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A word from the
editorial team

The F word.
It’s everywhere. Love it, hate it. Subscribe to it or not, the F word is
everywhere: in advertising, newspaper articles, program events…it seems as
if anywhere you turn, the F widget is there.
With over half a billion subscribers, and its founder Mark Zuckerberg as Time
Magazine’s Man of the Year, Facebook has permeated, well, life! And it is not
alone. It seems people are documenting their every waking moment on a
host of social media outlets such as Twitter and MySpace. But as Maya Rafii
Zaatari points out in her article on the rise of this phenomenon, “whilst social
media may provide a great portal for business, companies should be mindful
that what lies behind the door may pose a big threat to their brand image.”
Talking of media, have you heard the one about Wikileaks founder Julian
Assange’s lawyer filing a formal complaint to investigate how “sensitive”
police material regarding his judicial case leaked into the public domain?
In what some have termed as a ‘taste of his own medicine,’ the irony behind
the man who was the subject of such scrutiny because of sensitive and
confidential material leaked to millions of people worldwide being himself
subjected to such a breach of confidentiality, is not lost on anyone.
So, hero or cyber villain? The jury is still out on that one. Regardless of where
one stands on the issue, it has revealed the risks behind today’s increasingly
digitized, server-based world. Mark Dunn offers an insight into how
companies and governments can protect themselves against such
confidentiality breaches in his article Wikileaks: who is(n’t) safe?
In another, albeit different, example of cyber interference, Iran’s nuclear
program was set back (by a few years according to some reports) when a
computer worm known as Stuxnet attacked nuclear centrifuges, causing
them to self-destruct. Iran’s nuclear program has cost the country another
round of sanctions. In his article on the subject, Justin Whitehouse explains
how, for international companies, “there is now the increased complexity of
potentially being required to remain compliant with multiple jurisdictions
simultaneously.”
What are some of the risks brought on by increased investment in the
education sector across Gulf Cooperation Council countries? Will the
hospitality industry in the region be able to cater to a new brand of consumer
by 2015? What are the effects of too much available property on the GCC
market? This edition's contributors also take a look at these issues and more
in this new edition of Middle East Point of View.
And if you have any comments, make sure to send us a tweet.

ME PoV editorial team
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Data protection

Wikileaks:
who is(n’t)
safe?
In light of the Wikileaks disclosures and the
huge publicity they have engendered, what
should companies do to protect their data?
The recent publicity resulting from the disclosures made
by Wikileaks and the subsequent support for/ attacks on
its founder Julian Assange have brought data security
and cyber wars back onto the agenda of governments
and company boards. No longer is data security the
domain of technical specialists within the IT and Risk
departments: espionage has gone mainstream.
Why the fuss?
In view of the wealth of information that Mr. Assange
and hence, Wikileaks have been provided with:
electronic copies of minutes of meetings, e-mails and
quotes made by diplomats, politicians and government
officials - and now even former Swiss bankers - it seems
that no discussion held behind closed doors or
‘confidential’ memo is guaranteed to remain so.

Supporters of Mr. Assange and Wikileaks believe that all
the information released should be made public as
diplomats and generally, government officials, should be
held accountable for their words and actions both in
front and behind, the microphone. Fighting corruption
through extended transparency is to be applauded, they
say. There are those, however, who believe that to allow
governments to operate effectively and ensure national
security, certain information should, and must, stay
confidential.
Governments are understandably very irritated by these
disclosures although none to date seems to have caused
a great measure of embarrassment. The real fear is that
as this information is released via ‘slow drip treatment’
the next or subsequent disclosure will prove politically
damaging to a specific individual or country.
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From one boardroom to the next
Companies have now been sucked into the fray, which,
if not checked could turn into a war to fight cyber
terrorism. Companies such as the major credit card
payment processing entities of Visa and Master Card, as
well as a Swiss bank, have tried to close down Wikileaks
by cutting off their funding and stopping their
processing of contributions to Wikileaks. This has
resulted in retaliation from Wikileaks supporters who
then mounted denial of service attacks on these entities:
they bombarded these credit card company websites
with an extraordinarily large volume of traffic, with the
resulting queue bringing the website down. Imagine
trying to get 80,000 spectators at the conclusion of a
football game to exit through one single small gate.
Master Card and Visa have been quick to say that
normal credit card processing had not been adversely
affected. Maybe so, but in the commercial world in
which all companies, large and small, rely on
e-commerce and Internet payment, it has caused
companies and buyers to fear that their chosen model
of e-commerce may be temporarily, or even
permanently, compromised.

It's only a leak, but what if it pours?

And with good reason. Over the last Christmas spending
spree, it was estimated that nearly 50% of all spending
in the United Kingdom was over the Internet with credit
card electronic settlement. Another study at a large IT
security company, Avira showed that one out of every
three of their users worldwide now accesses their
financial accounts online.
With the increased use of the Internet for e-commerce
and with more than half the Internet traffic now based
on file-sharing it was only a matter of time before
exchanged information led to embarrassing data leaks.
With the continual development of mobile telephony
services, there is also the fear that these security
breaches may now spill over onto mobile devices and
their supporting systems.
But the most significant risk to companies remains the
release of confidential company information by
employees. These exposures can lead to embarrassment
and reputational damage, not to mention the loss of
intellectual property that can result in a competitive
disadvantage.
Some governments now feel compelled to act. The
French Industry Minister called for a ban on French
companies hosting Wikileaks sites leading supporters to
cry ‘foul’ and to sabotage this attempt by relocating and
copying the Wikileaks files many times to sites with
different hosting names. In fact if the pressure on Mr.
Julian Assange becomes too intense he can, through
what is called a ‘thermonuclear’ option, release all his
held information, so far still encrypted and kept secure,
in 100,000 copies. Data experts have also warned the
Canadian government that it, and Canadian companies
(and I am sure this applies to all governments and
companies) are vulnerable to data loss, on the same
scale as the Wikileaks scandal that has rocked the
United States government.
So what should companies do to
protect themselves?
Solving potential security breaches requires a multifaceted approach. Companies should start with a risk
assessment exercise where ownership and classification
of data is discussed and agreed upon. Sensitivity levels
for each type of data should also be determined.
Organizations can then decide ‘how much’ to spend to
secure their data depending upon the level of sensitivity
of each class of data.
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Data protection

Better education for all employees is also essential to
ensure that they too, fully understand their role in
ensuring the security of the company’s key information
and are held accountable for any breaches, whether
accidental or intentional. A commitment is also required
from senior executives and board members. Responding
to cyber crime should follow the organisation’s overall
risk management approach. This way it becomes a
regular item in the IT security and risk management
budgets and on the agenda at management and board
meetings. Specific action should start with intelligence
gathering from external and internal intelligence feeds.
Most companies do not have proper data maps and so
do not know exactly where all their key information is
held or in fact if it has already been copied or replicated
onto their staff’s private date storage devices (USB
drives or external hard drives) that are not subject to the
company anti-virus and other security checks. By
allowing staff to work on laptops and from home even,
as most companies do and even encourage, they are
allowing and even encouraging the spread of critical
company information onto private devices.
In light of these significant potential risks of cybercrime
facing every organisation, no single company
irrespective of size can fight cybercrime on its own.
Their response should be a process to prioritize threats,
analyse threats, detect a threat before, during, or after it
has occurred and specify the appropriate response. This
layered approach should be applied to all information
assets. These layers should include the introduction of
strong and enforceable policies and procedures over
and above the security awareness programs.
These enhanced governance steps must be backed-up
by installing the latest security software. The IT security
software industry needs to work with the national and
international regulators to ensure that robust software
that will prohibit data snooping and data sharing
outside of internationally agreed strict standards is
invented and introduced. Just as we have strict rules for
driving on the roads with strong enforcement in most
countries so we need governments, with the help of the
global IT security industry, to ensure that the same high
standards and rules are introduced and globally
enforced on the information superhighway.

Just as we have strict rules for
driving on the roads with strong
enforcement in most countries so
we need governments, with the
help of the global IT security
industry, to ensure that the same
high standards and rules are
introduced and globally enforced
on the information superhighway.
Government regulators in every country should support
this drive with well trained law enforcers backed up by
meaningful criminal sentences for those who transgress
these laws.
Conclusion
Public opinion is still divided on whether Wikileaks, or
Mr. Assange in particular, is a virtuous global citizen or a
cyber criminal. Be it as it may, no organization, private
or governmental can ignore the risk of its information
racing down the superhighway that is the Internet and
should take adequate measures to protect itself.
by Mark Dunn, IT specialist group partner,
Deloitte in the Middle East
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Taxation

