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Japan Economic Outlook -

Insights from CFOs

Storms at home and abroad

Major uncertainties regarding the global environment

•Views of uncertainty rose sharply in Q3, up
to 67% from 44% in Q2.

worsening trade war between the US and China ($200

came to a head this quarter. Tension over the

billion worth of goods saw an added 10% tariff),

•Major developments in the global and local
economic environment have slightly
dampened optimism (12% versus 19% in Q2)
and raised pessimism (25% versus 22% in
Q2).

additional concern over the Chinese economic
slowdown, the rising possibility of a “no-deal” Brexit,
and drastic currency devaluation in emerging
economies have likely put Japanese CFOs on edge.

•Japanese CFOs are consistently concerned
about costs eating into earnings.

At home, there was serious economic disruption from
the damage done by heavy rains in July, Typhoon 21,
and the major earthquake in Hokkaido in September.

Environment dampens outlook

Going forward, events including the tenor of the Brexit

Japanese CFOs’ outlook for economic conditions was

negotiations, US trade policy etc. may loom large.

slightly dampened in Q3 2018, with 12% reporting
being “more” or “somewhat” optimistic (Q2: 19%) while

Predictions stable and positive

25% felt “somewhat pessimistic (Q2: 22%).

Some 69% of Japanese CFOs reported that they
expected earnings to rise “significantly” or “somewhat,”
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a number that has been relatively flat for a number of

The order of top global concerns of Japanese CFOs remained

quarters. Costs of labor shortages, wage pressures,

unchanged in Q3: the global trade war (87%), China’s

and raw materials continue to eat into profits, with

economic slowdown (81%), and the Trump administration’s

56% expect operating profits to rise “significantly” or

foreign policies (45%). Assuming that some of these issues
may be settled in the near term, this quarter could conceivably

“somewhat.” This is slightly higher than the 52% in Q2,

represent the apex of uncertainty among Japanese CFOs.

but again the trend is relatively flat. With an

Topping domestic concerns is the implementation of the

increasingly volatile external environment, despite

consumption tax hike in October 2019 (66%). While there is a

robust stock prices in advanced economies and a

decent chance that the impact will be limited, the corporate

healthy US economy, Japanese CFOs may be closely

world is still cautious about the tax hike’s negative impact. In

watching how events unfold outside Japan.

the case of the raise in 2014, for example, the impact was far
larger than had been expected.

Taxes, trade wars, and Brexit

In Q3, it appears that Japanese CFOs are waiting for the data to

Japanese CFOs reporting “very high” or “high” levels of

properly judge the impact of domestic and international risks.

uncertainty in the business environment rose to 67% in Q3, a
sharp increase from Q2’s 44%.
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Accounting News

In October 2018 the IASB released Definition of

IFRSs

Material (Amendments to IAS 1 and IAS 8) to clarify the

Amendments to IFRS 3

definition of ‘material’ and to align the definition used

The IASB issued in October 2018 Definition of a

in the Conceptual Framework and the standards

Business (Amendments to IFRS 3). The amendment

themselves. The amendments are effective for periods

aims to resolve the difficulties that arise when an

beginning on or after 1 January 2020. Earlier

entity determines whether it has acquired a business

application is permitted. For additional information,

or a group of assets. The amendments are effective

see our related IAS Plus project page on Disclosure

for business combinations for which the acquisition

Initiative - Materiality and IAS Plus project page on

date is on or after the beginning of the first annual

Disclosure Initiative - Overview as well as the IASB

reporting period beginning on or after 1 January 2020

press release. No other new standards, amendments

and to asset acquisitions that occur on or after the

or interpretations were issued by the IASB during this

beginning of that period. Earlier application is

Quarter.

permitted. For additional information, see our related
IAS Plus project page on IFRS 3 - Definition of a

U.S. GAAP

business as well as the IASB press release.

The FASB has issued several Accounting Standards

Amendments to IAS 1 and IAS 8

Updates, including:

Accounting Standards Update No.
(“ASU”) 2018-07 - Compensation 5
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Stock Compensation (Topic 718):
Improvements to Nonemployee ShareBased Payment Accounting

obligor for, securities that are traded, listed, or quoted

This ASU expands the scope of Topic 718 to include

contributions received to annual periods beginning

share-based payment transactions for acquiring goods

after June 15, 2018. All other entities should apply the

and services from nonemployees. The amendments in

amendments for transactions in which the entity serves

this update are effective for public business entities for

as the resource recipient to annual periods beginning

fiscal years beginning after December 15, 2018,

after December 15, 2018, and interim periods within

including interim periods within that fiscal year. For all

annual periods beginning after December 15, 2019. For

other entities, the amendments are effective for fiscal

transactions in which an entity is either a public

years beginning after December 15, 2019, and interim

business entity or an NFP that has issued, or is a

periods within fiscal years beginning after December 15,

conduit bond obligor for, securities that are traded,

2020. Early adoption is permitted, but no earlier than

listed, or quoted on an exchange or an over-the-

an entity’s adoption date of Topic 606. For more

counter market and serves as a resource provider, the

information, see this ASU as included on the FASB’s

entity should apply the amendments in this ASU on

website.

contributions made to annual periods beginning after

on an exchange or an over-the-counter market, the
entity should apply the amendments in this ASU on

December 15, 2018, including interim periods within

ASU 2018-08 - Not-For-Profit Entities
(Topic 958): Clarifying the Scope and
the
Accounting
Guidance
for
Contributions
Received
and
Contributions Made

those annual periods. All other entities should apply
the amendments for transactions in which the entity
serves as the resource provider to annual periods
beginning after December 15, 2019, and interim
periods

This ASU clarifies and improves the scope and

within

December

accounting guidance for contributions received and

15,

annual

periods

2020.

Early

beginning

adoption

of

after
the

amendments is permitted. For more information, see

contributions made. This update should assist entities

this ASU as included on the FASB’s website.

in (1) evaluating whether transactions should be

transactions) within the scope of Topic 958, Not-for-

ASU 2018-09 - Codification
Improvements

Profit Entities, or as exchange (reciprocal) transactions

The amendments in this update represent changes to

subject to other guidance and (2) determining whether

clarify the codification, correct unintended application

a contribution is conditional. For transactions in which

of guidance, or make minor improvements to the

an entity is either a public business entity or a Not-for-

codification that are not expected to have a significant

Profit (“NFP”) that has issued, or is a conduit bond

effect on current accounting practice or create a

accounted

for

as

contributions

(nonreciprocal
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significant administrative cost to most entities. For

disclosure requirements for long-duration contracts

more information, see this ASU as included on the

issued by an insurance entity.

FASB’s website.

For public business entities, the amendments in this

ASU 2018-10 - Codification
Improvements to Topic 842, Leases

update are effective for fiscal years, and interim periods

The amendments in this ASU are of a similar nature to

2020. For all other entities, the amendments are

the items typically addressed in the codification

effective for fiscal years beginning after December 15,

improvements project. However, the Board decided to

2021, and interim periods within fiscal years beginning

issue a separate ASU for the improvements related to

after December 15, 2022. Early application of the

ASU

amendments is permitted. For more information, see

2016-02,

Leases

(Topic

842),

to

within those fiscal years, beginning after December 15,

increase

stakeholders' awareness of the amendments and to

this ASU as included on the FASB’s website.

expedite the improvements. The amendments in this

ASU 2018-13 - Fair Value
Measurement (Topic 820): Disclosure
Framework - Changes to the
Disclosure Requirements for Fair Value
Measurement

update affect narrow aspects of the guidance issued in
ASU 2016-02. For more information, see this ASU as
included on the FASB’s website.

