Middle East

Pointof View
On the region’s burning issues

A head-in-the-sand
approach
ME restructuring

The reverse side
of the coin
Fraud in the Middle East

The simple
answer is no.
Taxation in the Gulf
takes a first step

Imagine agent 007
without ‘M’ or ‘Q’
Insights on Business
Intelligence

Published by
Deloitte & Touche (M.E.)
and distributed to
thought leaders
across the region.
March 2010

March 2010
Middle East Point of View
Published by Deloitte & Touche (M.E.)
To subscribe
mepov@deloitte.com
www.deloitte.com

A word from
Omar Fahoum

Message from the CEO
I am pleased to be writing to you on the
inaugural edition of another new and different
Deloitte publication, the Middle East Point of
View (PoV). Through this publication, we aspire
to convey to the reader perspectives on various
topics as provided by our partners and
practitioners. The thought pieces published in
PoV are those of the authors and so are intended
to convey uninhibited and independent views
and opinions.
There is no doubt that the global business
environment has been fundamentally challenged
on all fronts in areas such as regulation,
environment and sustainability, fiscal reform and
corporate governance. It will be useful and
refreshing to read the views of people who are
most involved and engaged in these sectors.
At Deloitte, we are always committed to sharing
our knowledge as much as we are committed
to the Middle East region. With the launch of
Middle East Point of View, we hope to honor
our commitments.
I hope that you find it engaging and informative.

Omar Fahoum
Chairman & CEO
Deloitte & Touche (M.E.)
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ME Restructuring

The Middle
East takes a
fresh look at
restructuring
In the post-Dubai World era, a fresh
look at restructuring is required,
which should no longer be forced
on companies nor carried out behind
closed doors. The region has embraced
a process akin to that found in the
developed economies and
managements should recognize, and
be ready to embrace, the new regime.
Early action is nevertheless strongly
recommended: there is much that
companies can, and should, do to
arrest a deteriorating situation and
avoid passing the initiative and
control to the banks.
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The appointment of Deloitte UK Partner, Aidan Birkett,
as the Chief Restructuring Officer (CRO) of Dubai World
heralds a new dawn in the way governments and
companies in the region handle businesses in financial
distress. In a bold move, the Dubai Government has
seized the initiative and set in train a process which is
certainly recognizable to the international banking
community and which is going to become more familiar
to banks in the Middle East.

buying patterns which call for a fundamental rethink of
the business model.
On the management side, an over-stretched and underresourced team that does not have reliable and up-todate financial information represents an accident
waiting to happen and few administrations in the
Middle East region will have any experience in steering a
business through a downturn.

The government simultaneously announced a new
legal framework based upon “internationally
accepted standards of transparency and creditor
protection,” providing for an automatic moratorium
– an authorization to debtors to postpone payment
which comes into effect when a company signals
its intention to put forward proposals to creditors
for a voluntary arrangement. And where Dubai has
gone, other countries in the region will follow.
(Source: Deloitte)
The old way of dealing with businesses under
financial pressure in the Middle East has been anything
but transparent, but in the aftermath of the global
crisis and in the light of the sheer scale and
complexity of the financial issues at Dubai World,
a new approach is needed.
We can now expect lenders in the region to adopt their
own approach to customers in distress. Banks have
already strengthened their cross-border workout teams
and are taking a more active role in the review of highlyleveraged portfolio businesses. They are taking more
seriously what might hitherto have been regarded as
minor breaches of covenants, they are increasing their
fees and the cost of the debt they provide, they are
focusing on de-gearing strategies or even exiting from
relationships altogether (if they can), and are also
demanding that businesses be well-advised. All this will
lead to an increase in formal restructuring processes.
Early Warning Signs
Naturally, companies should avoid reaching the stage
where restructuring processes are forced upon them so
as not to lose initiative and control. They should be able
to detect the warning signs.
Early warning signs are usually a combination of market
factors and management issues. By way of example,
trouble is brewing if sales are dependent on
discretionary spend, or if it is not possible to pass on
cost increases in price rises to customers; there may be
changes in legislation, exchange rates (leading to
currency exposures) or permanent shifts in customer
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But for a company heading into turbulent financial
waters, early action is critical and can make the
difference between revival and insolvency.
We Detect the Signs, Now What?
There are various strategies that companies can adopt
in answer to distressing signals.
There must be an unswerving focus on cash
management and cash preservation; cash is definitely
“king” in these situations.
A thorough and structured review of working capital will
usually highlight a number of areas for improvement,
whilst attention should also be paid to ensuring the
accuracy and reliability of forecasts, particularly 13-week
rolling cash flow forecasts.
Every effort should be made to improve operational
performance through revenue enhancement, cost
reduction initiatives, and a review of capital expenditure.
All options should be considered, including the sale of
businesses or the closure of unviable ones; there should
be no “sacred cows”.
Management should also recognize that there are likely
to be gaps and shortcomings in their own team, and
that they will probably need to draft in people and
advisers with experience in operating in distress and
in turnarounds.
A company’s overriding objective must be to implement
internal changes, develop a credible and robust business

ME Restructuring

plan and demonstrate that the situation is under control.
Prompt and regular communication with lenders is
paramount: banks hate surprises, so they need to be
told the nature and causes of the problems and be given
a working plan of how the company intends to deal
with these. This should win the banks’ confidence and
help management keep control.
An early dialogue with lenders will enable a greater range
of re-financing options to be considered, which might
include the capitalization of unpaid interest, rescheduling
repayments, debt write-offs, debt-for-equity swaps, the
resetting of covenants or new sources of funding.
In contrast, leaving things to the last minute before
lending covenants are breached may leave the company
in control, but this is likely to be temporary, since banks
will be wary and will have the upper hand in negotiations.
Banks in these circumstances may demand additional
security and higher fees, may place restrictions on, or
even reduce, funding lines and may appoint independent
accountants to undertake a review. These actions are
often the precursor to a restructuring which is forced on
the company.

On the management side,
an over-stretched and underresourced team that does not
have reliable and up-to-date
financial information
represents an accident
waiting to happen and few
administrations in the Middle
East region will have any
experience in steering a
business through a downturn.