Export controls
and the new
Iranian sanctions
What every company needs to know
Export controls and the new Iranian sanctions are
compulsory laws and regulations that have the potential to
affect all industries and every part of the business supply
chain. In order to avoid violations and their subsequent
penalties, companies should be aware of these laws and
regulations for all relevant jurisdictions and implement
comprehensive and effective compliance policies.
What are export controls?
Export controls are regulations that support a country’s
national security policies, preventing the proliferation of
weapons of mass destruction and related terrorist
activities. These controls are restrictions imposed by
governments on the movements and transfers of activities
relating to certain listed goods, software and technology
(including technical assistance such as repair, maintenance,
installation, etc.) Companies must obtain approval from
the relevant national authorities before exporting or
trading in these controlled items. Controlled goods,
software and technology are controlled either because of
the items themselves, what the final end-use of the items
will be, who will ultimately received these items (the enduser), or because of the destination the items are being
exported to (i.e. sanctions and embargoes.)
These regulations impact commercial goods, software
and technology that may have a sensitive or potential
defence-related application. For example, a standard
chemical ingredient in paint that is often used to reflect

light can also be used to make a missile invisible to infrared detection. Similarly, analog-to-digital converters used
in digital cameras, camcorders and scanners can be used
in high-speed data processing for clandestine
communications and surveillance equipment, and
software used to protect data sent over the Internet
could be diverted and used for sending encrypted
messages between terrorist groups or attaching
communications systems.
For international companies, there is now the increased
complexity of potentially being required to remain
compliant with multiple jurisdictions simultaneously such
as national, European Union and United States controls.
The hardening of attitudes by governments and the
strengthening of enforcement and penalties for
violations has also made it imperative that companies
comply with all relevant laws and regulations in order to
avoid business and supply chain disruptions, monetary
fines, prison sentences and reputational damage.
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Internal Compliance Programmes (ICPs)
Companies around the world are recognising the
importance of a robust ICP. When establishing or
revising an ICP, companies must embed and sustain a
culture of excellence which takes into consideration all
regulatory obligations.
A comprehensive ICP should include leading best
practice foundations. A commitment from Senior
Management creates an environment of compliance
with all applicable laws and regulations because of a
senior directive integrated into the Code of Conduct
by which all employees must abide. There should be
dedicated, responsible personnel in charge of
compliance in each department as well as a designated
Trade Compliance Officer (TCO) with oversight of the
entire business’ compliance. There should be general
awareness training for all personnel, related to export
controls and sanctions requirements, recurring as
needed or determined by senior staff. Bespoke
training should also be conducted for each
department or functions as it relates to and affects
their daily operations.

For international companies,
there is now the increased
complexity of potentially being
required to remain compliant
with multiple jurisdictions
simultaneously such as national,
European Union and United
States controls.
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In order to ensure that all personnel are compliant with
all laws and regulations, there should be documented
and embedded policies and procedures in place.
Alongside this best practice are recordkeeping
procedures and systems that ensure compliance with
all recordkeeping requirements and provide accurate
reporting to government authorities. Internal and
external reporting and disclosure mechanisms should
be implemented, so that in the case of a violation, the
proper personnel and government authorities are
notified. Lastly, periodic audits should be performed in
order to review the business’ performance against the
procedures and legal requirements. These audits allow
for the reassessment of procedures and processes, if
necessary, to better ensure compliance.
The new Iranian sanctions
The U.S., E.U., Canada, Australia and Japan have
implemented new sanctions against Iran. The
significantly tightened restrictions focus around trade
and other dealings with Iran.
The U.S. sanctions were written by the U.S. authorities
in a way that makes companies choose between doing
business either with the U.S. or with Iran. The U.S.
sanctions can prohibit companies that deal with the U.S.
from having dealings with any affiliate/entity that has
ties to the Iranian petroleum industry, investments in the
development of Iran’s petroleum industry, sales or
provision of refined petroleum products to Iran, the
provision of goods, services, technology, information or
support that could directly and significantly facilitate the
maintenance or expansion of Iran’s domestic production
of refined petroleum products and the export of U.S.
goods, services or technology from the U.S. to Iran or by
a “U.S. person” wherever located.
The E.U. sanctions contain lists of newly-sanctioned
persons and entities, including financial institutions and
shipping lines. Companies will be prohibited from
selling, supplying, transfering, exporting, providing
technical or financial assistance, directly or indirectly, in
relation to certain designated goods and technologies to
any Iranian person/entity or for use in Iran, including key
equipment and technology in relation to the oil and gas
industry (i.e. exploration and production of crude oil and
natural gas, production of crude oil and natural gas,
refining and liquefaction of natural gas.) Certain
financial transactions, such as money transfers to and

Taxation

The U.S., E.U., Canada, Australia
and Japan have implemented new
sanctions against Iran. The
significantly tightened restrictions
focus around trade and other
dealings with Iran.
E.U. and around the world have led to many U.S. and
E.U. companies to demand that key business partners
are able to demonstrate their ability to comply with
these regulations.
Clearly the issues here are complex and go beyond mere
compliance but companies in the Middle East that do
choose to enhance their ICP and demonstrate
compliance may find it easier to do business with E.U.
and U.S. companies, while simultaneously, of course,
mitigating the risks of non-compliance in the eyes of the
E.U. and U.S.
from Iran, will require authorisation and others, such as
the provision or insurance or re-insurance to certain
persons and entities, will be prohibited. All goods being
brought into, or leaving the E.U. from or to Iran will be
subject to pre-arrival and pre-departure information
submissions to customs authorities.
Both the U.S. and the E.U. sanctions are extra-territorial
in nature and can have a severe impact on companies’
global operations. Penalties for violations of the U.S.
sanctions can include fines of up to $1,000,000 and
prison sentences of up to 20 years, or both; denial of
export licences for exports to the violating company; a
ban on all or some imports of the violating company;
and prohibition on access to the US banking system.
Penalties for violations of the E.U. sanctions will be
determined by each Member State.
The impact to companies in the Middle East
These regulatory changes are driving companies in the
U.S. and the E.U. to re-evaluate their relationships with
business partners and their global business operations.
The recent tightening of export regulations in the U.S.,

Conclusion
An increasing focus by governments around the world
on new export controls measures and the
implementation of the new sanctions against Iran have
placed more of an onus on companies to be ever more
diligent and compliant with these trade laws and
regulations. The new sanctions against Iran are designed
to be all-encompassing, imposing ever-strengthening
controls over the movement of certain products and
technology, and have the potential to impact all areas
of business. These regulations and sanctions are
compulsory and increasingly enforced around the world.
If not complied with, they can lead to major disruptions
in the supply chain, significant monetary fines, custodial
sentences and denial of export privileges.
By Justin Whitehouse, partner in Tax, Deloitte in the
Middle East, Pablo Lecour, senior manager,
Customs & Global Trade, Deloitte LLP, Daan De
Vlieger, associate, Customs and Global Trade Center,
Deloitte in the Middle East and Stacey Toder, director,
Customs & Global Trade, Deloitte LLP
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Knowing
knowing
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Social Media

g me,
you:

the rise of social media and
its effects on brand image

Social media and networks are increasingly
permeating company life, offering businesses of
all sizes a channel for their marketing,
communication and recruitment strategies and
allowing them to reach larger audiences across
geographies and generations. But whilst social
media may provide a great portal for business,
companies should be mindful that what lies
behind the door may pose a big threat to their
brand image.
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Social media, by definition, is media for social
interaction, often user-generated and using highly
accessible and scalable publishing techniques. Social
media use web-based technologies to turn
communication into interactive dialogues.
Facebook, a social networking site, is the most popular
with over 500 million users. Facebook allows friends to
stay connected by sharing messages, photos, videos and
a host of other information. It also creates a platform for
businesses to showcase their brand. There are other
social media and networking sites, of which the best
known are MySpace, which focuses on entertainment
and music, LinkedIn - a professional networking site and Twitter, which enables users to upload their own
and read other users’ messages called tweets. Tweets
may be open to the public allowing for millions of
subscribers, or followers.

While there are great
opportunities for companies in
the Middle East to benefit
from social media, it is crucial
to set a social media strategy
properly so as to avoid any
potential risks that can
damage company reputation.
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Social Media in the Middle East on the rise
During the 1990s, the terms ‘social media’ and ‘social
network’ were still relatively unknown outside
specialized “guru” circles. Thanks to advancing
technologies and easy-to-use interfaces, social media,
and social networks in particular, are commonly used
among millions of people today, including the Middle
East region. While there are great opportunities for
companies in the Middle East to benefit from social
media, it is crucial to set social media strategy properly
so as to avoid any potential risks that can damage
company reputation.
According to a recent study conducted in the Middle
East, there are 15 million Facebook users across many
MENA (Middle East and North Africa) countries, with
‘logging onto social media sites’ considered a top online
activity conducted by men and women equally. Both
Facebook and YouTube added Arabic interfaces to their
applications, driving additional users from Arab nations.
Companies in these countries cannot afford to ignore
this group of users or indeed the benefits that social
media offers them to stay in the lead. However, one of
the biggest hurdles faced by companies in the Middle
East looking to introduce social media techniques is that
there is no single model that can be followed as a ‘best
practice’ example. Many people have created guidelines
that can be followed but results vary from industry to
industry as well as from company to company and
region to region, so the results should be used
cautiously.
Gain opportunity while managing the risks
The approach to using social media can be basic or it
can form part of a detailed strategy. What an
organization wishes to achieve from its use of social
networking should form the basis of its strategy. It
doesn’t need to be complex, but it is necessary to
ensure that it does not lose sight of its objectives. Tactics
don’t drive strategies, so adopting the latest fad as a
strategy is misguided. At best, it will produce nothing
more than a short-lived victory. Whichever approach is
adopted it should be flexible enough to address a
company’s strategic goals while simultaneously
accounting for fluctuating economic conditions. The
benefits of using social media will vary depending on
each company’s requirements - from introducing the
brand or creating brand awareness, to increasing traffic
to a company’s website, generating business
opportunities, all the way to sourcing talent and staying
connected with alumni.

Social Media

The benefits of using social
media will vary depending on
each company’s requirements
- from introducing the brand
or creating brand awareness,
to increasing traffic to a
company’s website, generating
business opportunities, all the
way to sourcing talent and
staying connected with alumni.
Engage the public through social media
Social media are here to stay in the Middle East and are
increasingly becoming a key source of interaction within
the public sphere. Companies need to set brand
guidelines to address this new reality that ultimately
avoids jeopardizing the image of the company.
In communicating, proper care and consideration need
to be taken around language and tone. A company’s
identity on social networks needs to be slightly informal
and constantly engaging by being refreshed every day. It
has to sound realistic for it to be effective, slightly
different form the typical marketing approach.
Companies using social media and networks are
encouraged to engage their consumers constructively
with their brand - whether by contributing to a new
product, providing insights and access to thought
leadership publications or through creating dialogue or
even through humor. Continually interacting with the
public adds great value, which also implies there may be
situations encountered where engaging with certain
individuals may have a negative impact on the brand.
Such negative interactions can spread very quickly and
should be managed and dealt with immediately. Only
selective people within the company should have the
appropriate access and authority to speak and respond
on behalf of the organization. Such individuals should
have the appropriate tools in place that allow them to
represent the company on social media.