ASU 2018-11 - Leases (Topic 842):
Targeted Improvements

This ASU improves the effectiveness of fair value
measurement disclosures and modifies the disclosure

This ASU provides entities with an additional (and

requirements on fair value measurements in Topic 820,

optional) transition method to adopt the new leases

Fair Value Measurement, based on the concepts in

standard. Additionally, this ASU also provides lessors

FASB Concepts Statement, Conceptual Framework for

with a practical expedient to not separate non-lease

Financial Reporting, Notes to Financial Statements,

components from the associated lease component. For

including the consideration of costs and benefits. Two

more information, see this ASU as included on the

new

FASB’s website.

presentation,

are

added,

four

disclosure requirements are modified as part of this
ASU. Main changes in disclosures made are related to
disclosure around level 3 fair value measurements. The
amendments in this ASU are effective for all entities for

This ASU makes targeted improvements to the existing
measurement,

requirements

disclosure requirements are eliminated, and four

ASU 2018-12 - Financial Services Insurance (Topic 944): Targeted
Improvements to the Accounting for
Long-Duration Contracts
recognition,

disclosure

fiscal years, and interim periods within those fiscal

and

years, beginning after December 15, 2019. Early

7
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adoption is permitted. For more information, see this

This ASU aligns the requirements for capitalizing

ASU as included on the FASB’s website.

implementation

costs

incurred

in

a

hosting

arrangement that is a service contract with the

ASU 2018-14 - Compensation Retirement Benefits - Defined Benefit
Plans - General (Subtopic 715-20):
Disclosure Framework - Changes to
the Disclosure Requirements for
Defined Benefit Plans

requirements for capitalizing implementation costs
incurred to develop or obtain internal-use software
(and hosting arrangements that include an internal-use
software license). Accordingly, the amendments require
an entity (customer) in a hosting arrangement that is a

This ASU modifies disclosures requirements for

service contract to follow the guidance in Subtopic 350-

employers that sponsor defined benefit pension or

40 to determine which implementation costs to

other post retirement plans. Several disclosure

capitalize as an asset related to the service contract and

requirements are removed as they are not cost-

which costs to expense.

beneficial.

the

For public business entities, the amendments in this

disclosure requirements for defined benefit pension

update are effective for fiscal years beginning after

plans. Lastly, two disclosure requirements are added.

December 15, 2019, and interim periods within those

For public business entities, the amendments in this

fiscal years. For all other entities, the amendments are

update are effective for fiscal years ending after

effective for annual reporting periods beginning after

December 15, 2020. For all other entities, the

December 15, 2020, and interim periods within annual

amendments are effective for fiscal years ending after

periods beginning after December 15, 2021. Early

December 15, 2021. Early adoption is permitted. For

adoption is permitted. For more information, see this

more information, see this ASU as included on the

ASU as included on the FASB’s website.

Additionally,

the

update

clarifies

FASB’s website.

ASU 2018-15 - Intangibles - Goodwill
and Other - Internal-Use Software
(Subtopic 350-40): Customer’s
Accounting for Implementation Costs
Incurred in a Cloud Computing
Arrangement That Is a Service
Contract (a consensus of the FASB
Emerging Issues Task Force)

ASU 2018-16 - Derivatives and Hedging
(Topic 815): Inclusion of the Secured
Overnight Financing Rate (SOFR)
Overnight Index Swap (OIS) Rate as a
Benchmark Interest Rate for Hedge
Accounting Purposes
This ASU permits the OIS rate based on SOFR as a U.S.
benchmark interest rate. Including the OIS rate based
on SOFR as an eligible benchmark interest rate during

8
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to interest rate risk hedging strategies for both risk

ASU 2018-17 - Consolidation (Topic
810): Targeted Improvements to
Related Party Guidance for Variable
Interest Entities

management and hedge accounting purposes.

This ASU improves the accounting for consolidation

the early stages of the marketplace transition will
facilitate the LIBOR to SOFR transition and provide
sufficient lead time for entities to prepare for changes

and specifically, topics related to variable interest entity

For entities that have not already adopted Update

(VIE). The ASU allows a private company the option to

2017-12, this update is required to be adopted

elect not to apply VIE guidance to legal entities under

concurrently with the amendments in Update 2017-12.

common

For public business entities that already have adopted

control

under

certain

circumstances.

Additionally, when determining whether a decision-

the amendments in update 2017-12, the amendments

making fee is a variable interest, the update requires

are effective for fiscal years beginning after December

entities to consider indirect interests held through

15, 2018, and interim periods within those fiscal years.

related

For all other entities that already have adopted the

parties

under

common

control

on

a

proportional basis rather than as the equivalent of a

amendments in update 2017-12, the amendments are

direct interest in its entirety (as currently required in

effective for fiscal years beginning after December 15,

GAAP).

2019, and interim periods within those fiscal years.
Early adoption is permitted in any interim period upon

For entities other than private companies, this update

issuance of this Update if an entity already has adopted

is effective for fiscal years beginning after December 15,

Update 2017-12. The amendments should be adopted

2019, and interim periods within those fiscal years. This

on a prospective

for qualifying new or

Update is effective for a private company for fiscal years

redesignated hedging relationships entered into on or

beginning after December 15, 2020, and interim

after the date of adoption. For more information, see

periods within fiscal years beginning after December 15,

this ASU as included on the FASB’s website.

2021. All entities are required to apply the update

basis

retrospectively with a cumulative-effect adjustment to
retained earnings at the beginning of the earliest
period presented. Early adoption is permitted. For
more information, see this ASU as included on the
FASB’s website.

ASU 2018-18 - Collaborative
Arrangements (Topic 808): Clarifying

9
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the Interaction between Topic 808 and
Topic 606

606. This update should be applied retrospectively to

This ASU provides guidance on whether certain

should recognize the cumulative effect of initially

transactions

arrangement

applying the amendments as an adjustment to the

participants should be accounted for with revenue

opening balance of retained earnings of the later of the

under Topic 606, Revenue from Contracts with

earliest annual period presented and the annual period

Customers. In addition, the update provides more

that includes the date of the entity’s initial application

comparability in the presentation of revenue for certain

of Topic 606. For more information, see this ASU as

transactions

included on the FASB’s website.

between

between

collaborative

collaborative

the date of initial application of Topic 606. An entity

arrangement

participants. Specifically, below are the targeted

ASU 2018-19 - Codification
Improvements to Topic 326, Financial
Instruments - Credit Losses

improvements made: Clarify that in the context of the
unit of account, ASC 606 should apply in its entirety to
certain

transactions

between

collaborative

The amendment aligns the implementation date for

arrangement participants.

non-public entities’ annual financial statements with

Add “unit-of-account guidance in Topic 808 to align with

the implementation date for their interim financial

the guidance in Topic 606 (that is,a distinct good or

statements and clarify the scope of the guidance in the

service) when an entity is assessing whether the

amendments in dpdate 2016-13. For more information,

collaborative arrangement or a part of the arrangement

see this ASU as included on the FASB’s website.

is within the scope of Topic 606.” Clarify that when a

Japanese GAAP and other local
developments

transaction is not directly related to sales to third
parties, presentation of the transaction as revenue

For public business entities, this update is effective for

The Financial Service Agency (FSA) of
Japan proposes the draft amendments
to the “Cabinet Office Order on
Disclosure of Corporate Affairs”

fiscal years beginning after December 15, 2019, and

In November 2018, the FSA proposed the draft for

interim periods within those fiscal years. For all other

amending the Cabinet Office Order on Disclosure of

entities, this update is effective for fiscal years

Corporate Affairs based on the proposal presented in

beginning after December 15, 2020, and interim

the Report issued by the Working Group on Corporate

periods within fiscal years beginning after December 15,

Disclosures of the Financial System Council in June

2021. Early adoption is permitted. An entity may not

2018. The proposal aims to enhance financial

adopt the update earlier than its adoption date of Topic

information and narrative information contained in the

would be precluded if the collaborative participant
counterparty is not a customer.
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annual securities report. The comments are due on 3

presented the topics such as 1) Accounting reform of

December 2018. The finalized Cabinet Office Order is

Korea, 2) Challenges for intangible assets reporting, 3)

planning to be applied in stages, starting from the

Business combinations under common control, and 4)

reporting period ending on or after 31 March 2019.

Virtual currencies. For more information, see the press
release on the KASB website.

