analytics efforts, often in a highly visual way that

are 38% better at making course corrections.13

facilitates data-driven actions;

analytics and become adept at prescriptive and predictive

13

From Dabbling to Doing: The Age of the Intuitive Enterprise,” Deloitte Development LLC, 2015.

14

“Finance analytics demystified: Unlocking the value of data-driven decision-making,” Deloitte Dbriefs, June 22, 2016.
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Technology application experts, who are adept at working

metrics, for example. Even a newly hired business analyst

with the production tools needed to support analytics efforts

may already have the skills to do the required work in a

from conception to dissemination.

spreadsheet. Additionally, a number of companies are
starting to train employees in statistics, with an eye toward

In the aggregate, this collection of skills may sound daunting,

enhancing their analytics capabilities.

but there are two important points to consider: You don’t
need to immediately secure all of these capabilities to take

Data scientists may be harder to identify, given that the ability

analytics to the next level, and not all the skills need to reside

to transform unstructured data into actionable insights is still

within finance.

relatively rare. But this capability may reside elsewhere in the
organization, possibly within a central analytics group that

Instead, think in terms of staging. The important skills needed

can benefit from exposure to different business functions on

in the early phase of finance analytics include having an

a rotational basis, as some large companies are doing. Failing

understanding of the business (domain/sector practitioners),

that, this skill can be acquired from third parties, and may

being able to get results in the form of analytical solutions

come into play only for more sophisticated kinds of projects.

(technology-oriented talent), and communicating effectively

In addition, technology vendors are beginning to introduce

about analytics (data storytellers). Data-management and

automated statistical discovery capabilities into their software.

statistical skills can often be added to the mix as the company

This will likely enable more people to benefit from statistical

becomes more sophisticated in its analytics capabilities.

insights without requiring the analytics team to include
someone with a Ph.D. in the field, or an analyst who has spent
years developing statistical skills.
What is essential to analytics effectiveness, though, is having
good data storytellers. After all, the goal of analytics is to
leverage the insights it provides into tangible actions that
enhance the organization’s success. That often requires
putting results into the kind of context best communicated by
a “story,” be it a visual representation or some form of
narrative. While storytelling is a skill that is often missing both
at business schools and in the marketplace, it is one CFOs
need to develop, both in themselves and among their staff, to

Source: Deloitte Dbriefs webinar, “Finance analytics demystified:
Unlocking the value of data-driven decision making,” 3,244 votes total.
Copyright © 2016. Deloitte LLP. All rights reserved.

ensure

that

the

results

of

analytics

projects

are

communicated in a way that enables and motivates the

Source: Deloitte Dbriefs webinar, “Finance analytics demystified:
Unlocking the value of data-driven decision making,” 3,244 votes total.
Copyright © 2016. Deloitte LLP. All rights reserved.

intended audience to take constructive action.

Rolling Out an Analytics Talent
Plan

For simple analytics projects, though, the necessary statistical
capabilities may already exist within finance. Take correlating
the nonfinancial metrics on a balanced scorecard to financial
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With a better understanding of the five skill-sets needed to

which a single analytics team addresses the needs of all areas

produce descriptive, prescriptive and predictive insights,

of the business. In between, options include the creation of

CFOs can then map those capabilities against current staff

an analytics Center of Excellence and other hybrid models

aptitudes and decide which ones can be met internally and

characterized by a mix of centralized and decentralized

which may have to be filled via hiring, partnering or through

capabilities. Often, one of these hybrid models is a good place

third parties.

to start.

One way to begin is to simply poll finance staffers about their

CFOs can also play an important role in propelling the use of

current analytics capabilities or relevant experience, and also

analytics by taking a number of important steps, including:

gauge their interest in making analytics a larger part of their

—Setting a personal example by conspicuously using analytics

job responsibilities. Addressing the needed skills through

to make important decisions;

training and development programs is also part of building
—Dedicating a pool of funds to support analytics activities and

out an analytics capability, and such efforts may benefit from

projects;

the creation of rotational programs that give analysts
exposure to the needs of tax, treasury and other specialty

—Talking frequently about the value of analytics and data-

areas, enabling them to develop their analytics capabilities to

driven decision-making, both within

the fullest.

advocating for the use of analytics across the organization;

To elevate analytics to the next level, though, may require

—Working closely with analysts, regardless of where those

creating a dedicated analytics function within finance, led by

analysts reside, by providing access to data, assessing

a director of analytics or similar position, who serves as the

problems and opportunities, and questioning the methods

orchestrator of the applicable skills, at least for the analytics

and assumptions behind the analysis;

projects that finance spearheads. This individual is typically a

finance and

by

— Developing a close working relationship with the chief

midlevel finance staffer who has accumulated some skills in

information officer (CIO), because data governance and

data management and analysis. Some companies choose to

systems capabilities are critical to the effectiveness of

embed their finance analytics group within the financial

analytics (see “Three ways to strengthen the CFO-CIO

planning and analysis function, while others make it a

partnership,” CFO Insights, May 2016).

separate group altogether. Regardless of the model chosen,
companies tend to start small, with three to four people in
the group, and then expand as an established record leads
to increased demand, both from within finance and from
other business units.
Effectively organizing the analytics function as it expands,
however, can present its own challenges. Think of it as a
continuum, with a dispersed model at one end in which many
small analytics teams are dedicated to functional areas,
including finance, and a centralized model at the other, in
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Addressing the Business
Imperative
While companies vary widely in their adoption of analytics,
there is a broad awareness that finding people with the
required skills is a challenge. In fact, the same Deloitte
webcast that found that “people” topped the list of macro
challenges also found that, when it comes to building an
analytics team, the availability of talent tops the list of
potential impediments.³15
Given that a recent CFO Signals™ survey found that more
than half of responding North America’s CFOs are investing
substantially (or plan to invest) in customer analytics, with
finance/accounting analytics running a close second in terms

Source: CFO Signals, Q3 2016, U.S. CFO Program, Deloitte LLP.
Copyright © 2016. Deloitte LLP. All rights reserved.

of priority, the need for CFOs to ramp up the analytics talent
pool within their finance departments is clearly a business
imperative (see Figure

Source: CFO Signals, Q3 2016, U.S. CFO Program, Deloitte LLP.
Copyright © 2016. Deloitte LLP. All rights reserved.

2).16

Making analytics a core competency for finance depends not
only on people, of course, but also on strategy, process, data
and technology. That said, CFOs are ideally positioned to
address the talent challenge, which can help move the needle
on analytics accomplishments even if readiness in other
areas is lagging. By understanding the skills needed,
developing a plan to fill gaps, and creating a culture of
continuous development, CFOs can not only take a big step
forward in embedding analytics skills within finance, but can
also help the whole organization leverage the many
possibilities that analytics offer to transform operations.

15

16

Ibid.
4. CFO Signals, Q3 2016, US CFO Program, Deloitte LLP.
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