Hints and tips for company social media
representatives:
1. DO look for influencers in company/broader
community: connect with well-networked
individuals and high-profile individuals. Focus on
both internal and external participation. Work
on relationship building and engagement within
the company. Invite employees, key leaders to
join and provide input if possible.
2. DO pace yourself and be relevant: give thought
to messaging – provide value rather than
comment on everything. Remember news on
LinkedIn has an expiry of a week, Facebook a
few days. Twitter can be seconds or moments.
3. DO monitor your success/ROI: it’s important to
weigh up the value of input vs. output. Valuable
metrics include a combination of click-throughs,
number of quality connections/followers,
re-tweeting or on-sharing of content,
engagement, robust discussions, interactions,
brand sentiment, quality of hire, etc.
4. DO be flexible: if it doesn’t work for you, move
on - that’s the beauty of the ever-changing
nature of social media. But don’t abandon a
company-branded presence to rot away in the
social media sphere; remove it.
5. DO keep it professional: if you don’t have
something nice to say, it may be best not to say
it. Social media is a public forum – be aware of
the impact that negativity could have on brand.
6. DON’T offer legal advice: be community-minded
and offer advice based on your personal
experiences, but be aware of legal boundaries
and limitations. Consider seeking guidance
from local risk/legal/practice protection
regarding your obligations. Do not offer
professional advice.
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With multiple articles appearing
daily representing opposing views
on social media, it may get a bit
confusing where the truth lies.
As always, it is somewhere in
the middle.
Attract talent and strengthen employer brand
A company’s key objectives in using social media for
recruitment are many and include proactively sourcing
talent, leveraging employees’ existing networks and
increasing referrals, presenting a realistic, personal
impression of the company for prospective candidates
and clients, as well as mobilizing employees to become
talent scouts.
Increasing brand awareness remains one of the most
important ways for recruitment through social media as
it creates a dialogue with candidates and provides
insight into the company. When attracting candidates,
rather than using social media to provide information
about the company itself (people are technically savvy
enough to simply visit the website for such general
information) it is perhaps best to offer candidates the
chance to connect with employees who can share their
experiences and best practices allowing a sneak preview
on what to expect if they were to join the company.
Organizations are encouraged to empower their staff to
be mobilized to become ‘talent scouts.’ This however
urges the need to create clear social media policies, to
ensure brand protection.

Hints and tips for recruiters when making
any contact through social media
• Familiarize yourself with the market/industry the
candidate is working in before making any
contact.
• Probe to find out the candidate’s goals and
interests.
• Market your company through highlighting
how a vacant position can help in achieving a
candidate’s goals and how he/she will add
value to your company.
• Engage in short and straight-to-the-point
discussions, provide interesting information and
end the conversation in a way that leaves the
candidate with something to think about.
• Differentiate your company from competitors
by discussing non-classified projects,
achievements or key clients.

In the case of using social media for recruitment
purposes, creating a solid profile on a candidate using
multiple resources and media outlets will assist in the
recruitment process as it may allow for information on a
candidate’s cultural fit, background and technical
competencies. Given that LinkedIn is a professional
network, it is a good starting point to build a profile
since many relevant professional details on a candidate
may be available. However on the downside,
information posted is what the individual desires to
share with the public and information they do not wish
to share will be difficult to uncover.

Protect the brand: raising employee awareness
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Social Media

Employees are a company’s brand champions and can add
great value to enhance and strengthen the brand, especially
for potential candidates. However, the increasing simplicity
of communicating over the Internet can make it easy to
forget the risks and potential work ethic conflicts that may
result. Proactive social media monitoring coupled with quick
actions to remedy any damage to brand equity is essential.
To minimize potential risks, companies must set policies that
outline online behavior expectations on data privacy,
confidentiality, security and the dissemination of intellectual
property. It is further encouraged that such policy is
regularly communicated through various internal
communication outlets.
The policy should also outline employees’ responsibility to
protect the brand and the consequences that may occur, be
it disciplinary action or dismissal, for damaging the
reputation of the company. Examples abound of disciplinary
action taken against employees as a result of a hastily
posted tweet or Facebook message.
As a final note
With multiple articles appearing daily representing opposing
views on social media, it may get a bit confusing where the
truth lies. As always, it is somewhere in the middle. Despite
this fact, even if companies are not active on social media,
they generally need to monitor their public image and
respond quickly to a negative vibe before it spreads across
cyberspace. An incident may be encountered whereby an
extremely vocal individual with a large number of followers
may damage a company’s reputation with his tweets for
example. Responding fast and on a regular basis may save a
lot of money and unwanted effort.
On a positive note, if the brand is generating a certain buzz,
companies can take advantage and use it to reinforce their
reputation and promote engagement with the client or
consumer and even recruit talent without having to pay for
advertising. Businesses can also assess their marketing
strategy by continually monitoring responses on the social
media scenes. Organizations should have clear guidelines for
the use of these media however, so that a potentially
positive tool does not prove to be a poisoned chalice.

Highlights of an employee social media policy
Dos and don’ts of social media for employees
1. DO NOT use social networking to discuss or
communicate company business or that of its
clients or employees.
2. DO NOT use social media to store business
contacts that have not authorized you to do so.
3. DO NOT sign up to any part of a profile or service
that allows the site you are accessing to have
automated access to your business e-mail address
book or other information.
4. DO NOT post any unauthorized videos with the
company name or references on these sites.
What do I, as an employee, need to think about
before I post on social media?
1. Have I set up my profile securely? Have I limited
who can see what?
2. Do I really want everyone to know this about me?
3. Would I be embarrassing anyone I know (or the
company as my employer) by posting this photo,
video, comment or information?
4. Would this person agree that I can share their
contact details?
5. Would I be breaking any of my obligations to my
company’s Confidentiality Policy or Code of Ethics
by sharing this information?
6. In the case of a business posting, have I got the
right authorization?
7. Does sharing this information put me or my
personal safety, or the personal safety of another
person, at risk?
8. Would this information be useful to a person
wanting to ‘pretend’ to be me, i.e. is it putting me
at risk of identity fraud?

by Maya Rafii Zaatari, senior manager, Human Resources,
Deloitte in the Middle East
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Hospitality 2015:
game changers
or spectators?
The next five years will
herald the era of a
consumer-led brand focus
for the hospitality industry.
Consumers are changing
faster than ever in both
attitude and behaviour.
Adoption of the right
strategy presents the
Middle East region with
an opportunity to be a
game changer in the
global tourism industry.

Engaging the new consumer
The hospitality industry, traditionally more focused on
the physical product, is waking up to a consumer who is
demanding consistent delivery of the brand promise
and, in the upscale to luxury segments, the experiential
dimension will define a successful brand as much as the
finer points of product design. By the end of 2009,
consumer demand had largely stabilised and occupancy
rates were starting to recover in 2010. We expect that
2011 will show a stronger, sustained recovery. Despite
this optimistic outlook, as economic conditions continue
to remain uncertain and governments face an uphill
battle to pay off their huge deficits, value-conscious
consumers will remain a key feature in the postrecessionary landscape across all segments of the market.
Which way now?
As consumer demand recovers it will be reshaped by
two key demographic trends. In established markets
such as the United Kingdom and the United States, the
rise of the affluent, time-rich and travel-hungry Baby
Boomer generation – aged 45 to 64 – will evolve and
grow. By 2015, boomers in the U.S. alone are expected
to control 60 percent of the nation’s wealth, accounting
for 40 percent of spending. With more time for leisure
as they approach retirement, spending can be expected
to be more focused around travel.
In emerging markets such as India and China, there will
be a significant rise of the middle classes, generating an
increase in demand for both business and leisure travel.
Gross Domestic Product (GDP) per capita in China is
forecast to more than double between 2010 and 2015,
providing the population with greater disposable
income to spend on hospitality, whilst India is forecast
to have 50 million outbound tourists by the end of the
decade. Each is a potentially huge feeder market. Whilst
much of the development until recently has focused on
the upscale and luxury market, the greatest potential
in these markets lies in the growth of branded
mid-market and budget product aimed primarily at
the domestic traveller.
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The new ‘Lifestyle’ brands
will be an increasing force
in the market, continuing
their growth in both
number and scale to 2015.
Indeed the Indian government has identified a shortage
of 150,000 hotel rooms, with most of the under-supply
occurring in the ‘budget’ sector. Understanding the
desires and motivations of the Chinese and Indian
traveller will be fundamental to success in these markets.
Whilst growth in these emerging markets is significant,
this should not distract from the absolute size of the
mature markets. It is forecast that the share of global
tourism to GDP will shift by less than five percent from
mature hospitality markets to emerging markets
by 2015.
The Gulf Cooperation Council (GCC) region appears well
placed to benefit from the China/India opportunity. The
proximity of the GCC to India, the presence of a large
Indian expatriate population within the GCC means that
hospitality brands will enjoy “two-way visibility” in both
the Indian and the GCC markets. Within the GCC, the
United Arab Emirates, Qatar and Oman now enjoy
approved visitor status with China. This, coupled with
the rapid expansion of Emirates, Etihad and Qatar
Airways into China should provide excellent
opportunities for outbound and inbound tourism. A key
challenge is whether the regional industry itself is ready
to receive large-scale tourism from China. Specifically,
Mandarin language skills and menu customisation will
be a key requirement to serve this market.