The ASBJ announces its reappointment as one of the 3rd term
members of the Accounting Standards
Advisory Forum (ASAF)
In

October 2018 the ASBJ

announces

The FSA issues amendments to the regulatory notice of the
“designated IFRSs” stipulated in the “Regulation for Terminology,
Forms and Preparation of Consolidated Financial Statements”
In November 2018, the FSA updated to the list of designated IFRSs
that are issued by the IASB by 30 June 2018. The “designated” IFRSs

its re-

are for use by companies that voluntarily apply IFRSs in Japan.

appointment as one of the 3rd term twelve members

The Business Accounting Council (BAC) of the FSA issues the
“Opinion on the Revision of the Audit Standards”

of the Accounting Standards Advisory Forum (ASAF).

In July, the BAC of the FSA summarized and issued the Opinion of

The objective of ASAF is to provide an advisory forum in

the Revision of the Audit Standards. This initiative was promoted

which members can constructively contribute towards

to improve transparency of the audit process and be in line with the

the achievement of the IASB’s goal of developing

audit reforms progressing on the global basis. One of the major

globally accepted high-quality accounting standards.

revisions introduced by the Opinion is establishing a new

The ASBJ is planning to continue to be an active

requirement for “Key Audit Matters” (KAM) in the independent
auditor’s reports. KAMs are to be determined by auditors through

member of the ASAF in order to contribute to

consideration of various factors, including specific risks identified.

developing globally accepted high-quality accounting

Auditors are required to provide additional information on these

standards. ASAF generally meets four times a year for

items, so that the users of the financial statements understand the

two days, normally in London.

content of the KAMs, the reason for auditors’ identification of the
KAMs, and the auditors’ response to the KAMs.

The ASBJ issues a communiqué jointly
by the standard-setters from China
and the Republic of Korea for the
meeting held in Busan in October
2018

The Opinion is effective on or after the reporting period ending 30
March 2021 with early adoption permitted. For

more

information, see the press release on the FSA website.

The ASBJ issues the Revised Practical
Solution on Unification of Accounting
Policies Applied to Foreign
Subsidiaries, etc. for Consolidated
Financial Statements and related
Practical Solution.

In October 2018, representatives were present from
the China Accounting Standard Committee (CASC), the
Accounting Standards Board of Japan (ASBJ), the Korea
Accounting Standards Board (KASB, and the IFRS
Foundation Asia Oceania Office, together with guests

In September 2018, the ASBJ issued:

from Hong Kong and Macao. At the meeting, were
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PITF No.18 (revised 2018) Practical Solution on

Business Divestitures (Exposure Draft of Guidance

Unification of Accounting Policies Applied to

No. 62).

Foreign Subsidiaries, etc. for Consolidated

Unification of Accounting Policies Applied to

The ASBJ meets the FASB in Norwalk at
their 24th meeting in a series of
biannual meetings between the two
standard-setters.

Associates Accounted for Using the Equity

In August 2018, the representatives from the ASBJ and

Method.

the FASB met in Norwalk and exchanged views on

Financial Statements.


PITF No.24 (revised 2018) Practical Solution on

technical topics in which they both have an interest,

The ASBJ amended the accounting treatment for 1) gain

including virtual currencies, the subsequent

or loss on sale of equity instruments, which are held by

accounting for goodwill, the presentation and

foreign subsidiaries, etc. and designated as FVTOCI and

disclosure of financial statements, and leases. For

2) impairment loss of those equity instruments, in

more information, see the press release on the FASB

preparing the consolidated financial statements of the

website.

parent company. The PITFs will be generally applicable
for the reporting period starting on or after 1 April 2019.

The ASBJ issues proposed
amendments to ‘Japan’s Modified
International Standards (JMIS):
Accounting Standards Comprising
IFRSs and the ASBJ Modifications’

The ASBJ releases the Exposure Drafts
of Proposed Amendments to
Accounting Standards for Business
Combinations and its implementation
Guidance.

In June 2018, the ASBJ proposed amendments to JMIS
in order to reflect the endorsement process on IFRS16

In August 2018, the ASBJ released for public comments

and amendments issued by the IASB between 1 July

the following Exposure Drafts in order to amend

2017 and 31 December 2017.

accounting for partial repayment of consideration in
relation to contingent considerations:


Amendments

to

ASBJ

Statement

No.

For more information, please visit: IASPlus.com (IFRS) or

21

USGAAPPlus.com (U.S. GAAP) or speak to our Deloitte experts

Accounting Standard for Business Combinations

Takafumi OSEKO, Partner (takafumi.oseko@tohmatsu.co.jp) or

(Exposure Draft of Statement No.62).


ALEJANDRO Saenz, Senior Manager
(alejandro.saenzmartinezgeijo@tohmatsu.co.jp).

Amendments to ASBJ Guidance No. 10 Guidance
on

Accounting

Combinations

and

Standard
Accounting

for

Business

Standard

for
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Tax News
Our digital future
A perspective for tax and legal professionals

Introduction
“We always overestimate the change that will

roles in future. Although technology pervades almost all
aspects of our personal lives, the impact on the tax and legal

occur in the next two years and

function thus far has been significantly less dramatic.

underestimate the change that will occur in

Looking forward we expect the story to change. Whilst it is

the next ten. Don’t let yourself be lulled into

hard to predict precisely what new developments will emerge,

inaction.”

we have formulated our own view of the tax and legal digital

Bill Gates, Microsoft

future, the impact on businesses and the way it will shape the
future working environment for tax and legal professionals.

The prospect of a digital future yields different reactions
amongst tax and legal professionals - some are excited about
change and the benefits that new technologies promise;
others are fearful of the impact technology could have on their
13

The CFO Program | Japan

Today’s world



Impact on the tax and legal profession

Today’s digital environment is characterized by a

Of the general technology trends outlined, we believe

strange dichotomy. On the one hand we hear much

there are five main areas of technological

talked about technology: the dramatic advances made

advancement that will materially affect the tax and

and the huge opportunity IT presents. We are

legal profession in the future:

inundated with explanations of technologies such as

1.

robotics, artificial intelligence and blockchain.

2.

the workplace can be quite different. New

other systems;

like hype and the real benefits seem to lie in a remote

3.

future. Day to day technology can be difficult to use,

4.

organizations we are overwhelmed by issues of data

information: A “Google for tax and legal rules”;

overrun, exceed budget and under deliver

and

performance.

5.

Future trends in technology

In our view these trends will define the way tax

that technology developments will be significant and

authorities and regulators transform, and the way

satisfaction levels will improve equally dramatically. We

businesses will have to respond.

look to the experience of technology in our personal
lives for example with apps, social media and the
internet of things, and believe that the phenomenal
progress there will be reflected in our professional
environment. In particular, we expect significant
increases in:

Connectivity;



Artificial intelligence (AI);



Robotics; and

Open networks – talent sourcing, crowd
problem-solving and sharing ecosystems.

Despite the current experience, at Deloitte we believe



Democratization of knowledge – publically
available and easily accessible knowledge and

privacy and security and IT projects always seem to

Memory capacity;

Decision making – AI augmenting compliance
and consulting capabilities;

often with frustrating levels of performance. As



Process automation – robotic process
automation and integration of financial and

technologies are often confusing, the excitement feels

Processing power;

Data – big data sets, massively improved
performance and memory capacity at scale;

On the other hand, our personal experience of IT in



Blockchain technologies.