At the other end of the scale, a “head-in-the-sand”
approach and a failure to act before a covenant breach
is a sure sign of a management that is leading their
company towards insolvency.
By Chris Ward, CEO, Deloitte Corporate
Finance Limited
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Fraud
A stain on the
road to recovery

Fraud poses great risks to companies in
the Middle East as they struggle to
maintain or recover their market position.
The reverse side of the coin is that
combating fraud presents these same
companies with opportunities. The region
should not ignore the chance to redefine
itself as an archetype of transparency and
good governance.
10 | March 2010 | Point of View | Deloitte & Touche (M.E.)

Fraud

As recent corporate actions and economic activity across
the Gulf spark a new wave of international interest and
awareness, little doubt remains as to how important the
region has become to the global economy: few had
anticipated the extent and the effect of the global
downturn on the region or, inversely, the impact that
regional events would have globally. The Gulf
Cooperation Council (GCC) states are recognised as key
economic and financial hubs in the region by the
international business community: the impact of the
international debt crisis on the region, and vice versa,
only reinforces this view.

In challenging economic times, the capacity for
individuals and corporations to rationalize their actions
often intensifies. Individuals and organizations alike can
be under additional pressure to perform, which can
often lead to companies “cooking the books,” or
individuals manipulating results. The need for personal
gain, or indeed the avoidance of corporate and/ or
personal loss can be more acute in a downturn, which
can often act as the motivation for fraudulent behavior.
Companies that are cutting costs may have fewer staff
and a reduced level of internal control, which can in
turn present additional opportunities for fraud.

The question that now begs itself is how the economy
and the markets in the region continue to weather the
storm and how businesses are responding to the new
economic realities. The restructuring of debt by major
conglomerates and the flurry of reorganizational
activities indicate that the focus is certainly on recovery
and long-term stability.

The true cost of Fraud
Fraud represents a constant drain on company
profitability. The true cost of a fraud scheme is often not
assessed entirely: an employee stealing $500,000 is only
the tip of the iceberg, a company with a 10 percent
profit margin must sell $5 million to make up for the
loss. Then there is the reputational damage to the
organisation, operational losses that may have been
incurred, and the effect of disruption on the business
and waste of valuable management time that need to
be factored in. Unfortunately, many businesses look at
the money spent on fraud prevention as a cost centre,
subject to budgetary constraints. However, fraud
prevention should be viewed as a profit centre as losses
due to fraud generally come straight off the bottom line.
Companies without preventative measures in place
often simply cannot survive fraud incidences.

What recovering firms should look out for, however, is
fraud, which tends to take an upswing in a downturn.
An increased exposure to fraud, waste and abuse is one
of the harsh realities of tighter credit and an economic
slump. Companies need to respond by adopting more
effective measures of eradication. A company’s
intolerance to acts of fraud, bribery and corruption are
essential components of corporate recovery, central to
long-term survival and success.
As companies adapt to new business realities, the
opportunity to embrace enhanced corporate
governance should not be overlooked – as they
restructure and recover, their organizational structure
should enable better governance, transparency and
accountability. It is more and more apparent that
stakeholders are influenced by these factors and in this
climate it is as important as ever for the region’s
reputation to be untainted.
Transparency International’s Corruptions Perception
Index (CPI) positively reflects the region’s changing
attitude towards fraud and initiatives taken by the
leadership of several Middle Eastern states to fight
corruption – the 2009 index showed Qatar, UAE and
Oman moving up in their ratings and Saudi Arabia
moving up 17 places in the past year alone.

By reducing vulnerabilities and limiting impact,
companies can go a long way to eliminate the rate of
occurrence, and the cost of fraud should it occur. The
key to combating fraud is in identifying risks and
vulnerabilities pre-emptively, and having a plan in place
to respond when it happens. Those that adapt to the
economic conditions and the risks and challenges they
bring about have the opportunity to adopt appropriate,
effective and sensible solutions. Ultimately, they will
have a better chance at recovery, securing their future
and ensuring that the Middle East is a paradigm of
transparency and good governance.
By Simon Charlton, Managing Director, Forensic &
Dispute Services, Deloitte Corporate Finance Limited

Fraud Risk Factors
Three factors generally characterize fraudulent activity:
incentive, opportunity and rationalization. These three
factors are exaggerated in an economic decline, resulting
directly in an increased exposure to the risk of fraud.
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CFO Optimism
An opportunity in
The only thing that an optimist cannot view as positive is
a pessimist. This is certainly what has transpired from the
Deloitte Middle East CFO Survey of October 2009*. Whether
this optimism is warranted is arguable, but one thing is certain,
CFOs have an opportunity to position themselves as
indispensable assets to their respective organizations.
Chief Financial Officers (CFOs) interviewed for the
Deloitte Middle East CFO Survey were confident as to
improving business conditions in the near-term. They
were optimistic about demand for their company’s
goods and services, improving operating cash flows
and the increasing attractiveness of private equity
and M&A opportunities in the next year, underpinned
by relatively strong regional GDP growth forecasts
compared to other parts of the world for 2010.
Whether this rosy outlook is realistic or not, some
facts remain: business will continue and it will do so in
an increasingly competitive, complex and changing
environment, and the CFO role has never been as
critical for the survival of the company. The CFO,
in this context, is forced toward the forefront of their
organization, both, as an administrator of change
from a governance perspective and by serving as an
analyst and strategist in interpreting the changing
external environment.

Every cloud has a silver lining ... (the CFO
as Steward)
With scandals and cases of fund mismanagement
tainting the financial world the CFO can look forward
to a stronger organization from a corporate governance
perspective. Raising funds on the international markets
will increasingly require stricter regulations and directors
and senior management will be increasingly held
accountable (liable even) for their companies’
operations. The CFO will be empowered to ensure that
proper company policy and procedures are in place and
complied with rather than acquiescing to any
individual’s whims (such as the CEO).
Gone are the days of the lone CEO making deals with
his trusted ten-key calculator as his advisor, and sending
back email instructions to the office for his CFO to “take
care of the paperwork”. If the CEO were the Lone
Ranger, he’d better make room for Tonto his CFO to
ride with, and guide him.