The name of the game
Faced with these new patterns of consumer behaviour,
the most successful brands in 2015 will be those that are
able to most efficiently engage with consumers and
clearly differentiate their offering from their competitors.
Delivering their brand experience consistently and at a
transparent price point will be vital to success. At the
upper-end of the market, brand will be the core driver of
growth as markets become saturated. In the mid-market
and budget-end of the market where differentiation is
harder to achieve however, brands must focus on
implementing consistently simpler but more compelling
brand promises and combine value with experience to
entice consumers. Here, the benefit of a loyalty program
will continue to be a key differentiator for the consumer.
The new ‘Lifestyle’ brands will be an increasing force in
the market, continuing their growth in both number and
scale to 2015. Their ability to achieve strong revenue
per available room (revPAR) often with relatively low
conversion costs, will appeal to operators and
owners alike.
Key to the brand promise is the talent delivering it.
However, average staff turnover in the industry is still at
31 percent. With staff costs accounting for 45 percent of
operating expenses and the strong correlation between
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Hotel room inventory by grade in key Middle East cities (2010)
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staff retention and guest satisfaction, operators need to
consider how best to recruit, reward and retain talent to
ensure consistent guest satisfaction.
Within the GCC, 41 percent of the total number of hotel
rooms are in the luxury segment. Lifestyle brands are
beginning to emerge with hotels such as the W recently
opening in Doha, Armani in Dubai and Missoni opening
in Kuwait in 2011.
The world online
There are currently more than 1.5 billion people around
the globe with access to the Internet. With this number
forecast to increase by around 50 percent by 2015,
operators need to embrace the world online and ensure
they deliver their brand through multiple (and everchanging) channels.
The social media frenzy has taken the world by storm
the last few years. By 2015 this will become truly
integrated within the travel and hospitality decisionmaking process, representing both threats and
opportunities for the industry. The transparency of
social media can highlight any inconsistencies between
the brand pledge and its execution across geographic
boundaries. Websites such as TripAdvisor are often the
new customer’s first point of call. While this represents
a real challenge for brand owners, it also offers
unparalleled opportunities for consumer feedback
and opens new channels of communication between
the brand and its customers.

As social media websites expand and access to the
Internet and online distribution channels becomes more
accessible, a new breed of confident, empowered and
savvy traveller is emerging. Gone are the days when
everyone walks into a high-street travel agency and
flicks through brochures to book their flights and hotel
as a package in one transaction. Savvy consumers are
now ‘unbundling’ the whole booking experience, selfbooking directly with suppliers or through new channels
such as network carrier websites. In recent years, online
consumers have also become increasingly valueconscious, with the Internet providing unlimited scope
for price comparison and greater transparency of the
guest experience on a global scale.
The use of technology is also changing and this needs
to be addressed throughout the consumer’s journey.
Mobile technology will increasingly be at the heart of
the consumer-brand interaction and offers a plethora
of opportunities for customisation, communication,
promotion and loyalty. However, the overall spend on
technology in the sector still lags behind other sectors.
The GCC is rapidly converging to upper quartile
penetration rates of both Internet and mobile phone
usage thus presenting the hospitality market with an
excellent opportunity to market and deliver services
directly to the local consumers and minimise the
high level of commissions paid to intermediaries.
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Internet penetration in the GCC
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Mobile phone penetration in the GCC
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A numbers game
It is no surprise that the trend towards choosing value-formoney products has accelerated during the recession as
discretionary leisure and business travel budgets have been
cut. The luxury hotel market and associated industries such
as gaming and premium air travel have been hit particularly
hard. On the flip side, low-cost air travel and products with
clear value-for-money appeal such as all-inclusive cruises or
resort-based holidays have remained relatively resilient.
Whilst growth in the luxury market is expected to recover,
the drivers and shape of this market will inevitably have
been changed by the extended recession. Luxury hotel
brands may become more dependent on a core wealthy
clientele that is relatively immune to economic volatility
and we are likely to see a shift away from the conspicuous
consumption of the late-1990s. Continued scrutiny of
corporate travel budgets and the need for large off-site
meetings also seems likely to be here for some time.
Consumers are increasingly environmentally aware, which
will present further challenges for the industry. By 2015,
regulatory, economic and stakeholder pressures are likely
to create a virtuous circle that will begin to shape new
expectations amongst both leisure and business
consumers. Few will be prepared to pay a premium for
green hotels but values-plus-value is likely to become a
growing consumer mantra.

Alongside these known
challenges and risks, the
industry also has to
manage the impact of the
unknown. Economic
uncertainty, volatile oil
prices, fluctuating
exchange rates and
variable demand present
ongoing challenges to
owners, operators and
investors alike.

Alongside these known challenges and risks, the industry
also has to manage the impact of the unknown. Economic
uncertainty, volatile oil prices, fluctuating exchange rates
and variable demand present ongoing challenges to
owners, operators and investors alike. Events such as
terrorism, pandemics and natural disasters result in sudden
shifts in demand. While these are impossible to predict,
they need to be expected and planned for.
All of the above means that we are at the dawn of a new
world order for the tourism and hospitality industry. The
choice is to be a game changer or spectator. Which will
you be?
by Alex Kyriakidis, Deloitte global Tourism, Hospitality
and Leisure leader and Robert O'Hanlon, partner in
charge for the Tourism, Hospitality and Leisure industry,
Deloitte in the Middle East
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A balancing
act: a look at
the property
markets in
the GCC
A rate of over-supply in the property
market can be beneficial. But how
much is too much? And what are the
effects of too much available property
on the market?
A Middle East Point of View | February 2011 | 27

Initial real demand and take-up
served to mislead many developers
into believing there were only
sunny days ahead, when in actual
fact storm clouds were gathering.
An element of over-supply within most property markets
is not undesirable as it enables people and businesses to
physically expand and move to larger spaces that can
accommodate their growing requirements. It is rather
the volume of over-supply that must be carefully
balanced as too much vacant new stock can have
serious consequences on the immediate market and the
economy it forms part of.
Take the office sector for example. Within certain
mature markets there is a general consensus that
anything between five and seven percent of total stock
represents a healthy vacancy rate. In contrast, emerging
markets may have significant pent-up demand and are
able to accommodate much higher volumes of
development. However, each market is different with
unique drivers.
Where over supply of new stock exists and
accommodation remains vacant or unsold for long
periods of time, developers may be unable to generate
the rental income or sales revenue they had anticipated.
As a consequence some may not be able to meet their
loan obligations. In certain markets, if covenants are
imposed, liquidation may be the only solution. The
ripple effects are that creditors and suppliers alike are
caught in the downward spiral and economic fallout.
In parallel, competition between landlords attempting to
lease vacant space may induce price wars and
consequently, deflation. This is precisely what lenders
and developers fear the most as loan to value ratios are
challenged, lending covenants are reviewed and the
snowball gathers pace!

Office, anyone?
Without exception, today all Gulf Cooperation Council
(GCC) states have an element of over-supply in at least
one particular-use class, whether residential or
commercial. Whilst this phenomenon is not exclusive to
the Middle East, what is concerning is the sheer volume
of over-supply in certain countries. Although the
markets across the region remain relatively nontransparent and reliable data is difficult to obtain, it is
not difficult to ascertain that certain GCC office markets
have an over-supply of up to 40 percent of new stock
which, given depressed economic times, is very
concerning.
Much of this over-supply has been created by a
development frenzy that started around the middle of
2003 and was abruptly halted in September 2008 with
the collapse of financial markets worldwide. Thereafter
there was obviously an overhang of stock under
construction that was added to already completed stock
over subsequent months.
So what prompted this over-supply across markets that
up until then had only experienced minor variations in
development activity? A combination of factors, not
least of which is access to plentiful debt as well as the
ability to make super profits through the off-plan sales
route. Particularly in the case of the latter, in certain
markets, developers demanded phased payments
against calendar dates as opposed to milestones, often
enabling them to cash-fund schemes.
Ironically, initial real demand and take-up served to
mislead many developers into believing there were only
sunny days ahead, when in actual fact storm clouds
were gathering. In reality, many developers were
reluctant to depart from the super profit curve, ignoring
the fact that speculators were now driving demand, but
who in reality had little or no intention of occupying the
end-product, nor did they have the funds to make all
the required payments!
Sadly, in many markets the balloon didn’t deflate but
rather exploded and the last ones left holding the endproduct were the losers. Given their flawed business
plans, which relied on being able to flip the end-product
to another party, asset rich but cash poor speculators
assisted in bringing down developers.
It was just too easy, lenders forgot the basics and the
need to secure loans against tangible assets. In parallel,
many developers lacked experience and had little
appreciation for the need for a demand-led market as
opposed to a supply-led one.
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Plugging the holes
So how do you prevent over-supply and ensure that
supply matches demand going forward? As the vast
majority of property markets are imperfect, there is no
simple answer. However, there are a number of safety
valves that can be put in place to reduce the risks.
The most obvious is through lending control. Lenders
should carefully analyze applicants’ business plans and
stress test their assumptions. They should insist that
borrowers appoint qualified industry specialists to
undertake detailed market research which supports their
development plans and includes conservative take-up
assumptions of the accommodation being developed.
All loans should be asset-backed with phased payments
against milestones. Again, this will require third-party
professionals to approve and sign off completed works,
which will have previously been monitored by another
tier of professionals.
From a higher level, government and municipal bodies
should impose development control through planning:
developers will only be able to develop stock within
defined geographic areas against strict guidelines such
as developable density and use. Developers will further
be obliged to deliver a minimum level of amenity to
support the immediate infrastructure. All this is likely to
lead to higher development costs and potentially lower
returns as developers compete for a much limited land
pool. By default this will serve to weed out the
cowboys who were profit-driven in the shortest time