14
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Tomorrow’s world

Tomorrow’s tax and legal professional

These technology trends will have a major impact on

With these dramatic changes will come a significant

our world. Admittedly, there are barriers and

impact on tax and legal professionals’ lives - how we

impediments that will slow progress, such as data

work and what we do. The relationships and roles

privacy and security concerns, and the natural

within our organizations and with advisers will be

reticence and reluctance towards change. There

different. Consequently, the skills and capabilities

remains a debate about the pace at which these

required will be very different from today. We predict a

trends will develop and how quickly they will affect the

blend of “automation and augmentation” impacting

tax and legal professions but there is no doubt that

the workforce. Manual processes will be replaced by

the markets are already moving: preparing for and

automation of data flows and the impact of robotic

indeed expecting to see progress and adoption of

process automation. At the same time professionals

these technologies and this change.

will be augmented by artificial intelligence

Tomorrow’s tax and legal world

technologies embedded into the ways knowledge is
accessed and experience used in order to apply it to

The combined effect of these wider technology

business circumstances. At Deloitte we believe this will

developments will bring about a sea change in the way

cause a hard look at processes and resource models

tax authorities and other regulators meet their

to get work done. Tax processes will be decomposed

objectives and manage their responsibilities. Revenue

into individual tasks and allocated to new workers not

authorities already require large volumes of data to be

always needing deep tax skills. The evolution of the

files, for example, by means of standard audit files like

sharing and social economy will open up talent

SAF-T. Some territories require full accounts payable

networks, crowd sourcing models and the so called

(AP) and accounts receivable (AR) ledgers and

“gig” economy to the tax and legal marketplace.

subsequent period trial balance financial ledgers. This
currently includes Brazil, Poland, France and Spain

Preparing for the future

(where AP and AR details are required within four days

Digital transformation will require major change and

of invoice issuance). Within five years we believe most

pose considerable challenges, but we believe the

tax authorities will be requiring fuller data sets to be

future will also offer significant opportunity. The

filed or made available and in real time, or close to it.

revenue authorities embracing technological change

Indeed they may move beyond this e.g. rather than

will undoubtedly increase the demands on

require the data to be submitted, they may simply

professionals. However, by embracing new

mandate the algorithmic routines they require to be

technologies tax and legal professionals will be able to

run across data sets and then review the results.

improve compliance processes, enrich their data and

15
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be better positioned to provide greater understanding

keeping Abraham Lincoln’s advice in mind: ‘The best

and value to their organizations.

way to predict your future is to create it.’

And whilst it is hard to be confident of what precisely

This is an abridged version of ‘Our digital future – a

that future holds, we believe you can discern today the

perspective for tax and legal professionals’. A

defining digital trends, anticipate the impact that they

complete version is available here:

will have and set plans accordingly. That said, we also

https://www2.deloitte.com/global/en/pages/tax/article

know that in five years’ time we will be working with

s/our-digital-future.html

technologies that have yet to be invented, which
means we must continue to monitor developments
For more information, please speak to our Deloitte experts Sam

and remain agile - to experiment and adopt new

Reeves’ (sam.reeves@tohmatsu.co.jp) or Lars Dahlen

technologies. And in that regard, it is perhaps worth

(lars.dahlen@tohmatsu.co.jp)
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Digital Space
VISUALIZATION: “A picture is worth a thousand words”

Organizations today have several sources of
data which come in different forms. The data
repository coming in from these sources
needs to be optimally used and presented to
the Management for effective decision making.
Finance as a function churns out large
amount of data which can be used by the rest
of business in an easily digestible form.

Advanced visualization tools have been
implemented by nearly 30% of the
companies we surveyed, with another
12% reporting they are evaluating or
piloting the technologies.
A software with visually appealing graphics and user

Data visualization helps business to
understand the significance of data by placing
it in a visual context. Text based data is
replaced by advanced Visualization tools
which might include patterns, trends and
correlations that might otherwise go
undetected.

friendly navigation can be an effective way to decipher
the data into meaningful information.

Visualization

tools can bring analytics solutions to the enterprise
faster, enabling rapid prototyping that reduces
development time. These tools also allow companies
to “see” developing stories that directly address
decisions that matter.
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“Visualization” in the CFO’s office:

much needed tools to give a unified view of affairs

Visualization is fast catching up in industries such as

across all functions in order to support strategic

Pharma, Consumer goods, Financial Services,

decision making. This unified view allows all

Manufacturing and Telecom companies dealing in

stakeholders to shift their frame of reference and look

large data from multiple sources. These industries are

beyond their own siloes to understand the

looking at utilizing the advanced tools in the Business

implications of their actions on organization’s overall

Finance domain which includes the entire Enterprise

objectives. While business analytics helps them to dig

Performance Management suite. Visualization in

deeper and discover causalities, visualization helps

Strategy formulation, Planning, Reporting and

them to truly comprehend the performance drivers,

Intervention is a very strong value proposition for

look at organization-wise impact, and communicate

CFOs who are fast assuming a role of a strategist.

the insights to different stakeholders in the most
effective way.

Beyond Spreadsheets: Traditionally Management
Accountants have been using standard charts and
graphs used in spreadsheets, in some cases advanced
macros and more sophisticated infographics, heat
maps, bar charts, pie charts, dials and gauges etc.
which helped decipher data into meaningful visual
insights. Organizations are now exploring Modern
Visualization tools which have interactive capabilities,
with drill down options for further querying and
analysis. We are seeing a generational shift from BI
reports to more of graphics and visuals and even
amenable to mobile devises. Organizations are
looking for Business Intelligence (BI) tools which offer
Visualization technology as a key feature. In the near
future, we will see advanced spreadsheets
complemented by BI tools with certain soft

Visualization in Action: Use Cases

automation features on the Presentation layer.

Case 1:

Intuitive and Intelligent Visualization: Some

An automobile financing holding company embarked

organizations are also exploring advanced features of

on a Business Intelligence (BI) journey and invested in

Visualization. To effectively synthesize the complex

building a data warehouse and a BI solution with

information available, they not only need a powerful

following top three business objectives:

business analytics/BI but also an ‘intuitive and



intelligent visualization’ capability. An intelligent
visualization is one that is in alignment with

A single version of truth and eliminate any
chance of conflict between metrics reported

organization’s key objectives and provides a unified

by various functions, providing accurate and

but multidimensional view of performance. The

consistent data.

changing role of CFOs requires them to have these
18
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visual tools in constant sight, managers could quickly

Enabling faster decision making by making the

reallocate people and resources to avoid costly

data and analysis capabilities available with

slowdowns.

business stakeholders.


Eliminating manual process for collating and

Case 3:

validating data, empowering business with

Using visualization tools, executives at a global bank

more time available to perform detailed

are now able to analyze financial data more efficiently
using interactive, integrated reports. The reports allow

analysis to get business insight and act on the

executives to drill down into leading and lagging

same.

performers across different periods and compare

An enterprise reporting solution was built in SAS

scenarios, such as actual financial metrics to budgeted

Visual Analytics tool which catered to 150 reports and

metrics.

dashboards for various different analysis covering six

Case 4:

core functions: controlling, operations and credit,
accounts, risk, sales, strategy and marketing, and

A health services company faced challenges

products. This solution also had the capability of self-

reconciling information across reports, with little ability

service analysis for business for any ad-hoc business

for executives to customize information or dig deeper

requirement.

into the data. With visualization tools, the company

Case 2:

now delivers easy-to-use trend analyses and KPIs that
provide insights into variances and root causes.

A global manufacturer wanted to improve the speed,
consistency, and quality of information decision-

About the Author:

makers were receiving, specifically so they could

Pankaj Arjunwadkar, is a Director with the Finance transformation
International Clients Team in Deloitte Tohmatsu Consulting. He has
lead several large Digital Finance engagements and authored a
number of whitepapers on the subject.

analyze problems more quickly. The company created
dashboards that were positioned on the production
floor to show when there might be an imminent
bottleneck in the production process. With these
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What’s Keeping CFOs Up at Night in 2018?