* The Deloitte CFO Survey is a survey of major corporate users of capital that gauges attitudes toward the general economic outlook, financing valuations, and risk.
The 2009 third quarter survey was conducted between July and September 2009. To download a copy of the Deloitte CFO Survey, please visit www.deloitte.com,
select any ME location, click on “Insights”.
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ME CFO Survey

uncertain times
The fast and the furious ... (the CFO as Strategist)
The external business environment is changing at
breakneck speed, giving the CFO an opportunity to be
chief navigator in the company if it is to survive and chart
a successful course. Firms in the Middle Eastern region
have traditionally underutilized the CFO as mere financial
controller. Their focus has been on producing timely
monthly accounts rather than producing prospective
information and metrics that would flag risk issues
appropriately. Challenges in the external environment are
also emanating from so many different directions – be
they regulatory, technological, competitive or financial –
that an organization can no longer afford to have their
CFO sitting in the back office producing information that
is, essentially, out of date in this environment.
The CFO needs to spend considerable time analyzing and
interpreting these changes and their impact on the
organization before the changes occur. Without this
activity the organization becomes reacting rather than
proactive, leaving itself vulnerable to market dynamics –
maybe even getting acquired by another company guided
by a more forward-thinking and instrumental CFO.
To operate the space shuttle you need astronauts
not taxi drivers... (the CFO as Operator)
As the CFO take on more progressive roles within their
organizations, technology must be leveraged in financial
reporting to free up their time. The challenge here lies in
hiring competent staff, able to deal with the
sophisticated technology. Despite all of the advances in
Enterprise Resource Planning (ERP) systems and financial
reporting packages, many large organizations still
produce much of their information based on manual
data entry into spreadsheets (and sometimes in parallel
to an existing ERP system!)

But firms can no longer compete with errant and
unsystematic information. The CFO needs to ensure that
they have the necessary skilled resources to produce
information systematically and efficiently because there
is little choice left in this regard. If the CFO is not freed
up to spend more of their time on forward-looking
issues and their organizations do not respond to the
demand for reliable information, they will miss out on
many opportunities and will no longer be in a position
to compete.
When an Ostrich faces danger it hides its head in
the sand ... (the CFO as Catalyst)
Companies in today’s business environment cannot
“hide” from known risks and dangers and should pay
close attention to their stakeholders’ expectations.
Examples abound of organizations that have failed to
manage stakeholder interest that has resulted in
investor mistrust, loss of credibility as well as the loss of
overall brand value. As focal points of a company’s
corporate governance and information centers, CFOs
have a leading role to play in managing timely
stakeholder communications for the organization and
promoting transparency.
Whether CFOs are justified in their optimistic outlook for
business activity in the near-term is moot. What is
certain is that the CFO are fast becoming indispensable
to their organizations, and from that perspective, they
can have a rosy outlook on their immediate future
at least.
By James Babb, Clients and Markets Director, CFO
Program Leader, Deloitte Middle East
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Business of Intelligence

The Business
of Intelligence
Never has the adage “knowledge is
power” been truer than in today’s
business environment. With a world
economy bedridden with the flu, we are
all after information that helps us take
the right decisions.
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The world financial crisis has business leaders
wondering how to come out the other end ready to
dash into the revival period. But to get from point A to
point B, businesses need to know where they are at
now. So it is essential to define properly the state of
point A: what do these leaders need to know now to
help them reach their destination? They would also
need the insight to rightly assess what point B would
be like.
To that end, how good the information that is being
received and distributed throughout the organization is
and if it really reflects the current state of affairs is vital
for decision-making. There is a well-defined framework
that includes processes, governance and technology
that enables business managers and leaders to achieve
a panoramic view of their business and conduct the
necessary analysis to make informed decisions:
Business Intelligence.

Imagine agent 007 without ‘M’ or
‘Q’ and the support system
(including the slick car) that keeps
providing him with data.

(Source: Deloitte)
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Business Intelligence
Business Intelligence (BI) is currently the buzz word
around the Middle East region as it is around most of
the globe. The term BI refers to a framework of
processes, people, data and technology that supports
extraction, analysis and presentation of information
(dashboard) that helps decision-making at multiple levels
within the organization.
A dashboard should, at the very least, allow the user
to access the relevant information, be able to drill
down, identify variances, translate to action and
provide insight. More importantly, it should have a
user-friendly interface.
The figure below shows a high-level organizational
structure with the type of information required at each
level.
The basis for a BI solution is a business strategy, coupled
with a business plan, which are communicated
throughout the organization. Based on this strategy, the
performance of each functional area is defined as well
as that of each individual.
As the figure below shows, there are typically three
organizational layers that are both, producers and
consumers of data. The dashboard at the executive level
allows the leadership to have a consolidated view of
financial and operational metrics with the ability to drill
down. The middle management will be more focused
on dashboards that revolve mainly around the functional
areas they oversee. Finally, there are tactical daily
metrics that should guide team activities and
corresponding priorities.

Business of Intelligence

Approach
As in any enterprise initiative, BI implementations do not
differ much in terms of the sequence of phases whereby
one goes through vision/plan, design, build, test, and
deploy. However, there are several elements that are
specific to the successful implementation of BI solutions.

Similarly, in the current tight credit environment, the
subscription of loans to financial institutions will be
competitive, demanding a data a little stronger than a
usual business case. The strength of the portfolio will
depend heavily on the extracted, analyzed, and
consolidated data.

1. Having a clear business strategy sets the tone for the
BI solution particularly the Key Performance
Indicators (KPIs) required. In fact, the BI strategy
ought to be based on the business strategy.

Finally, time and again we hear executives complaining
about the time (and sometimes the pain) involved in
extracting data and converting it to meaningful
actionable metrics. A proper BI solution will ease this
time consumption and pain to allow executives,
middle managers, and team members to focus on
value creation.