Whilst an element of
speculation is sometimes a
good thing, control is better.
possible. Ultimately this will also lead to a flight to
quality and as such the experienced developers will rise
to the top.
Hopefully lessons have been learnt from the recent
downturn, however as history has shown, mistakes will
almost certainly be made again in the future. Developers,
lenders and occupiers alike should always remember
that markets are driven by real demand and whilst an
element of speculation is sometimes a good thing,
control is better.
Where do we go from here?
The recent global economic fallout and its immediate
impact on many of the Middle Eastern property markets
has been a painful lesson to many. This correction was
however, necessary, as it introduced a much-needed
dose of reality. In simple terms the supply of any property
stock should match real demand and whilst a small
amount of excess supply can be healthy, this should only
be led by developers who have one eye on economic
drivers and the other on the ability to service debt.
by Robin Williamson, managing director,
Real Estate advisory, Deloitte Corporate Finance limited
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ng
assets

Creating value from a mix
of opportunity and risk

As the economy improves and M&A growth recovers,
the move to purchase distressed assets (assets that are in
default, under bankruptcy protection or heading toward
such a condition) has become a significant vehicle for
growth by acquirers. Transactions involving distressed
assets tend to be significantly discounted and can
represent the deal of a lifetime.
The number of US corporate bankruptcies spiked to 207 in
2009, the third-largest annual total on record. The assets
of these firms combined to an astonishing $594 billion.1
The distressed asset deals announced in 2009 were valued
at $84.4 billion, quadrupling the value of such deals in
2008.2 Even more remarkable is that this transaction value
reflects the “distressed” value of assets.
While distressed asset transactions can be advantageous
for both the acquirer and the target, the role of creditors,
bankruptcy courts and competitive bidders can constrain
time and information, leading to less complete financial
and operational due diligence. In addition, energy and
attention must be expended to negotiate terms with

multiple stakeholders and fix “broken” operations. These
complications create a unique set of hazards and
constraints that differentiates distressed M&A from
traditional M&A activities.
We believe the challenges of successfully executing a
distressed M&A transaction can be overcome by effectively
focusing on:
• Determining how to create value.
• Containing the melting ice cube.
• Rebuilding confidence.
In this article, we will discuss how these three activities can
improve the value of a distressed transaction.
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Determine how to create value
Conventional M&A thinking exemplifies the view that a
successful integration requires a well-defined vision of
how the target will exist within the combined entity. A
cohesive integration strategy addresses many questions,
including: How will this transaction create value? How
much value will be created? What risks can impact how
much value is realized?
With a cohesive integration strategy, value levers can be
defined and due diligence can be focused. However,
before buyers can determine how to create value, there
must be clarity of purpose.
Clarity of purpose
When faced with a plethora of targets at below book
values potential bidders can become overwhelmed and
rushed by an ensuing bidding war. The limited time to
react to these opportunities can lead to an “I know I
can do something with this business” approach to deal
making which can ultimately result in poor strategy or
integration – and destruction of value.
Without a clear purpose, companies may also be lured
by a fire sale price tag, which can increase a company’s
appetite for risk by creating an illusion of “cushion
room” during due diligence. Similarly, companies may
pursue a transaction solely to block a competitor from

Without a clear purpose, companies
may also be lured by a fire sale price
tag, which can increase a company’s
appetite for risk by creating an
illusion of “cushion room” during
due diligence.
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acquiring the bargain priced target. For example, a
purchase made to block a competitor from acquiring an
asset is more likely to remain as a standalone operation
until a full integration plan can be devised, while a
thoughtful strategic acquisition is more likely to be
integrated as quickly as possible.
On a recent engagement, our client didn’t have the
luxury of time to develop an elegant integration strategy
or create a detailed integration plan. Rather, the sole
focus was on establishing transition service agreements
to maintain operations. This led to minimal effort on
retaining talent and resulted in higher than expected
employee attrition. Once there is clarity on why the
transaction is being pursued, attention should turn to
identifying the value drivers.
Focus on value
In distressed M&A transactions, there is typically not
enough time to devise the complex value creation
methods and business models that are designed for
traditional mergers. In distressed transactions there
needs to be a quick but relentless focus on the few
activities that can create the most value (or at least stop
value destruction).
In a recent distressed asset transaction, two success
factors were identified early on: retain top talent and
shed toxic assets. This simple identification of value
drivers drove all negotiations, served as a guiding
principle for integration planning, and ultimately led to
a successful outcome. It is also important to note that
distressed asset transactions allow for the avoidance of
less-than-desirable assets. To a large extent, this allows
buyers to pick and choose what they will acquire and
which toxic assets they will leave on the chopping
block. While this cherry-picking of assets can be time
consuming, it can prove to be a tremendous source of
value for the buyer.
With some distressed asset transactions, incomplete due
diligence or a compressed transaction timeline may
preclude getting the input required to clearly identify
the drivers of value. To address this hazard, acquirers
can use an interim stabilization period post-close to buy
time to develop an appropriate integration strategy and
understand the acquired asset. This allows the acquirer
to determine what elements usually back office
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operations can be integrated regardless of the
integration strategy, while avoiding the pain of
mobilizing towards a vague end state only to change
direction later. This often happens in situations where
acquirers are presented with “opportunistic” buys, such
as many of the deals that occurred in financial services
in the second half of 2008.
In practical terms, a stabilization period represents a
decision to maintain current leadership, strategy and
organization for a predetermined period of time. The
goal of the stabilization period must be clearly
communicated to all stakeholders to avoid the
potentially erroneous perception that no change will
occur. To successfully adopt this “close now, integrate
later” approach, internal stakeholders must also be
prepared for deferred benefits, since the synergy
benefits and strategic changes can obviously not yield
benefits until they are implemented.

Creditor Committees
Comprised of different classes of creditors,
committees are typically one of the primary
stakeholder groups that must approve a sale
and plan of reorganization.
Section 363
Under the Bankruptcy Code, Section 363
allows an asset sale free and clear of claims
and liens. Purchasers should pay particular
attention to the applicability of Section 363
of the Bankruptcy Code, which allows the
debtor to sell assets without encumbrances
and liabilities.

Prepare for the unexpected
In spite of the simplicity of focusing on value, distressed
asset transactions tend to throw curve balls that
transaction teams must be prepared to respond to –
flexibility and contingency planning are par for the
course when acquiring and integrating distressed assets.
Even if transaction teams are able to develop detailed
integration plans, the most elegant of plans can be
easily disrupted as the decisions of stakeholders and
bankruptcy courts can dramatically impact the activities
and pace of integration. This is especially true in the
area of any support required by the acquired operations.
Conflicting stakeholder demands can be problematic for
any transition service agreements (TSAs) established
with the parent company and/or third parties to provide
support for the acquired operations. Uncertainty around
transition services makes an otherwise stable transition
more challenging. As assets are disposed of, the core
operations of the distressed company will continue to
lose employees as the best employees typically leave
quickly. Even the employees that do remain could have
their attention split among several acquirers. The
competition for resources to support the transition can
be intense. Necessary staff to support TSAs should be
closely examined and provided appropriate retention
bonuses. For example, when Enron was dismembered
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In order to mitigate this risk, high
priorities should be to operate
independently as soon as possible
and to develop contingency plans
for transitional support.
and sold, the bankruptcy judge approved a $29 million
Key Employee Retention Plan (KERP) to compensate as
many as 900 essential employees. The KERP was
entrusted to Enron, its creditors’ committee, and the
plan’s objectors in an effort to preserve an estimated
$20 billion in value.3
In order to mitigate this risk, high priorities should be to
operate independently as soon as possible and to
develop contingency plans for transitional support.
Contingency planning is most effective if employees
from the target are included on the planning team, as
they can provide a depth of company insight that
cannot be quickly assessed by the acquirer. Contingency
plans should be developed to address supplier access
agreements, the transfer of intellectual property and, of
course, transition services.