There are plenty of reasons why CFOs might be

chiefs can’t help but glimpse. In fact, the survey found that the

suffering from insomnia, but not all of them are

proportion of CFOs who expect better conditions in North

negative. Even company growth brings its own

America in a year dropped from 52 percent in the second

stressors.

quarter, to 45 percent in Q3 — the lowest percentage in two
years. Moreover, 71 percent of CFOs said equity markets were

While in Deloitte’s Q3 2018 CFO Signals™ survey CFOs’

overvalued, up from 63 percent in the previous quarter.2

expectations for year-over-year revenue growth remained at
one of its highest levels in the past four years, respondents

What’s driving those numbers is likely also what’s keeping CFOs

expressed concern about their organizations’ abilities to stay

up in 2018: uncertainty about a range of fast-moving issues

focused and execute on growth and change initiatives. They

(trade policy), persistent challenges (finding and keeping talent),

also continued to rank securing and retaining talent as among

and familiar-but-evolving qualms (global volatility). Those

their top internal risks.1

concerns, and seven others drawn from the various activities
and resources of Deloitte’s CFO Program, including the Next

But, as bright as the economic foreground may appear, a less

Generation CFO Academies, CFO Transition Lab™ sessions,

vibrant horizon looms — one that forward-looking finance

1

North American CFO Signals survey, see Q3 2018, US CFO Program, Deloitte LLP

2

Ibid
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CFO Forums, CFO Vision™ conferences, and CFO Signals

in Q3 — with those who viewed current conditions as good

surveys, are examined below. While the following list of issues

plummeting to 37 percent from 55 percent in the preceding

that give finance chiefs restless nights is far from exhaustive —

quarter. 5 Europe, too, has lost appeal in respondents’ eyes,

and may test their strategic reflexes — awareness will hopefully

despite having hit a survey high point at the year’s start.

help secure their vigilance.

Meanwhile, rising interest rates worldwide are stoking CFOs’
worries about future global economic growth, and recent

1. Trade wars: The current administration has embarked on

market volatility is adding to the concern. And then there is the

what might be termed a “new world re-order,” re-evaluating

fact that by historical measures, the current economic

longstanding trade relationships and withdrawing from and

expansion, at least in the U.S., is already deep into its dotage and

remaking multilateral pacts, such as NAFTA (the North American

may reverse course at some point.6 Still, it’s nothing for CFOs

Free Trade Agreement) into the pending United States-Mexico-

to lose sleep over — at least not yet.

Canada Agreement (USMCA) free trade agreement. 3 That
shakeup may be why finance executives rated trade policy and

3. Capital allocation: Making sound investment decisions is a

tariffs as one of their most worrisome external risks in the Q3

perennial top-of-mind issue for CFOs. And, owing to the

2018 CFO Signals survey. The administration has imposed tariffs

pressure to make the right investments, it is not surprising that

on materials such as steel and aluminum and on a range of

capital allocation processes are being closely scrutinized.

Chinese goods, drawing retaliatory actions from, among others,

Consider, for example, that in Q1 2018, finance executives who

the European Union and China (whose exports to the U.S.

participated in CFO Signals expressed a strong bias toward

totaled more than $500 billion in 20174). For finance executives

investing cash over returning it (57 percent vs. 14 percent). And

charged with managing global supply chains, maintaining

when asked about the implications of tax reform, 46 percent

margins, and calculating pricing in the face of rising input costs,

expected higher investment in U.S. operations, 38 percent

the ongoing sparring may amount to a waking nightmare.

expected to front-load capital investment, and just 31 percent
projected higher dividends.7 But executing on big investments

2. Global economic jitters: As previously mentioned, CFOs are

isn’t just about the money; it also requires clarity when it comes

still bullish (although less so) on the North American economy,

to identifying profitable growth opportunities, rationalizing

but the same cannot be said about other economies. Among

priorities, and measuring impact. Going the simpler route may

survey respondents, both perceptions and expectations

then explain the burst of enthusiasm for dividends that showed

regarding China, the world’s second-largest economy, declined

3

“U.S., Canada and Mexico just reached a sweeping new NAFTA deal. Here’s what’s in it,” Washington Post, October 1, 2018.

4

Office of the United States Trade Representative.

5

North American CFO Signals survey, US CFO Program, see Q3 2018, Deloitte LLP.

6

“Length of economic expansions,” Seeking Alpha, July 6, 2018.

7

North American CFO Signals survey, see Q1 2018, US CFO Program, Deloitte LLP.
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up in Q3’s survey results, when expectations for dividend
growth skyrocketed from 4.8 percent in the previous quarter to
7.4 percent, the highest level in eight years.8
4. Execution risk: Execution risk comes in many guises, so
perhaps it’s not surprising that CFOs routinely cite it as a
worrisome internal risk in the quarterly CFO Signals survey. In
our Transition Lab sessions, we have found that CFOs
encounter execution risk in as many as 12 different forms
originating with three drivers: resources, alignment, and
behavioural risks — the latter of which includes cognitive and
social setbacks.

9

Finance leaders who set out on
a finance staff that is more adept in analysis, prediction, and

transformational projects can ease their paths by clearing out

decision support. As for how they planned to address any gaps,

such risk-raising obstacles as insufficient budgets, demoralizing

respondents expected the composition of their workforces to

workloads, and a deficient inventory of skills. Other constraints

undergo dramatic changes in the next three years. In fact, CFOs

include spotty stakeholder support, ineffective governance, and

reported that already 8.3 percent of their finance function

an embedded culture of resistance. For CFOs who are

workers consisted of “gig” workers, meaning under contract,

gathering the resources needed to successfully implement

contingent, or outsourced. And in the next three years, CFOs

change initiatives, the odds of success can be improved by

expect that proportion to nearly double, soaring to 15.6

ensuring enough resources, aligning governance to execution,

percent.10 For CFOs desperate to sleep, counting contingent

and helping individuals overcome resistance to change.

workers may soon do the trick.

5. Talent squeeze: Executing any growth plan demands

6. Digital transformation: From data to governance to

nurturing or recruiting the requisite talent, a top CFO concern

investment decisions, implementing a digital future is not easy.

that has only intensified as companies strive to keep up with the

To realize it, finance needs to work with IT to set priorities around

rapid evolution of technology. In the Q3 2018 CFO Signals

digital strategies and execute collaboratively. But in separate

survey, CFOs ranked finance talent as a top internal constraint.

Deloitte surveys, only 55 percent of CFOs reported having a

And going forward, the majority of surveyed CFOs say they

well-defined business case template for IT investments,11 and

foresee a shift beyond accounting, reporting, and compliance to

8

North American CFO Signals survey, see Q3 2018, US CFO Program, Deloitte LLP.

9

“Execution risks: Stepping over 12 common hurdles,” CFO Insights, US CFO Program, Deloitte LLP

10

North American CFO Signals survey, see Q3 2018, US CFO Program, Deloitte LLP.

11

“CEO and board risk management survey: Illuminating a path forward on strategic risk,” October 2018, Deloitte Risk and
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only a quarter of CIOs had an enterprise-wide digital strategy.12

8. Targeted communications: As much as CFOs need to have a

Still, they are moving full-steam ahead: more than half of CFOs

well-defined capital allocation strategy, it’s equally important that

in the Q1 2018 CFO Signals survey said their 2018 business

they know how to convey it clearly and customized for different

models would have a substantial digital component. Moreover,

stakeholders. Those stakeholders include both internal

nearly 60 percent said new technologies would substantially

audiences — the finance function, the executive committee —

affect their products and services this year, and nearly the same

as well as external audiences, such as the perennial activist

proportion said new technologies will substantially affect their

shareholders. Those activists are a case in point having come

operations. The keys to creating a comprehensive roadmap for

back in force in the wake of last year’s tax reform bill, looking at

transformation? Envision, invest, govern, and then transform.

what businesses plan to do with any resultant windfalls. And in
the absence of a sound financial argument from a confident

7. Cyber-insecurity: For years, companies have faced little choice

CFO, they might ratchet up the pressure for companies to

but to keep trying to one-up the hackers, striving to at least stay

return excess cash to shareholders. A good communications

apace with their growing sophistication. Given that no industry

program, however, will help CFOs clarify messages and ways of

is immune to cyber risk, CFOs need to make sure their

engaging

companies continue to step-up the quality and speed of their

critical

stakeholders.