2. Consider process, data and organization in addition
to technology as you embark on a BI implementation
plan to assess readiness.
3. Follow a phased approach with multiple releases of
the solution. In other words, divide your scope to
manageable projects and deliver each element in the
scope based on an established prioritization rule.
4. Think big. There is nothing wrong with that.
However, establish an approach and timeline that
are pragmatic.
Regional Considerations
A significant portion of economic activity in the Middle
East is done by family-owned businesses whether in the
traditional family-oriented governance structure or a
formal holding company structure. The issue of
succession in a family business is usually a challenging
process that requires, amongst other things, a clear
visibility of the current financial and operational state of
the company to help in the planning and division of
ownership among multiple siblings. In addition, with the
increase of globalization, a competitive environment is
forcing this type of business to reflect upon their current
state and decide on business consolidation and/or
divestiture to remain lean and competitive. For all of
these scenarios, a clear framework consisting of a
business strategy, a business plan and a reporting
mechanism is of the essence to facilitate action.

The Qs and Ms of BI
The right information, given to the right user, at the
right time is essential to leading a successful mission.
Imagine agent 007 without ‘M’ or ‘Q’ and the support
system (including the slick car) that keeps providing him
with data.
The set of metrics established for the development of a
BI solution should feed back into the individual
performance system that each employee is evaluated
against, top down. Once this is established, you will
have an integrated enterprise performance system. In
fact, you may even wish to have your BI dashboard to
look just like the one in 007’s car.
By Hassib Jaber, Consulting Partner, Technology
Integration and Enterprise Applications,
Deloitte Middle East

Additionally, the pursuit of capital to finance rapid
growth that has instigated the proliferation of new
stock exchanges and trading activity in the Middle East
is aimed at both local and global investors. Armed with
metrics that are based on international standards and
recognized throughout the investment world, Middle
Eastern companies make themselves more attractive
to investors.
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Back to
Basics:
Reconstructing
Risk Management
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Construction Risk

From skyrocketing prices of
construction materials and labor
to the suspension, or outright
cancelation of projects due to lack
of financing, construction
companies in the Gulf,
particularly in Dubai, have
navigated their fair share of
turbulent waters. One thing they
can learn from their experiences
is the importance of prudent risk
management. This article focuses
on only a few, albeit critical,
elements of a complete risk
management plan.

Lesson 1: Know Your Customer
Many financial institutions and contractors in the Gulf
region have been guilty of entering into contractual
agreements based on the customer’s name and
reputation alone, without consideration of the basic
fundamental risk management philosophies: looking
into the financial viability of the project and the
collateral associated with that customer.
This lapse may lead to significant construction and/or
financial problems and risks as the project progresses.
These problems range from changes in the scope or
design of the project to problems of receivables
collection, via claims issues - all financially costly and
time-consuming for the contractor.
It is therefore crucial to understand the customer, their
needs, their technical understanding of the project
lifecycle, the viability of the actual project and their
financial resources for the project. These are all basic,
albeit lengthy, requirements that contractors should
address. But faced with double digit yield margins,
contractors in the region sometimes chose expediency
over diligence, with dire consequences.
Lesson 2: Negotiate Performance Bonds
Performance bonds are typically issued in favor of the
project owner for the full duration of the contract.
Normally, a margin would be held by the issuing bank as
collateral against the bond, with the size of this margin
depending on the relationship between the contractor
and the bank. These performance bonds are not released
until the project is completed and free from defects.
Such practices incur additional costs for the contractor
and put pressure on their cash flows if the margins held
by the bank are significant. The performance bond can
also tie up financing facilities when the release of the
bond is unnecessarily delayed at the completion of
the project.
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While performance bond specifics could be negotiated
at the commencement of the contract, traditionally “on
demand” bonds for the period of the contract is the
standard industry practice in the region.
In western markets, for example, the level of
performance bond usually decreases as the project
develops. Certain milestones in the construction cycle
may trigger both the release of margins held and the
share of performance bond required for the remaining
life of the project, thus reducing the burden on the
contractor. This is eminently sensible and manages
the risks from both, the contractor and the
employer’s perspective.
If the contracting industry in the Gulf wants to change
this accepted practice, contractors will need to stand
together to drive this change and reduce the risks that
they get exposed to.

Many financial institutions
and contractors in the Gulf
region have been guilty of
entering into contractual
agreements based on the
customer’s name and
reputation alone
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Lesson 3: Manage Cash Flow
If the recent credit crisis has taught us anything, it is that
cash flow management in any business is crucial. For
contractors, accurately forecasting costs to completion,
the timing of these costs, and receiving timely progress
payments (net of retentions and any advance
payments) is critical to their success for healthy cash
flow management.
Policies and procedures regarding charges on overdue
receivables and the contractor’s ability to suspend work
on unpaid contracts are becoming more commonplace
as contractors have been forced to face the brunt of
project funding instead of the developers. Contractors
need to be stricter in implementing their rights under
the International Federation of Consulting Engineers
(FIDIC) to suspend work where payments are not
forthcoming and should implement tighter controls
around project cash flows. It is obviously important that
this is done professionally and with the appropriate
balanced sensitivity to their employer relationships.
Lesson 4: Keep Proper Documentation
To date, construction work in the UAE has been
characterized by fast-track construction – beginning
construction with incomplete designs, which are then
completed as the project advances. As a result, variation
orders and claims are common, although the process to
resolve them is often slow and drawn-out. In a market
where variations can sometimes form 40% or more of
the final contract value, contractors are burdened with
cash flow constraints and financing costs for these
variations and claims until a final agreement is reached,
with significant consequences on their financial
reporting periods given the uncertainty they face until
the final settlements are agreed.
For the majority of contractors, portions of the cost
management tracking systems and documentation
requirements of the project have, for numerous reasons,
been neglected or under-resourced until actually
needed, when the information is hastily pulled
together retroactively.

Construction Risk

Such documentation is key to identifying variations and
claims, measuring the extent of the variation/claim, and
providing evidence of the issue to the contract owner.
The quality of the information available from the
contractor can significantly aid in the prevention of a
dispute, by providing timely and well-documented
information about the issue for the stakeholders to
consider. Where a dispute is inevitable, such information
captures accurate details that can be easily supported
with evidence to enable a speedy resolution.
Given the magnitude of contract variations noted, by
not addressing this issue in any robust risk management
plan, a contractor is inevitably delaying
settlement/payment of variations/claims through not
being able to demonstrate clearly how the issue arose
and its full scope. Retroactively producing the
information provides the basis for challenges against the
authenticity of the claim due to the potential lack of
valid information, and unduly delays resolution.
Contractors need to better manage this process and
change the standard practice to one where the value of
the variation is certified as they progress, rather than
leaving it until the end of the contract.
This necessary change in practice will ensure that
contractors get paid for the costs they incur and that the
contract owners appreciate the costs of the changes
they request, which can often be fundamental (and
costly) design changes.