The Good…
In the preliminary phases of a distressed
acquisition and integration, the acquirer
provided money specifically for employee
retention.
The target’s top talent and key leaders were
told, “You’ve got a job here.” This message
stabilized the population and stopped key
employee flight. We recommend taking this
activity beyond the executive level to key
personnel critical to the acquisition.
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Contain the melting Ice cube
Unlike a “typical” acquisition, the timing of a distressed
transaction moves at the speed of the courts; this can
be a double-edged sword. A compressed transaction
timeline can create internal confusion and chaos, while
an extended timeline can exacerbate a sense of
uncertainty – both can precipitate the loss of customers,
suppliers and employees.
Compressed transaction timelines
A potential buyer does not know if an asset has been
won until the auction closes – and once the asset is
won, quick (or immediate) closure is usually necessary.
This creates the possibility of overlooking key planning
elements such as supplier, employee and regulatory
communications which are required to set the stage for
transition. Often a competitive bid situation unfolds so
quickly that necessary communications happen on an
ad hoc basis. History is replete with examples of press
releases that go out too early – or too late. During one
specific acquisition we were supporting, our client’s
plans were impaired by the introduction of a trustee
who severely limited pre-close communications.
With this lack of clarity, companies can underestimate
the complexity of a distressed integration and miss the
mark on selecting the appropriate closing timeframe.
Pushing back an aggressive close date can compromise
the integrity of the deal by diminishing momentum.
Similarly, last minute changes to the close date add
uncertainty and can lead to false starts. Attempting to
delay a distressed close, if even possible, can also have
measurable negative financial impact around asset
valuation, decreased customer confidence, increased
integration costs and increased personnel attrition due
to the overall uncertainty.
Acquirers must appreciate that the timeline to close is
not the same as the timeline for integration. For this
reason, it is important to mobilize planning teams as
soon as an opportunity is identified. Once established,
the planning teams can develop an accelerated
integration planning program with experienced teams.t
The teams should utilize traditional integration tools,
but approach the integration with a laser-like focus on
Day One planning and value preservation.
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As part of the “preserve value” mandate, planning
teams should establish a clear set of objectives for
pre-close stability and plan the post-close transition.
Distressed asset transactions typically feature poor
communication to external stakeholders, customers,
employees and suppliers. However, since these groups
are critical to preserving value, every effort should be
made by the acquirer to implement an effective
communication strategy.
Extended timeline
The legal formalities that accompany a distressed purchase
can greatly extend the transaction timeline and delay deal
closure. This is arguably the worst possible outcome for an
acquirer. The loss of control over the integration process
and communications timeline exhausts the integration
team with start/stop commands and alienates employees.
The slower pace and confidential nature of discussions
also often means that employees remain unaware of
progress longer than in typical acquisitions. This often
occurs when an acquirer is awaiting antitrust approval or
when negotiations with stakeholders drag on.
With this lack of transparency, employees end up
typically relying on external information, blogs and
rumors. Any negative press encourages employees to
leave the company for one that is more financially
stable. The mass exodus can impact business
relationships, damage key intellectual property, and
erode the expected deal value. While, at the same time,
competitors will likely make every effort to use the
distraction of a distressed environment to recruit the
best people.
In all integrations - and to a much greater extent in
distressed transactions - employees are understandably
very focused on their own welfare. They need some key
questions answered sooner rather than later, including:
1.Will I have a job?
2.What will be my role in the new organization?
3.Will my compensation or benefits change?
4.Will I be relocated?

And the Bad…
Early in a distressed acquisition, it became
apparent that the target’s employees were
demoralized. From top executives to staff,
they had all lost a sizable investment.
Everyone’s deferred compensation plans,
stock options, company focused 401ks, etc.
were worth zero.
The employees needed to deal with the shock
and anger of being part of a bankruptcy.
New leadership was needed to inspire them
and give them hope.

The slower pace and
confidential nature of
discussions also often
means that employees
remain unaware of
progress longer than in
typical acquisitions. This
often occurs when an
acquirer is awaiting
antitrust approval or
when negotiations with
stakeholders drag on.

Acquirers of distressed companies need to be proactive
in responding to these queries to improve their chances
of successfully retaining talent. Key employees should be
provided with retention incentives and should be
communicated with as soon as possible.
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To maintain morale and performance an acquirer should
first focus on company stabilization instead of immediately
reorganizing, changing reporting relationships, or
shedding employees. Staffing changes should be
minimized before and immediately after the transaction
close. However, this needs to be balanced against the
potential opportunities to shed employee-related liabilities
(such as pensions) while under bankruptcy.
Most importantly, communicate with target employees
early and frequently so that they are kept abreast of
current developments. You may not always be able to
provide an answer, but just the fact that you are talking
with them will help engender trust and a sense of stability.
Rebuild reputation
The cornerstone of most distressed asset transactions is
keeping the customers, external stakeholders,
employees, etc. from defecting. While purchasing a
distressed asset may remove the liabilities bogging down
the target, the damaged reputation of bankruptcy is
harder to repair. To exacerbate the situation, interactions
with stakeholders are usually restricted by the
bankruptcy process. As such, acquirers must quickly
understand the process timeline and engage with
stakeholders as soon as possible. Once engaged,
stakeholders need the opportunity to voice frustrations
and concerns before beginning to discuss the terms of
continued support.
Communicating with external stakeholders
With a bankruptcy, customers and vendors can often be
unaware of transition plans and the impact on their
interests. If not carefully managed, potential confusion
will amplify this impact, and competitors will likely fan
the flames, spreading fear, uncertainty and doubt.
Effective customer retention, brand protection and
strategic communication programs are critical to
keeping customers retained and involved post-close.
While vendors have priority for payment of new goods
and services after a bankruptcy filing, they are also
exposed for claims before the filing. Before or around a
bankruptcy filing some vendors may decide to cut their
losses and halt deliveries. A downward spiral of vendor
fear and abandonment can ensue. The acquirer must be
upfront with vendors and let them know that it intends
to pay for goods and services going forward, and how -
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if at all - it will treat liability for goods and services
before close (obviously in a manner consistent with
bankruptcy law). Where beneficial, suppliers should be
transitioned to, or from, the acquirer’s trusted or
preferred suppliers.
In addition, it is also advantageous to proactively
contact regulatory agencies to understand their
concerns, communicate your intentions and ensure
necessary compliance and agreement. This would be
above and beyond standard Hart-Scott-Rodino
antitrust activities.
Timely and aggressive communication with all external
stakeholders is imperative, as distressed asset deals are
surrounded with substantial negative publicity and
uncertainty. This encompasses not only communication
with the target’s stakeholders, but also those of the
acquirer. The loss of one or two critical stakeholders can
irreparably harm value. Special attention should be
placed on strengthening essential relationships and
minimizing extraneous ones.
Managing stakeholder expectations and communications
is based on trust and honesty. Transparency, reliability of
financial data, and predictability of outcomes can help
create trust to earn supportive behavior among
stakeholders.4

The Key of culture
Messaging is extremely important in
distressed deals. Specifically, the CEO of the
acquirer needs to sell the vision to target
employees in a very credible way. Odds are
the employees heard from a CEO who was
saying “everything is fine” right up to the
bankruptcy filing. This generates a large
amount of distrust towards authority.
With distressed acquisitions, CEO messages
to acquired employees should focus on items
such as:
• We want you and your business.
• Here is our vision and what we can
become together.
• Here is how we’ll take care of you.

Integrating distressed assets

Integrating cultures
Integration of cultures poses its own set of issues, with
target employees typically fearing the unknown that
exists around the operations and plans of the acquiring
company. In order to combat this uncertainty, target
employees tend to cling to what they are accustomed
to. They may even try to replicate their former business
environment and practices within the new company,
potentially negating the actions the acquiring company
has taken to improve the target’s performance.
In distressed M&A deals, cultural integration becomes
an even more significant factor. The acquired operation
is often seen as a “failure” due to its financial situation.
As such, the target’s employees can be treated as
second class by leadership, employees and customers.
Not only can this dilute the value of the acquired firm,
but also understandably demoralize the employees who
were brought over. Many distressed M&A deals that
don’t work well flounder on the shoals of culture and
the attitude that “we won, you lost.”

Communication is key
to a successful cultural
integration because it
can help alleviate the
uncertainty and
concern felt by
employees during the
acquisition.

While distressed situations typically result from a wide
variety of internal and external factors, employees from
both the acquiring and target companies often see the
target’s position as an outcome of poor performance or
decisions. As the most talented employees leave, the
remaining employee population will have a higher
proportion of lower performing employees who are
more dispirited and demoralized.
Before corporate cultures can be combined, it is
important to first decide the amount of integration that
is appropriate. From this decision, organizational
structure and leadership decisions can then be used to
facilitate integration. Management must decide what to
keep, discard and adopt from the target company in
order to achieve the desired combination of company
cultures. With distressed situations there is great
emphasis placed on words and deeds.
Communication is key to a successful cultural
integration because it can help alleviate the uncertainty
and concern felt by employees during the acquisition.
Management can foster open communication by
providing consistent messages to all employees and
setting balanced expectations.
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Close to home: techniques to integrate
distressed assets
In March 2009, Deloitte* announced a deal to acquire
the majority of the assets of BearingPoint’s Public
Services practice, including contracts and practitioners.
BearingPoint was in Chapter 11 and selling business
units to facilitate debt repayment. The deal closed a
mere six weeks after its announcement and within days
of Bankruptcy Court approval.

A combined leadership team from Deloitte and
BearingPoint structured the initial activities with a
deliberate focus on resolving these key obstacles in order
to preserve deal value and lay the groundwork for a
smooth post-close transition. The team recognized that
it would need to have a bias for speed – with clarity in
decision-making being key. Accessibility of decisionmakers at Deloitte made possible prompt actions on key
activities including:

Deloitte recognized multiple challenges in the
integration but focused pre-close on resolving three key
obstacles to facilitate a successful transaction:
• Language in the acquired contracts typically identified
specific individuals for delivery of services and
leadership. Failing to retain these individuals could
devalue or negate some purchased assets (contracts).

1. Enroll leadership and create a vision
Deloitte focused on creating a team environment,
enrolling BearingPoint leadership, and quickly
creating a joint vision of the combined business that
was both compelling and exciting. Understanding
that key leadership was aligned and communicating
a shared vision provided significant comfort to
employees.

• Potential conflict of interest risk existed with certain
clients and sub-contractors, creating a risk of Deloitte
purchasing assets it could not hold.
• Many of BearingPoint’s clients were concerned about
potential service decline in the confusion of a
bankruptcy, with numerous competitors circling.