Moreover,

a

credible

communications program can help persuade and inform key

efforts. It also seems they may need to convince their CEOs and

stakeholders on a CFO’s intentions and successes — and this,

board of the importance of some of the most beneficial tactics.

in turn, can accelerate his or her impact on the organization.14

While those stakeholders rate cyber security as their greatest
risk in a recent Deloitte survey of 400 CEOs and board

9. Evolving with the CFO role: As a range of technologies, such

members, only 30 percent describe themselves as highly

as cognitive computing and robotic process automation,

engaged in developing their organization’s cyber response

lightens finance’s transactional burdens, a CFO’s role in shaping

strategy and only 25 percent are fully embracing war gaming or

corporate strategy is taking on new dimensions. In fact, the role

scenario planning 13 — two leading methods to assess

of the finance function is taking on a new shape as the

vulnerabilities and create a crisis response strategy. Engaging in

partnership between automation and finance professionals

these exercises is key to moving from simply identifying security

combines to change how the function is organized and which

threats and fixes to also defining business impacts, governance

processes no longer require human involvement.15 As skills like

methods, risk escalation steps, and organizational responses.

data scientist and business analyst predominate, CFOs will face

Financial Advisory.
12

North American CFO Signals survey, see Q1 2018, US CFO Program, Deloitte LLP.

13

“The 2018 global CIO survey: Manifesting legacy—Looking beyond the digital era,” US CIO Program, Deloitte LLP.

14

“Creating an effective communications program,” CFO Insights, US CFO Program, Deloitte LLP.

15

North American CFO Signals survey, see Q2 2018, US CFO Program, Deloitte LLP.
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growing expectations of responsiveness within their function

gone. For their own teams, many said they want to leave behind

while assuming greater responsibility for identifying and closing

a finance organization that is regarded as best-in-class — one

gaps within an organization that is increasingly data-and-

known for very strong talent, and regarded as a very strong

insights driven.

partner to the business. Finally, on a personal level, CFOs want
to be remembered as role models when it comes to being

10. Leaving a legacy: One of the hallmarks of the CFO Transition

effective business partners, ethical leaders, and talent

Lab is asking CFOs about their legacies. Recently, we also asked

developers. As one CFO told us, “I want to know I made a lasting,

CFOs to ruminate on their desired legacies in the Q2 2018 CFO

positive difference.”16

Signals survey. Overall, CFOs said they want to leave their

Clearly, that’s yet another goal they

aren’t about to leave undone, even if it means sleepless nights.

companies in a better position than when they first took on the
role, and to position them to perform even better after they are
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Chapter II: Preparing for Life After Being CFO

Before making final choices about post-CFO

to statistics provided by Heidrick & Struggles, noting an

goals and activities, finance chiefs should

average retirement age of 61.58.* Since the beginning

prepare for one eventual reality: the first day

of 2018, that number has risen to 107 of the Fortune

of retirement.

1000 CFOs, with an average retirement age of 60.11.
Little wonder then, that many CFOs are starting to lay
the groundwork for life beyond being a finance chief.

“Wall Street thinks we’re going to sit in our jobs

Truthfully, an abundance of choices likely awaits CFOs

until we die.”

who step down — with no one-size-fits-all answer.

Inevitably, the time comes when — as a sitting CFO —

Armed with their generous salaries and benefits, many

an executive will likely ask, what’s next? And, if the CFO

do not worry about living comfortably, and can instead

is of a certain age, the answer may be retirement or at

focus on finding new sources of fulfillment. Others want

least semi-retirement. The question then becomes,

to stay engaged, though maybe not at the same pace.

what will the next chapter of life look like?

As a result, Deloitte’s CFO Program looked at how some

It’s a question many CFOs seem to be asking

CFOs have made the move into retirement, weighed

themselves lately. In 2017, for example, 98 of the

their options, and found gratification outside of the C-

Fortune 1000 CFOs rotated out of their roles, according

suite.
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Laying the Groundwork

That is why having a plan for how to spend newly

“My process started about four years before

acquired time can be so important. One CFO who

my

retirement

conversations

with

a

with my

lot
boss

of

spoke to Deloitte envisioned spending one-third of his

internal

and

time staying engaged, another one-third giving back,

then

and the final one-third on personal activities. As

conversations with some CFO friends who

another former CFO put it, “Deciding how you will

had retired. It wasn’t a rash decision.”

spend your time is an important soul-searching

Making the decision to retire or step aside is different

exercise.”

for every CFO. For one CFO, it was simply a matter of
wanting to do something different. For another, it

Pulling the Trigger

seemed like the right time to give back. For others,

“When I was 55ish, I started thinking about

circumstances arose — such as their company being

retirement, particularly about how much

acquired or a new CEO taking over — that made the

more energy I wanted to give this job. Loved it,

decision easier and more pressing.

but there’s only so much time in your life and

Whatever the situation, it can be important to make a

you probably want to try some other things.”

plan that weighs a range of factors: How busy do I want

For the CFOs Deloitte spoke to, the actual process of

to be? Where will I live? How will I divide my time?

retiring often started with a conversation with the CEO.
Together, the retirement date or time to transition

The answers can help customize retirement for an

were set, taking into consideration the current

individual CFO. The groundwork, though, should start

company condition and readiness of a successor. At a

early — sometimes years in advance. And as part of the

public company, setting a leave date also typically

blueprint, CFOs should consider potential different

triggers a Form 8-K filing and/or a press release to

scenarios, such as illness, loss of a partner, and

make such intentions known.

unexpected job separation. In addition, the plan should
be consistent with financial resources, such as

From the perspective of the board and other major

compensation, taxes, and insurance.

stakeholders, the priority then commonly became
ensuring a smooth transition — and this is where

One other critical factor, however, is often lifestyle. As

having a solid succession plan can help. Luckily, 90

CFOs, the never-ending demands of the job may have

percent of CFOs reported in the Q3 2017 CFO Signals™

kept these executives from fully enjoying both the

survey (see figure 1) that they have at least one report

people and the activities that truly matter to them. Still,

who will be ready within the next three years, and half

letting go of the hard-charging schedule, the ability to

said that at least one will be ready within one year.

contribute, and the respect that goes with being CFO is

Moreover, about 30 percent say they have at least one

difficult for many finance chiefs.
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direct-report already identified as CFO-ready by their

Finally, in the run up to retirement, many CFOs advise

board.

continued

exposure

for

their

top

candidate(s),

especially in areas where the finance chief may benefit

In making the exit public, which often begins with the

from

press release, it may make the transition easier

additional

experience.

That

may

involve

presentations to the board and CEO, as well as one-on-

(particularly if a successor has not been named) if the

one settings where the individuals have some quality

departure can be framed as a celebration of the CFO’s

time with the CEO and key board members. In addition,

achievements — rather than the byproduct of some

a CFO looking to exit needs to leave behind a strong

corporate mistake or transformation.

team that can cover all aspects of finance during a

For example, if the release states that the current CFO

transitional period. Lastly, a retiring CFO should be

has made the decision to retire and that the company

available during a reasonable transition period, to help

is working on a transition plan, that can give

with the transfer of institutional knowledge. The key,

management plenty of time to recruit a successor and

says one CFO, is flexibility.

provide the internal team with time to digest the news.
More important, the exit may not be viewed negatively
on the stock or the strategy.

A Portfolio of Choices

about what you are doing or you’ll be doing

“As CFO, you are kind of wound like a race

way too much too soon.”

horse, and you’re going to want to get out

For those CFOs who do pull the trigger, there can be

there and run. But you need to be disciplined

plenty of options to consider. Following are a few:
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—Boards of directors: For many CFOs, joining a

finance acumen is often valued at start-ups and other

corporate board makes a lot of sense. Board service

ventures.

can represent a valuable opportunity to continue a

—Passion: CFOs often have this ideal view of retirement

learning curve that moves beyond their own company

as the time when they can follow their passions,

and industry. Further, such service may be a logical

whether that be playing golf daily or traveling to some

capstone to a long career.

exotic location. The demands of the CFO role, however,

The compensation isn’t bad, either, with the median

often do not leave time to fully commit to a passion

pay for independent directors at the 200 largest U.S.

project.

companies topping more than $280,000 annually. But

And for CFOs who are used to having a portfolio of

board service also takes time, often hundreds of hours

activities, following one passion may not be the ideal

per year. In addition, by accepting a board position,

solution. As with other possible uses of time in

CFOs are accountable both ethically and legally to fulfill

retirement, choose with moderation in mind.

their responsibilities, particularly fiduciary duties. One

Whatever path finance chiefs take, the relationships

word of advice: If a trusted member of your network

made during their tenure may come in handy. As CFO,

currently sits on a board, leverage his or her knowledge.

for example, the relationships with investment bankers

Such insights can help determine if this is a path to take.

could be key to landing a position with a PE firm. Being

—Private equity (PE): Many private equity firms need

a board member at their own company could open

experienced CFO help, too. These firms are also places

doors to future board opportunities. In other words,

where experienced CFOs can make an immediate

consider leveraging the network built while still in the

impact given their line of sight into value-creation. For

job to create relationships that could one day present

example, as PE firms grow, many of their leaders are

post-CFO employment opportunities.

realizing that a seasoned CFO may be helpful in

Preparing for Transformational Change

identifying and guiding new investments. In addition,
given their very scarce portfolio resources, bringing on

“You’re used to going 150 miles an hour and

an experienced CFO to execute management reporting

suddenly you’re not. For me, it took a month

and back-office operations may be a logical next step.

or two to find my own cadence.”