Lesson 5: Learn the Lesson
As many Dubai-based contractors look to new markets
as a result of the Dubai property slump, the above
lessons become even more important to learn.
Expanding into new jurisdictions offers many
opportunities to the contractor but also potentially
increases their risk as project owners or developers are
more likely to be unknown to them.
A proper understanding of the customer’s financial
stability and the project viability is critical before jumping
onboard with the contract. Similarly, a thorough
understanding of local laws, regulations and ‘normal’
business practices is also advantageous, and has led to
many contractors seeking some form of partnership
with an established provider in the new target market.
Back to Basics
The inherent risks faced by construction firms in the Gulf
region over the past 3-4 years demonstrate how
important a risk management plan is to a contractor. In
the current economic environment, it is important to get
back to the basics of risk management, by focusing on
understanding the project owner’s requirements and
resources, cost management tracking systems and cash
flow management and thereby focusing on the fine
balance between risk and reward.
Here’s to implementing the valuable lessons learnt.
By Cynthia Corby, Audit Partner, Construction
Industry Leader, Deloitte UAE
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Taxation

on in the Gulf
he first remedy
The replacing of decades-old laws
by modern principles is a positive
step. But is it enough? The simple
answer is no.
Governments in the Gulf States have been astir with the
introduction of new tax laws in the last few years,
leading to a welcome and sharp reduction in the tax
rate: from 55% in some countries, such as Kuwait, to as
low as 10% in others, such as Qatar. A decision by Saudi
Arabia to replace its decades-old law with a more
modern tax law sparked a tax rates competition in the
region. Following in Saudi Arabia’s footsteps, Kuwait
introduced its own law, reducing its tax rate to 15%.
Oman followed suit and reduced its rate to 12% and
finally Qatar, which had been reviewing its tax laws for
quite some time finally ratified them and reduced their
taxes to 10%.
Needless to say, this is a step in the right direction, but
the authorities should not be resting on their laurels just
yet. There is still progress to be made.
The present tax laws seem to have established
fundamental principles, but they lack the sophistication
that modern economies and businesses demand and
seem more suited for an industrial economy. They do
not address complex issues such as the taxation of
financial institutions involved in derivatives transactions,
for example, selling Islamic products or an insurance
company or a private equity concern. A tax advisor finds
himself in a unique situation of having to apply the basic
tax law to very intricate matters. The “one size fits all”
concept can hurt businesses and the economies of the
Gulf countries. A conscious effort is required by the tax
authorities to develop specific legislation for such
situations and products.

But past experience tells us that once a law is enacted,
subsequent amendments are rare. In other countries,
developed and developing, there are regular
amendments to the tax laws through regular finance
bills. These bills adapt the tax laws to serve the needs of
the governments of the day and to upgrade the tax laws.
This is what is required in the Gulf states. We must keep
the momentum established over the last few years and
not lose the focus on modernizing the taxation system.
Governments also use taxation to enhance fiscal policy.
Increasing taxation in certain areas or providing tax
incentives in other industries has always been an
important tool to governments. In the Gulf, perhaps due
to the large revenues derived from oil, taxation has not
really been used as a policy-making tool. This is an area
that should be developed in the foreseeable future.
Further refinement of the laws is required, especially as
regards transfer pricing legislation. This is an area on
which there has been a lot of international focus over
the past few decades, but surprisingly not in the Gulf.
Whilst various authorities in the region had set up their
own internal rules in the past, specific legislation based
on internationally accepted practices has been lacking.
More work needs to be done in this field in the region in
order to provide the certainty as to the tax position that
foreign investors in an increasingly interconnected world
are seeking and expecting.
So whilst new tax legislation is a step in the right
direction, a lot more needs to be done to make the tax
laws more sophisticated (though not complicated). A
continual evaluation and revision of the tax laws in the
region is therefore necessary in today’s globalised
business environment.
By Nauman Ahmed, Partner in Charge, Tax,
Deloitte Middle East
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MiddleEastTelecom
Braving The Wind
of Change

In a challenging business environment,
customer service, network quality and cost
price will be the key drivers which operators
will have to focus on to reduce subscriber
turnover and increase market share in an
already highly-penetrated market. On the
other hand, cost reduction, value-added
services and innovative tariff plans will help
operators meet their targets.
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ME Telecom

The Wind of Change has been blowing through the
telecom sector in the Middle East in recent years,
especially in the Gulf, a region characterised by some of
the highest rates of penetration in mobile telephony in
the world (10.58 million subscribers in the UAE alone).
The need to keep spending
Telecom companies in the Middle East continue to
increase Capital Expenditure, investing heavily in
infrastructure to improve network quality and offer more
value-added services to customers – witness the
partnership with India's Tata Communications and five
GCC telecoms companies in Bahrain, Oman, Qatar, the
UAE and Saudi Arabia to construct a new cable system
into the Gulf that will connect the region directly to
other cities and business hubs via Tata's Global Network.
But the sector has not been immune to the current
global credit crisis, which may impact growth in
subscriber numbers, profitability and the working capital
of the operators. Operators continue to focus on cost
optimisation and driving efficiencies to manage their
growth and profitability expectations. In order to
achieve growth, large regional operators are seeking to
expand beyond their domestic markets by acquiring
smaller companies across their borders. Countries such
as Iraq and Iran, represent growth markets, in contrast
to the already mature markets in the Gulf.