Deloitte moved quickly to
interview, hire and onboard
over 150 equity partners,
principals and directors in
fewer than 30 days.
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2. Retain employees
Deloitte moved quickly to interview, hire and
onboard over 150 equity partners, principals and
directors in fewer than 30 days. This communicated
to the entire organization that Deloitte was not
making wholesale changes, but was instead
leveraging the unique skills and relationships of
BearingPoint leadership to develop trust in the
combined leadership team. A unique “Two in the
Box” approach placed BearingPoint and Deloitte
leaders together to identify issues and improve
cooperation in all aspects of the transition. Over
4,000 employees were successfully onboarded in
live sessions around the country within two business
days after the closing of the transaction. Clients and
services under existing contracts continued
unimpeded.
3. Define the purchase
Deloitte recognized that prior to close it would need
to undergo an extensive process utilizing focused
teams to perform diligence on all contracts. Deloitte
utilized legal, risk and business teams to review each
contract and identify issues and concerns. The
process separated contracts and other assets that
could not transfer to Deloitte to help ensure the
purchase only included those contracts
Deloitte wanted.

Integrating distressed assets

4. Connect with the client
The joint leadership team worked side by side with
account management and business development to
meet with clients early in the process and bring them
along for the journey. Client concerns over delivery
and service quality were addressed by constant
communication on deal plans and status,
continuation of engagement staff and leaders, and
continued proposal work showcasing an expansion in
future capabilities. Client meetings were pivotal to
maintaining contract value through focused
leadership communication and stewardship.
Transactions involving distressed assets are expected to
increase. For companies with access to capital, the
purchase of a distressed asset may provide unique
opportunities to grow or diversify the business relatively
inexpensively. However there are some costs and risks
that extend beyond the price tag. Even experienced
serial acquirers may struggle with the pace and
ambiguity created by the acquisition and integration
of a distressed asset.

*

As used in this article, “Deloitte” means Deloitte Consulting LLP, a
subsidiary of Deloitte LLP. Please see hyperlink
http://www.deloitte.com/us/about
for a detailed description of the legal structure of Deloitte LLP and
its subsidiaries.
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Internal audit

Internal
audit in the
public sector
The quiet revolution
It used to be that internal auditing in the public
sector served as a simple administrative procedure
comprised mainly of checking accuracy of
transactions, pre-payment verification and control,
counting assets and reporting on past events to
various types of management. But in recent times,
a combination of forces has led to a quiet
revolution in the profession. Governments moving
toward higher levels of transparency must
demonstrate accountability in the use of public
money and efficiency in the delivery of services.
Larger and more complex operations demand
greater competency and professionalism from
internal auditors to minimize and manage risk.
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Risk Management

Governance

Control

The role of internal auditing can be identified as
involving three main elements evaluation and
improvement of risk management, control and
governance processes. Auditors use tools such as
financial audits, performance audits and investigative
and advisory services to fulfill each of these roles.

There are five main pillars that are considered critical for
building an effective internal audit function in the public
sector. These are: perception and ownership, improved
processes and governance, legislative support, improved
incentives and a commitment to change.
Perception and ownership
A more professional internal audit function will be able
to establish priorities for effective and efficient service
delivery, assist management in decision-making and thus
fill a more proactive and forward-looking role. The
organization's leadership can set the tone by
establishing governance, risk management and control
systems and consistently applying sanctions in the case
of non-compliance.

Internal Auditing – Assurance & Consultancy Services

In recent years, the aim has been to reach a stage
whereby public sector auditing provides the required
services to their organizations and ultimately, to the
public (see box). This requires a shift in focus by internal
auditors to review management procedures for
improved efficiency and effectiveness, a change in
emphasis which will require time – typically 3 to 5 years.
So how should governments proceed?
There is much room for improvement in the internal
audit functions in developing economies. There is lack
of qualified internal auditors, as well as insufficient
opportunities for internal auditors to become qualified.
Although there is a general awareness of internal audit
standards among audit practitioners, for the most part
these standards are not applied.
To make the transition from merely ensuring compliance
with rules and regulations to truly delivering added value
requires more than just organizational changes. A
substantial shift in culture is required. In many settings,
public sector staff is poorly paid and unmotivated, work
ethics are weak and governance practices are
ineffective. Additionally, many organizations lack the
support from senior management and regulatory
bodies, and the internal audit function is often not as
independent as desired.
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Internal audit functions need to work on raising
awareness of internal auditing in the public sector by
establishing specific marketing plans. These plans,
however, must be accompanied by improved internal
audit service delivery and the introduction of a quality
assurance program. The establishment of a professional
body to communicate internal audit matters would raise
awareness of the internal audit function and could also
serve to sanction members who fail to meet professional
standards.
Improved processes and governance
There are several key elements essential to helping the
internal audit function become more organized and
better structure its processes.
• Annual audit coverage planning through risk
assessment: as there is usually a host of audit
assignments, different views and needs, management
and the internal audit function need to establish
priorities, based on a risk assessment, and obtain the
audit committee's formal approval for the plan. To
increase audit efficiency, internal auditors should
concentrate on areas that carry the highest degree of
risk. The ability to establish a reliable risk profile is
crucial to audit effectiveness.
The internal audit function also needs to consider
which effectiveness/efficiency reviews ("value for

Internal audit

money") would improve the service delivery of the
organization and thus could raise awareness of the
added value of internal auditing.
• Assignment planning: auditors should develop an
assignment planning memo by performing a
preliminary review of the audit area and determining
the assignment scope and objectives.
• Testing and reporting: establish, test, monitor and
assess controls. The key finding of the audit and
subsequent recommendations should be in harmony
with the risk profile.
The effectiveness of the internal audit function depends
upon several factors:
• True independence: a formal mandate from the board
or audit committee would give the internal audit
function the authority to audit anything that, in its
professional opinion, impacts the effectiveness of
governance, risk management and control processes.
Does internal auditing have its own budget? Who
appoints the internal audit manager?
• A good understanding of issues facing the
organization: internal auditing needs to function
effectively as a member of the organizational team. It
must understand the daily challenges faced by
management and structure its coverage accordingly.
Unless internal auditing can consistently show that its
work contributes to better service delivery, it will be
difficult to ensure management backing for
investment in the audit function. A non-value-added
audit organization in the public sector could also
hamper any attempts at increased transparency and
accountability in governance.
• Responsiveness to management's needs: the ability to
respond to management follows from an
understanding of organizational challenges. Ad hoc
assignments are one way of responding to
management's needs.
• Proactive communication with management: to
ensure continued audit effectiveness, internal audit
leaders should follow events in the organization
closely and maintain a running dialogue with
management.
• Implementation of recommendations: the number of
recommendations implemented is a highly relevant

measure of audit effectiveness. A high proportion of
recommendations implemented suggests that
management is convinced of the audit function's
usefulness.
• Matching of skills set to needs: does the audit
manager have the authority to fire and recruit staff?
Can he plan and implement a training program and
allow funds for certification?
• Use of technology to work more effectively:
technology must actively contribute to audit efficiency
and effectiveness. Computerization without planning
can be counter-productive, cementing existing
problems instead of helping to solve them.

To make the transition from
merely ensuring compliance
with rules and regulations to
truly delivering added value
requires more than just
organizational changes. A
substantial shift in culture
is required.

A Middle East Point of View | February 2011 | 43

There are five main pillars that
are considered critical for
building an effective internal
audit function in the public
sector. These are: perception and
ownership, improved processes
and governance, legislative
support, improved incentives
and a commitment to change.
Legislative backbone
Internal auditing in the public sector should be written
into Law. The legislation should clearly set out the
requirement for internal auditing and the appropriate
governance arrangements to support effective internal
auditing, such as an audit committee and its role and
operations. In support of the aforementioned, there is
also a need to fully integrate internal auditing into
ongoing public finance management reforms.
The head of internal auditing should be required to hold
the appropriate professional designation (IIA member or
CPA) with appropriate academic qualifications. The audit
function should formally adopt The IIA's International
Standards for the Professional Practice of Internal
Auditing.
Improved incentives
Civil service has been, and still is in some places, a
lifetime occupation, where set advancement is based on
the number of years in service, not merit, achievement,
or education. Change is likely to be resisted by staff, if it
will only mean additional work, without any possibility
of merit-based advancement.
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Most public sector organizations, whether in developed
or developing countries, cannot compete with private
sector salaries. Non-financial motivators take on even
greater importance in public sector environments and
must be targeted to the individual. There are several
suggestions for motivating staff:
• Create tailored development plans, including training
opportunities and career progression.
• Include praise for recommendations made.
• Allow the staff member to represent the internal audit
function at meetings and conferences.
• Recognize the staff member with awards.
• Praise the staff member's work in audit publications.
• Offer a choice of assignments and travel opportunities.
• Allow the staff member to participate in exchange
programs, spending time in other work areas.
Commitment to change
Countries just beginning to make the change to valueadded internal auditing may benefit from studying the
experiences of those that have recently made the
transition. Crucial elements that should be examined
include leadership ethics, government support, a
proactive focus and staff development. Bringing about
the necessary changes in culture, perception, or even
internal audit services themselves demands a long-range
commitment from leadership at the highest level.
Strong, active leadership support to improve governance
is the over-whelming prerequisite for successful reform
of internal auditing in the public sector. For sustained
change, internal cooperation is not enough. External
stakeholders and policy- and decision-makers need to be
supportive and must be kept aware of changes, reforms
and improvements in internal auditing, so they will take
into account the contributions internal auditing can offer.
by Hani Mounir Khoury, partner in Enterprise Risk
Services (ERS), Deloitte in the Middle East

Internal audit

The importance of internal auditing
in the public sector
• Government auditing is a cornerstone of
good public sector governance as it
provides unbiased, objective assessments
of whether public resources are
responsibly and effectively managed to
achieve intended results and also by
promoting the appropriate ethics and
values within the organization. Internal
auditors help government organizations
achieve accountability and integrity,
improve organizational performance
management and instill confidence
among citizens and stakeholders.
• The government auditor’s role supports
the governance responsibilities of
oversight, insight and foresight.
Oversight addresses whether
government entities are doing what they
are supposed to do and serves to detect
and deter public corruption. Insight
assists decision-makers by providing an
independent assessment of government
programs, policies, operations and
results. Foresight identifies trends and
emerging challenges.