—Volunteering: Retirement can be an ideal time to give

Before making final choices, however, finance chiefs

back to the community, whether that be the business

should prepare for one eventual reality: the first day of

community or a local community. Many retired CFOs

retirement. Many CFOs who have experienced it advise

tell Deloitte that their business acumen is sought in

colleagues to go against their best instincts and take

several areas, including local government, and their

time deciding what to do next.
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In fact, several former CFOs estimate that six months is

plan for retirement, but also to decide how to best

an appropriate yardstick. That span of time can allow

populate the satisfaction side of the ledger.

CFOs to break from the corporate rhythms, clear their
head, spend time with their families, and maybe take a

― Produced by Charles Holley, retired CFO of Walmart, independent

vacation or two. Moreover, having the luxury of time

advisor to Deloitte LLP, and audit committee chair of Amgen’s board

can allow a CFO to be more selective when new

of directors; and Ajit Kambil, global research director for Deloitte’s

opportunities present themselves.

CFO Program, Deloitte LLP, and creator of its Executive Transition

As many CFOs well know, change occurs constantly in

Lab™

the corporate world. Retirement is just one more

*Fortune 1000 research, Heidrick & Struggles, October 2018

transformation — only this time it’s personal. That is
why it can be not only important to create a financial
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Financial Reporting Implications of Disasters: 2018
Update

In addition to responding to employee needs

In addition to tragic loss of life, disasters can cause

during and after a disaster, businesses may

widespread damage and destruction of property and

have to address several financial reporting

varying degrees of business activity disruption in

concerns related to property damage,

affected regions and, in some cases, other areas of

business disruption, and even finite-lived

the world. Some entities may have principal

intangibles.

operations in the affected area, while others may have
ancillary operations or interests in the region. Other

North America has recently been affected by two

entities may be affected as a result of relationships

major hurricanes, and with several weeks of hurricane

with major suppliers physically located in distressed

season left, it is possible that other storms may follow.

regions. In addition, insurance entities may experience

Disasters can also take other forms, such as wildfires,

significant losses as a result of a disaster.

earthquakes, or the September 2001 terrorist attacks
on the World Trade Center in New York and the

A number of financial reporting implications can arise

Pentagon outside Washington, D.C.

as a result of a disaster, including the accounting for
asset impairments, income statement classification of
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losses, insurance recoveries, and additional exposure

ASC 350-30-35-14), and its analysis of finite-lived

to environmental remediation liabilities.

intangibles is not different from its analysis of longlived assets.

A recently released updated report from Deloitte &
Touche LLP identifies potential implications and

In other situations, a disaster may lead to

applicable authoritative guidance related to disasters

circumstances in which the utility of inventory on hand

for entities reporting under U.S. GAAP. While the

is impaired by damage, deterioration, obsolescence,

financial reporting implications discussed in the report

changes in price levels, or other causes. Whether the

are not intended to be all-inclusive, they can be

impairment results from physical destruction or an

considered a starting point for thinking about the

adverse change in the utility of the inventory, entities

issues that might arise.

should assess whether an inventory impairment or
write-off is required in accordance with the guidance

Following are excerpts from the report.

in U.S. GAAP (ASC 330-10-35-1A through 35-11) on

Asset Impairments

adjustments of inventory balances to the lower of cost

A disaster can cause the impairment of assets as a

or market, as appropriate.

result of direct damage to a tangible asset or a change

Entities may also need to expense, in the period in

in cash flow expectations of an asset (or group of

which it is incurred, fixed overhead that is not

assets). Entities should therefore consider the

allocated to inventory because it results from

applicable financial reporting guidance when

abnormally low production or an idle plant. Other

performing their impairment assessments.

items such as abnormal freight, handling costs, and

For example, the U.S. GAAP standard on property,

amounts of wasted materials (spoilage) must be

plant, and equipment and the impairment or disposal

treated as current-period charges rather than as a

of long-lived assets (ASC 360) requires entities to test

portion of the inventory cost (see ASC 330-10).

a long-lived asset or group of assets for recoverability

Income Statement Classification of
Losses

whenever events or changes in circumstances indicate
that its carrying amount may not be recoverable (see

A common financial reporting consideration when a

ASC 360-10-35-21).

disaster strikes is whether the resulting losses should

However, the impact of a disaster also may trigger the

be reported or disclosed in the financial statements as

need to test an entity’s finite-lived intangibles (e.g.,

a separate component of income from continuing

customer relationships, patents, copyrights) for

operations.

impairment. In those cases, entities should apply the

In situations in which it is concluded that a material

recognition and measurement provisions when

event or transaction is unusual in nature or occurs

reviewing finite-lived intangibles for impairment (see

infrequently (or both), the relevant financial reporting
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standard (ASC 220-20-45-1) requires that such an

“insurance” actually exists and whether the

event or transaction “be reported as a separate

specific events are covered. For example, an

component of income from continuing operations.”

entity may have finite insurance that does not

Further, the standard notes that for each event or

necessarily transfer significant insurance risk.

transaction, an entity must report the nature and



financial effects as a “separate component of income

Will there be disputes over the cause and extent
of the damage? In determining the amount of

from continuing operations or, alternatively, disclosed

expected insurance recoveries to recognize, an

in notes to financial statements.”

entity should consider the potential for disputes

In assessing whether a natural disaster meets the

with the insurance company and its likelihood of

definition of “unusual nature” or “infrequency of

prevailing.

occurrence” for financial reporting purposes, an entity



would need to consider the environment in which it

What is the financial viability of the insurance
company? Before recording an insurance

operates, thereby limiting the scope of events or

receivable, entities should consider the insurer’s

transactions that would qualify.

ability to pay.

Overview of Insurance Analysis

Read the full report from Deloitte on financial

Assessing the extent to which insurance coverage

implications of disasters, which provides insights into,

exists may be challenging and require the assistance

among other topics, potential insurance claims

of an entity’s legal counsel. In determining the

disputes; insurance recoveries; sale of held-to-

accounting for insurance recoveries, an entity should

maturity securities; environmental remediation

first perform an assessment similar to the following:

liabilities, clean-up costs, and future operating losses;



stock compensation performance conditions and

Does the entity have insurance, and is the specific

modifications; and assistance received from outside

loss insured? The entity should consider whether

entities — such as the Red Cross.
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Why Cloud Is on the Board’s Agenda

Once viewed primarily as a tool for cutting IT

new revenue streams, greater profitability, enhanced

costs, cloud technology is now a strategic

resiliency, and increased customer responsiveness.

driver and enabler of business performance

Taking full advantage of these powerful capabilities

and shareholder returns. Increasingly, it is

requires a solid understanding of the business

critical that company boards have a solid

possibilities on the part of CEOs and boards of

understanding of what the cloud makes

directors.

possible and how their organizations can use

Some board members may have little direct

it to build new competitive advantage,

experience with cloud computing beyond personal

mitigate business risk, and strengthen their

file-storage offerings such as the iCloud® online

financial foundation.