accounting for 27% of total phone sales worldwide.
Smartphone sales in UAE are also expected to
significantly increase over the coming years.
Outlook
Despite key challenges imposed by heavy state
regulation, the sector continues to be extremely
competitive. Customers will eventually benefit from
lower tariffs and bundled offers are likely to continue
increasing in the near future. Revenue from data services
and the Internet will continue to rise for local operators
with a drop in the share of fixed line revenues to
total revenues.
If the demand for the mobile broadband remains strong,
and it is expected to be particularly strong in the Middle
East and Africa, mobile operators will have to invest
heavily in increasing their capacity, raking up a bill in the
tens of billions of dollars. In countries with already high
levels of mobile broadband penetration operators may
have to invest in additional spectrum.
By Saba Sindaha, Telecommunications, Media and
Technology (TMT) industry leader, Regional Managing
Partner, Deloitte UAE

Telecom regulators are also opening up and controlling
new avenues for operators such as live TV broadcasting
through an advanced network to mobile users.
Challenges
Number portability and Voice Over Internet Protocol
(VOIP) are key areas that will affect telecom operators in
the near future. In the first instance, number portability
will require further significant investment from operators
and will facilitate users switching from one operator
to another. As regards to VOIP, a significant portion of
operators’ revenue depends on international calls. The
introduction of VOIP will have an impact on revenues
and profitability.
The smartphone effect
The smartphone will continue to reset what customers
want from their mobile phones: voice quality and
battery life will matter less as customers increasingly
choose their phone according to the suite of
applications it offers.
The business model for smartphones is likely to diversify
significantly in 2010. Sales of smartphones around the
world are projected to continue rising in 2010,

Point of View | Deloitte & Touche (M.E.) | March 2010 | 25

Corporate
Responsibility in
st
the 21 century
In economically recessive times, many
companies in the Middle East may place
their philanthropic and social causes
onto the backburner as they try to
balance their finances. This is a mistake.

Two-thirds of interviewees said they would switch to a
brand of similar quality that supported a good cause.
The same number agreed they would rather have a
product that supported the livelihood of local producers
than a designer brand.
Over 80% of the people interviewed will change
consumer habits if it makes for a better world; most of
those are looking to companies and brands that make
their task of making a difference, easier to achieve.

The idea that companies should contribute to the social
and economic environment they work in has long been
in practice. These philanthropic activities were seen
mostly as an organization’s license to operate.

In essence, people expect companies to support local
economies and foster good causes and will give them
their business if they do. In other words, it pays to
be good.

In current market difficulties, some companies may be
tempted to tighten their belt as regards to social
responsibility, though this may not prove to be the best
option as research shows that paying close attention to
corporate social responsibility may even be profitable.

Today, the issues at the forefront of every concerned
global citizen are equality, accountability, the
environment and education.

It Pays to be Good
As focus shifts towards the social and environmental
footprints of businesses, social purpose is playing an
increasingly important role in a brand’s success. Those
corporations wishing to grow and succeed in the new
market realities have to respond to the needs of, not
only their immediate, but also the global society.
And with good reason. Results from a 2009 global
study by Edelman, the international public relations firm,
showed that nearly 70% of the 6,000 people
interviewed globally remained loyal to brands that had a
social purpose, continuing to spend on their products
despite the recession.
26 | March 2010 | Point of View | Deloitte & Touche (M.E.)

These issues should be at the cornerstone of every
business leader’s mind.
Diversity
Cultural and gender diversity are keys to success in an
increasingly mobile and global economy.
Understanding, embracing, and capitalizing on
differences are critical to an organization’s ability to hire
and retain the diversity of skills and capabilities needed
to effectively create teams that deliver excellence.
In the past decade, the Middle East region has
experienced a 7.7 % rise in the number of women in the
labor force, the highest change compared to any other
region in the world. This is a step in the right direction,
but it is not enough as women still only make up 33.3%

Corporate Responsibility

of the workforce in Arab countries, significantly less than
any other region (ILO, 2008).
Ethics
The well-being and future prospects of an organization
depend on a solid reputation for objectivity,
professionalism and integrity. A vital asset of any
company is its ethics, whence its people strive to do not
only what is legal, but what is right. As the global
market crisis touches the Middle East region and forces
difficult decisions in many areas, including staff
reductions, it is more critical than ever that companies
do not sacrifice their values, culture or principles.
The planet
Climate change is one of the most pressing challenges
the world faces today. It is both an environmental
problem and a social one, with significant effects on the
lives of billions of people. Businesses around the world
are recognizing the role they can play in slowing climate
change by altering their patterns of using energy and
natural resources. Companies also have opportunities to
shape effective public policies for curbing emissions of
greenhouse gases and for stimulating the invention and
commercialization of low-carbon technologies.

To thrive as a professional and citizen in the 21st-century
economy requires new skills and capabilities: namely
leadership, ethics, problem solving, financial literacy,
technology and global awareness, and others.
Our global, interconnected, 24x7 world places new
demands on the workforce.
Ethical leaders who are both empathetic and judicious
are in demand; technology is the primary enabler of
interactions and productivity; workplaces and teams are
cross-cultural and global; and organizations require a
steady stream of creativity and innovation.
A commitment to corporate responsibility is one of the
things that make an organization a leader in business
around the world. Human dignity, cultural diversity,
ethical behavior, the advancement of education and
culture, the sustainable use of natural resources and
respect for the environment are pillars that no business
strategist can, nor should, ignore.
By Deloitte Middle East Corporate
Responsibility Team

Education
Over the past decade MENA governments spent an
average of 5.3 % of GDP on education – the largest
share in the world – and this has significantly
strengthened the supply, quality and profile of the labor
force. Leading firms in the region should continue to
invest in education and skills building, investments that
both, protect and develop an organization’s most
important asset: its people. Mobilizing the intellectual
capital of any organization makes the greatest social
impact and advances key business goals.
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Sustainability

Sustainability,
a growing
business
imperative
Governments, consumers, and employees are
rapidly realizing the importance of
sustainability. As such, companies need to
take notice and realize that sustainability is
not merely a fad but rather, a business
imperative. Businesses in the Middle East
have multiple windows of opportunity to
become more sustainable. Those wishing to
survive in the new global economic era need
to recognize that embracing sustainability is
a strategic decision that will require a major
transformation in the mindset and the
practices of an organization.
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Following a downturn in sustainability initiatives from
many organizations due to the economic downturn,
the issue of climate change is fashionable once
again, especially following the United Nations
Framework Convention on Climate Change
(UNFCCC) held in Copenhagen.
New climate policy will have a direct impact on
businesses. But despite the challenges imposed by such
policies, including raising the cost of energy, imposing
new production process requirements and changing
competitive dynamics, companies can also benefit from
the increasing global focus on sustainability issues such
as carbon (greenhouse gas emissions), energy efficient
technology, and water use.
Many leading companies have begun seeing improved
value by broadening the definition of the ‘sustainable
enterprise’ and by executing ‘green’ practices to deliver
positive returns. They have embarked on an enterprisewide transformation in an effort to improve financial,
environmental, and social performance. And in many
cases they have succeeded, improving financial
performance, enhancing brand and increasing
shareholder value.

Many organizations in the
Middle East have taken steps
towards sustainability but these
steps remain fragmented and
lack sustained focus.
General Electric Company
General Electric (GE), for example, has proved that
commitment to sustainability can directly promote
profits and innovation. Sustainability is a full-time
commitment to GE, integral to their business strategy
and with the same goals, strategies and accountabilities
that drive any other part of their business.
Despite the financial downturn, GE has continued to
invest in technology and innovation in the areas of clean
energy, healthcare, and infrastructure across the world,
particularly in emerging markets. For instance, of the
$6 billion that the company invests in research and
development each year, $4 billion is allocated to solving
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the problems of affordable healthcare and clean energy.
Through the resulting products and innovations, along
with GE’s leadership in education reform, they are
able to play a crucial role in helping to solve
global problems.(i)
Beyond Numbers
In recent years, the definition of business success has
expanded from how much money an enterprise makes
to how it makes its money. Companies today face a
wide range of expectations from a variety of
stakeholders. These include employees, consumers,
regulators and the public, all of whom demand to be
heard and/or involved in company activities and
decisions. Stakeholders expect businesses not only to
generate revenue, but to have a positive effect on
society and minimize adverse effects stemming from
their operations. First and foremost, they want to be
able to trust the company and ensure that its operations
are reliable.
Whilst great effort goes into ensuring compliance with
rules, standards, and codes of conduct, many
companies increasingly see the benefits of also
managing social, environmental, and economic impacts
in a structured manner. This helps them to manage risk
more efficiently, strengthen corporate reputation and
brand, and build trust among stakeholders. A company’s
ability to successfully manage social, environmental and
economic issues today is indicative of its ability to thrive
in the future.
Coca-Cola
Coca-Cola is a good example of how a 21st century
business is increasingly working with stakeholders to
understand their views and incorporate them into
strategic decision-making processes. Coca-Cola’s
stakeholder research has helped to refine their future
strategy on social and environmental issues. Coca-Cola’s
customers respond to growing consumer interest in
sustainability issues, and the company is working
collaboratively with them on environmental issues,
including energy efficient/HFC-free refrigeration
equipment, sustainable packaging and recycling, and
efficient transportation.(ii)
Sustainability in the Middle East
Although the Middle East region faces the same climate
change challenges as the rest of the world, its energy
and waste-intensive lifestyle due to increasing
urbanization and the rapid growth of its cities is not
sustainable and will not support, in the longer term, the
creation of sustainable economies in the region. Many
organizations in the Middle East have taken steps

Sustainability

towards sustainability but these steps remain
fragmented and lack sustained focus. It is not until
sustainability becomes an integral part of an
organization – reflected in its mission, vision and values,
with a demonstrated commitment to implementation –
that true sustainable results will start to materialize.

By Fadi Sidani, Partner in Charge, Enterprise Risk
Services, Deloitte Middle East

(i)
(ii)

GE 2008 Global Citizenship Report
Coca-Cola Enterprises 2008 Corporate Responsibility and
Sustainability Report

Masdar
Abu Dhabi has taken the lead by setting the example for
the UAE, the Middle East and the rest of the world with
the creation of the Abu Dhabi Future Energy Company
(Masdar). Masdar has embarked on this journey with
Masdar City – a self-sustaining, zero carbon city being
built in the middle of the desert – and is also making
worldwide investments in clean technology and energy
solutions. Additionally, Masdar has established the
Masdar Institute of Science and Technology, a higher
education and research institute and incubator for a
Sustainability Center of Excellence. Initiatives such as
Masdar emphasize that some governments at least, are
taking sustainability seriously and that it is here to stay.
One small step for firms…
Becoming a fully sustainable enterprise is a long-term
endeavor. Companies are not expected to transform
overnight and drastically change their modes of
operation, but efforts can start on a small scale.
Implementing greening initiatives to motivate and
educate employees to become more ecologically
responsible, and communication about future
sustainability efforts to company stakeholders can be a
great start and do not require large investment. Case
studies have shown that sustainability, approached the
right way, can be a significant driver of enterprise and
economic value. Starting early will give the company a
head start and a competitive advantage. Companies
trailing behind will find themselves playing catch-up,
losing competitive advantage, and fighting against
eroding brand value.

Point of View | Deloitte & Touche (M.E.) | March 2010 | 31

Interview

Becom
East B
Hewitt Associates launched
the first study of its scope
and breadth on Best
Employers in Middle East,
setting new standards for
business practices in the
region. Point of View asked
Debabrat Mishra, Middle
East Consulting Business
Leader at Hewitt, what it
takes to be a best employer
in today’s business world.
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Talent Management

ming A Middle
est Employer
PoV: What are the goals behind your Best
Employers studies and who are they
aimed at?

PoV: The 2009 Best Employers in Middle East
is the first ever by Hewitt. What
prompted you to do it? Will there be others?

The Hewitt Best Employers in Middle East research
project had the aim of honoring organizations that are
outstanding places to work as The Best Employers in
Middle East.

As a consulting firm specializing in People, we felt the
absence of an underlying yardstick which synthesizes
talent management imperatives into a common
language of the region’s very own Benchmark for
People Practices. It is in this regard that we decided to
launch the region’s very first Best Employers Study – a
study which seeks to find and recognize those who have
built the best; a research which provides the definitive
last word in people practices and benchmarks; an
initiative that enables organizations to understand what
it takes to be the best in such a complex talent
landscape; and a mission that aligns us all towards
making the Middle East a better place to work.