service. At its core, cloud is the concept of using a

With all the jargon-filled hype that has long

network of remote servers hosted on the internet to

surrounded cloud computing, it is little wonder many

store, manage, and process data as well as provide

view cloud as an IT issue and not a board-level

application services, rather than doing so on local, or

concern. Yet, when used effectively, the cloud can

on-premise, servers. The cloud can provide incredibly

significantly enhance company performance—and

low-cost storage, a high degree of business and

even disrupt organizations and industries by enabling

technology flexibility, and access to the latest
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technology and security—including, importantly, new

data, drive integrated decisions, and move more

capabilities and tools that can drive innovation. As the

quickly to innovate or solve customer problems. Cloud

cloud takes on an ever-greater role in business, it is

helps to make this possible by creating common,

critically important that boards of directors be well

connected data sets; enabling deeper, more

informed. CFOs and other company leaders can play

sophisticated insights and analytics; enhancing

an important role by helping boards focus on six

collaboration through new sharing platforms and

critical areas: three related to new business

tools; and increasing the speed of decision-making.

frontiers—what might be called “above the line”—and

Today, the cloud is the critical and fundamental

three related to optimizing the organization.

backbone enabling the next wave of enterprise

Above the Line: New Business Frontiers

synchronicity, arguably a critical competitive
advantage in the current business landscape.

Synchronize the enterprise. The cloud can play a

AirAsia, in becoming a data-first business,

critical role in helping businesses achieve a long-

deployed cloud technology to help it capture,

sought-after goal: better integration and synchronicity

analyze, and report on massive volumes of

across the enterprise. Using it, an organization’s

data to address complex problems and

supply chain, sales, and marketing functions, for

create new opportunities. Various cloud-

example, can now work together more closely, share
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native services such as data dashboards,

require finding new talent and designing new ways of

machine learning engines, and application

working, the outcome can be transformational.

creators have helped the

Leading-edge technology capabilities and inventive

company accomplish these goals.

technology solutions attract new workers and provide
access to alternative talent ecosystems with new skill

Drive business innovation. Not only is the cloud

sets. This means bringing in different types of

helping to innovate IT strategy, it has become a driver

professionals, such as DevOps engineers, Agile

of business strategy as well. Today, any company can

masters, and user experience designers, who bring a

use the cloud to quickly and inexpensively tap

fresh perspective to innovation within the

disruptive tools and capabilities such as machine

organization. In addition, cloud infrastructure enables

learning algorithms, internet of things (IoT) platforms,

process improvements, including the use

augmented and virtual reality applications, image

of automation or human augmentation, that can

recognition, and natural language processing

improve the productivity of the workforce across the

capabilities, among others. Increasingly, leading

enterprise. Finally, as IT organizations become more

organizations are using these capabilities to curate

closely integrated with business lines, agility, team

and deliver new customer experiences, create and

connectedness, and the transparency of data and

market customer-specific offers, optimize

processes become key assets for growth.

manufacturing and operations, and find and onboard
better talent. Among the typical results from these

Capital One has hired hundreds of

efforts are higher revenue growth, lower costs, more

technology staff to develop products like its

consistent operations, and better retention.

new chatbot, Eno. Its curation of talent helps
it provide products that match the

Philips Lighting, rebranded as Signify,

experience customers can get in all other

provides connected lighting and IoT systems

aspects of their lives. From an all-star, in-

and services using the cloud as a foundation.

house AI design team to filmmakers,

The company created new revenue

anthropologists, journalists, and designers,

streams through cloud-based products and

this collabration gives the company a unique

services and developed distinct competitive

skill set and perspective to help it win

advantages in a changing competitive

customers.

landscape.
Unleash new talent and new ways of

Below the Line: Optimizing the Organization

working. Optimizing an organization for cloud and

Build resilient operations. One of the biggest business

aligning technology with business needs can bring

benefits of cloud computing is that it can enhance a

benefits across all company functions. While this may

company’s overall resilience, helping it to respond
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more quickly to changes ranging from physical

as secure or even more secure than those on-

outages to market-driven disruption or geopolitical

premise—but only when implemented correctly by a

crises. For these reasons, an important part of

skilled and trained security team. This shared security

understanding the cloud is considering how an

responsibility between cloud providers and the clients

enterprise’s current infrastructure and capabilities

they host changes how organizations anticipate

may be limiting its ability to detect and address new

and prepare for security risks.

risks and vulnerabilities—and how cloud technology

The CIA trusts the AWS cloud to keep its

can help. Moving to a public cloud provider means not

critical information safe. After signing a $600

only shifting away from the company’s own data

million contract with AWS in 2014 to use its

center but also gaining the ability to replicate data and

C2S cloud, the CIA is now using that cloud to

application services across more than a single data

take advantage of cutting-edge capabilities

center or region. The result can be new resiliency,

such as natural language processing and

which helps to maintain continuous operations and

sentiment analysis to create innovative

safeguard people, assets, and overall brand equity.

national security tools.

Hess Corporation used the Amazon Web

Scale compute costs as needed. One of the longest-

Services (AWS) cloud to focus on a growing

standing benefits of cloud computing is its ability to

volume of drilling data, seismic information,

help organizations alter the way they pay for tech—

and other big data opportunities while

away from heavy upfront capital spending and toward

positioning its infrastructure for

operational-based spending. That can bring many

improved disaster recovery and increased

advantages, including making it easier for companies

reliability.

to respond quickly to market shifts or changes in

Enhance security. Security concerns are top of mind

broader financial priorities. It also helps companies

for leadership given the publicity that follows most

capture cost efficiencies in dynamic cloud pricing by

breaches. It is important to understand how security is

increasing or decreasing computing capacity as

different in the cloud because of the tools that are

needed. Employed effectively, it can facilitate granular

native to each cloud provider’s environment and the

spending control across dimensions including major

fact that cloud providers typically take responsibility

systems and applications, divisions, or seasonality.

for the security of the lower-level infrastructure layers.

Many companies in industries such as oil and gas,

With thousands of organizations now hosted in the

semiconductor design, and drug discovery use finely

cloud and testing its security—many with extreme

tuned dynamic cost management to tap previously

security standards—cloud providers have established

unaffordable massive compute capacity while paying

a strong track record of supporting very secure

for it only when it is needed. Faster results at lower

environments. As a result, cloud environments can be
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cost is a winning formula in any business, and there

management. By ensuring it is a recurring part of the

can be beneficial tax implications as well.

agenda in interactions with board and subcommittee

Dynamic computing has helped AlphaSense,

members, CIOs, CFOs, CMOs, and other business
leaders can build support for cloud efforts and ensure

an AI-powered business insights platform,

their organizations take full advantage of this critical

reduce both costs and developer time. By

capability.

using the public cloud, it can now reprocess
its entire database in two hours rather than a
week, for a cost of $80 rather than $5,000.

—by Andrew Adams and Richard Walker, principals, Deloitte

Cloud technology is no longer a new frontier; today, it

Consulting LLP; Benjamin Finzi, managing director and leader of the

is a mature and integral part of the IT landscape and a

Deloitte CEO Program, Deloitte Services LP; and Jeff Huget, specialist

key driver of business performance. As such, it is an

leader, Deloitte Consulting LLP

essential topic of conversation between boards and
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The CFO Program for International Companies
Deloitte’s Chief Financial Officer (CFO) Program brings together a multidisciplinary
team of Deloitte leaders and subject matter specialists to help CFOs stay ahead in
the face of growing challenges and demands. The Program harnesses our
organization’s broad capabilities to deliver forward thinking and fresh insights for
every stage of a CFO’s career - helping CFOs manage the complexities of their roles,
tackle their company’s most compelling challenges and adapt to strategic shifts in
the market. Deloitte’s vision is clear: To be recognized as the pre - eminent advisor
to the CFO.
The CFO Program in Japan hosts regular events for executives of international
companies to provide insights and networking opportunities.
Contact:

Arjunwadkar Pankaj | paarjunwadkar@tohmatsu.co.jp

Website:
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