The study was also focused on understanding the
employee practices of “the best” in order to create the
definitive benchmark for all work practices in the
Middle East.
It was envisaged that the study findings would
encourage all stakeholders (governments, industry
groups, organizations, etc.) in their endeavors to make
the Middle East an even better place to work by
providing them with much needed data and insight.

The 2009 Best Employers in Middle East was the
inaugural study. We plan to conduct this study on a
regular basis so that organizations can have access to
the latest benchmarks.
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Interview

PoV: Why is participation in such a study
important for businesses in the
Middle East?

PoV: What are the participation criteria of such
a survey? Which companies qualify to be
a part of it?

Participating in the Best Employers study provides
organizations two distinct benefits. Firstly, they can
benchmark their people practices and identify how
they stack up with the very best, not only regionally,
but globally as well since we conduct this study on a
world-wide scale. Secondly, if they do figure
amongst the best employers, they can use it to
differentiate themselves in the competitive
talent market.

We use minimum eligibility criteria of 100+ employees in
the workforce and organizational existence for at least
one year. Besides these criteria there is no other filter
used and participation in the study is free and open to
all organizations, irrespective of industry.

Both these aspects are extremely beneficial for
organizations in attracting and retaining talent.

“Hewitt did not determine
the list of Best Employers.
The judges considered a
wealth of data that gave
them a 360-degree view of
each organization's employee
perspectives, leadership
perspectives, and HR
practices; without knowing
which data belonged to
which company.”
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PoV: What is the screening and accreditation
process and how is it conducted?
The Study was divided into six sequential phases,
namely: Registration, Data Collection, Data Collation
and Random Audits, Judging and Results Announcement.
Registration:
Organizations which met the minimum eligibility criteria
across all sectors were invited to participate in the study.
Over 250 organizations across the Hospitality,
Manufacturing, Banking and Financial Services, Real
Estate and Infrastructure, Retail, Telecom and
Government Services sectors registered their interest
to participate.
Data Collection:
Each participating organization completed three
diagnostic tools developed by Hewitt – the Employee
Opinion Survey (EOS), People Practices Inventory™ (PPI)
and CEO Questionnaire.
The representative employee base registered for the
study crossed the 150,000 mark, making the Hewitt
Best Employers in Middle East Study the largest
employee research project ever undertaken in
Middle East.
Data Collation and Random Audits:
Hewitt in parallel collated all information received from
participants in order to prepare the materials required by
judges in reviewing and making their decision. Hewitt
also conducted random audits of up to 20% of the
participating organizations in order to verify the accuracy
of the data provided by them. A few organizations were
disqualified from the study wherein their submitted data
did not match with the results from the random audits.

Talent Management

Judging:
Hewitt empanelled five respected representatives from
the industry, government bodies and large organizations
to convene on the Judging Day in order to decide on
the list of Hewitt Best Employers in Middle East.
Hewitt did not determine the list of Best Employers.
Hewitt’s role was to provide clean data and
preliminary analysis from the study for their discussions
and deliberations.
The judges considered a wealth of data that gave them
a 360-degree view of each organization's employee
perspectives, leadership perspectives, and HR
practices; without knowing which data belonged
to which company.
PoV: What are the selection criteria? How does a
company become a Middle East Best Employer?
The 2009 Best Employers Study identified various traits
that were common across the best organizations.
These are:
• aligned People Practices
• high Employee Engagement Scores – the 2009 Best
Employers in ME average engagement score is 80%
• better career development opportunities
• better benefits
• delivering the Employment Promise
• better investments in People Development
• better Performance Management
• better employee recognition - employees
feel more valued

PoV: Hewitt is, essentially, a Human
Resources consultancy working with a large
number of companies worldwide. How do you
maintain objectivity?
Being in the People Consulting business, we have to be
objective in our research. Organizations globally entrust
us with their most sensitive data, such as payroll and
benefits, on a regular basis. This credibility also helps.
The Best Employer Study is always handled by an
independent team. The study is also free for
participants and does not have any sponsors or
commercial contributors.
This allows us to stay focused on the main objective of
the research and ensure that it is accurate and unbiased.
We use an independent judging panel that selects the
list on a “blind basis” for that same reason.

Any organization that offers most of these options can
feel comfortable about being on the right path to
becoming a Best Employer.
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New thought leadership
publications from Deloitte.
PoV provides you with a selection of Deloitte’s most
recent publications accessible on Deloitte.com
CFO Survey

Talent

Corporate Responsibility

The Deloitte Middle East
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recovery curve?
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+962 (0) 6 5502210

Kuwait
Kuwait City
Fahad Al-Salem Street
Salhia Complex
Kuwait City, Kuwait
Mail: P.O. Box 23049
Safat 13091, Kuwait
Phone: +965 (0) 2243 8060
Fax:
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Mail: P.O. Box 442
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Mail: P.O. Box 435
Ras Al-Khaimah, UAE
Phone: +971 (0) 7 227 8892
Fax:
+971 (0) 6 574 1053
Sharjah
Corniche Plaza 2,
Al Buhairah Corniche
Mail: P.O. Box 5470
Sharjah, UAE
Phone: +971 (0) 6 574 1052
Fax:
+971 (0) 6 574 1053
Palestinian Self-Ruled Areas
Ramallah
Al Mashreq, Insurance Building
Mail: P.O. Box 447
Ramallah, Palestinian
Controlled Territories
Phone: +970 (0) 2 295 4714
Fax:
+970 (0) 2 298 4703
Gaza City
Ne’ma Tower, Saied Ala’as Street
Mail: P.O.Box 4056
Gaza Strip, Palestinian
Controlled Territories
Phone: +970 (0) 8 282 6707
Fax:
+970 (0) 8 282 3746

Yemen
Sana’a
Sana’a Trade Center Eastern
Tower, Algeria Street
Mail: P.O. Box 15655
Sana’a, Yemen
Phone: +967 (0) 1 448 374
Fax:
+967 (0) 1 448 378

For Mauritania and Libya inquiries,
contact the ME Representative Office.
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