• Internal audit activity has become an
essential internal assurance mechanism
in public financial controls and a tool for
monitoring and evaluating managerial
activities prior to external evaluation by
external auditors.
• Internal auditors further enhance
transparency, fairness, reduce corruption
and ensure value for money in public
procurement. An internal audit function
is an essential part of any public
expenditure management system and
should ensure that public spending is
within budgetary provisions;
disbursements comply with specified
procedures, provides for the timely
reconciliation of accounts and effective
systems for managing and accounting
for physical and financial assets.

• They also work with management to
improve service delivery and ensure
compliance with applicable laws, provide
independent and objective assurance to
an organisation’s management that its
risks are being mitigated to an
acceptable level, and reports where they
are not.
• Internal auditors are an integral part of
government financial management and
an instrument for improving
performance and performance
management in the public sector.
Internal auditors could also play an
instrumental role in performing value-formoney (VFM) audits otherwise called
“Performance Audits.”Performance
audits are concerned with the audit of
economy, efficiency and effectiveness of
government expenditures or spending
plans. In practice, performance auditing
is focused on assessing whether
organizations are doing the right things,
in the smartest way.

Countries just beginning to make the
change to value-added internal
auditing may benefit from studying
the experiences of those that have
recently made the transition.
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Communications

Is there
a PR
manager
in the
house?
There are those who ascribe to the adage that there
is no such thing as negative publicity. But perhaps
better than negative publicity is ‘free publicity’,
otherwise known as PR. How well do companies
in the Middle East understand Public Relations
and how can they make use of its full potential for
their business?
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The value of public relations (PR) is a concept that
sometimes eludes some business leaders in the Middle
East region. PR is in some cases associated solely with
advertising, or perceived to be an exercise in networking
alone or a simple meet and greet. Even the job of a PR
manager is sometimes taken to be the same as that of a
Public Relations Officer (PRO) whose main responsibility
is to secure visas for employees within companies.
What PR is actually about is perception and reputation
management. In the words or Lord Bell of Belgravia the communications strategist behind Prime Minister
Margaret Thatcher’s election campaigns - "Perceptions
are real. If you’re playing to win they have to be
favorable. Your ability to persuade people to listen to
you, understand what you’re saying and support you
will determine whether you win or lose.”
At its core, PR revolves around this universal truth:
people act based upon their perception of facts. By
managing, controlling, or influencing people's
perceptions, public relations professionals hope to
initiate a sequence of behaviors that will lead to the
achievement of an organization's objectives. When
those in public relations successfully create, change, or
reinforce opinion through persuasion, their primary
objective is accomplished.

Many companies in the Middle
East spend exorbitant sums,
year on year, to advertise their
products without realizing that
PR could save them substantial
amounts on their yearly budgets
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PR and ROI
In western countries, PR is referred to as ‘free publicity’
because press coverage that is generated about
companies on a yearly basis is worth millions of dollars
in advertising space. The Return on Investment (ROI)
that PR provides is, accordingly, quite significant.
As a highly cost-efficient and effective communications
tool, PR helps to promote companies through news
articles that go deep into the essence of brands and
communicating their positive attributes, without them
having to pay for advertising space.
Many companies in the Middle East spend exorbitant
sums, year on year, to advertise their products without
realizing that PR could save them substantial amounts
on their yearly budgets.
PR, over-exposure and valuable content
While taking into account the return on investment that
PR provides, two very important aspects that business
executives in the Middle East should take into account
when adopting a PR plan are the issues of over-exposure
and valuable content. When companies send too many
press releases to the media, stakeholders and the
general public are led to ‘boredom’ as a result of
reading too many news announcements. It is also
essential for all press releases to include valuable
content that is deemed newsworthy by journalists who
are always eager to report stories that appeal to
their readers.
Accordingly, executives within the Middle East should
tackle PR from a strategic point of view and assess each
story and its newsworthiness before it is dispatched to
the media.
PR and crisis management
PR is also a tool that is utilized to deal with major crises.
During the post-real estate boom era in the United Arab
Emirates, many executives of property companies faced
charges of fraud and embezzlement. Public relations
practitioners worked round the clock to come up with
strategies aiming to keep the companies they
represent afloat.

Communications

The corporations that suffered the most were publicallytraded companies. Negative publicity about such
companies pushed their share price downward due to
the perception that was shaped by the business
community through the media. However, many survived
thanks to the right public relations approach, which
upholds the simple tenet to always be truthful to the
media about matters that are considered ‘public
knowledge.’
One example pertains to a real estate firm in the Middle
East whose entire leadership team was changed.
Confidence in the company’s management was lost as a
result and the PR team had to devise a strategic plan to
counter the crisis. The company’s newly appointed Chief
Executive Officer was truthful to the media,
acknowledging to all journalists that there was a change
in management whilst also communicating the fact that
the company had ambitious plans for the future. This
strategy gave many clients who had been fearful of
losing their investments, confidence about the
company’s strong business fundamentals.

Today, the Middle East
lags behind the West in its
understanding of public
relations. However,
numerous business
executives are starting to
realize the added value of
PR with respect to
providing exposure at a
minimal cost and being a
highly-valuable tool in
countering a crisis.

Conclusion
Today, the Middle East lags behind the West in its
understanding of public relations. However, numerous
business executives are starting to realize the added
value of PR with respect to providing exposure at a
minimal cost and being a highly-valuable tool in
countering a crisis. It is a fact, however, that businesses
in the region still have a long way to go before reaching
a deep understanding of PR and how the practice can
add value to their business.
by Ayad Nahas, Public Relations manager,
Deloitte in the Middle East
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Education

Mind
the gap
A perspective on increasing
risk exposure across the
education sector in the GCC
Increased spending on education
coupled with the dire need for
enhanced governance, internal
control and risk management
systems, are raising the risk
profile of the education sector in
the GCC today. What should
governments do?
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Education plays a key role in national strategies to
improve the economic and social development of
societies. With the Gulf societies undergoing radical
changes and economic development since the end of
the1970s, the need for reforms in the education sector
is paramount to enable sustained economic and social
growth.
Many countries within the region have been
implementing major reforms over the last few years to
improve their educational systems. These reforms have
triggered a series of initiatives involving increased public
and private investment in the education sector,
investment in educational infrastructure, revisions to the
curriculum, pedagogy and student assessment methods,
a higher research focus, increased involvement of the
private sector and enhanced use of Information and
Communication Technologies (ICT) to name some.
These reforms have, in turn, increased the exposure of
the education sector to risk at all levels. Below are a few
suggestions as to how governments can respond.

With the Gulf societies
undergoing radical changes and
economic development since the
end of the 1970s, the need for
reforms in the education sector is
paramount to enable sustained
economic and social growth.
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Aggressive strategies and increased spending
demand better governance risk oversight
and controls
Educational systems in many countries across the region,
especially in the United Arab Emirates, Qatar and Saudi
Arabia are changing rapidly. Strategic plans are being
adopted to implement educational reforms to be
executed within 5–10 years: ambitious considering the
nature and the extent of such reforms. Public and
private spending has also increased significantly to fund
these strategic initiatives, putting more emphasis on the
need for enhanced governance practices, better
oversight of risk management and improved internal
controls systems.
In order to address the exposure to these emerging
risks, the existing governance, risk and controls
infrastructure at many educational institutions needs to
be revised.
Managing risk exposure arising from Public
Private Partnerships (PPP)
Although governments remain the main financiers of
education in many countries, private investors also
deliver a sizeable share. A number of governments now
contract with the private sector to manage and operate
public educational institutions. The PPP model has
already made its way to the UAE and Qatar whereas
other GCC countries are also considering PPP options.
The PPP model offers quick-win results to the education
system through the availability of resources,
international experience and specialization; however at
the same time it brings on certain risks that require to be
adequately managed.

Education

Overall, the governance and
monitoring structures around
PPP projects need to be
strengthened
PPP is still new to the region and the availability of
guidance materials, relevant laws and regulations is still
limited. Overall, the governance and monitoring structures
around PPP projects need to be strengthened. Managing
contractual complexities, balancing fixed vs. performancebased fees, clearly defining performance indicators,
adequately monitoring the performance and educational
outcomes of private parties require close attention.
Capital projects
In these times of increasing competition to attract
students and resources, one of the key investment focuses
of educational institutions must be to provide a first-class
environment for students in terms of both, learning and
living. As many educational systems rise to this challenge,
it is impressive and over-whelming to witness a large
number of capital projects in the education sector ranging
from the building of world-class university campuses,
colleges, schools, vocational and technical education
centers all across the GCC.
Capital projects are exposed to a variety of risks with high
exposure and impact. It would be vital for many
governments and educational institutions to successfully
manage these capital projects through adequate oversight
of project planning, ensuring that estate meets education
requirements, monitoring project risks and progress.
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A key success factor would be the early involvement of
education experts during the concept and design phase
of the projects to ensure that projects deliver the
requirements of teachers, students and researchers.
Enabling technology in the classroom
The majority of public schools across GCC countries do
not use modern teaching techniques and learning tools.
In many developed economies, the use of ICT in schools
has been proven to improve motivation and enhance the
social skills of learners within and outside school and
family circles. ICT increases the ability of learners to work
independently, organize their own work and improve the
group and cooperative working skills of learners.
The K-12 education system must use modern teaching
techniques that focus on the learner’s experience.
Educators must prepare for a technology-rich future and
keep up with change by effectively infusing technologies
with the lessons.
The role of ICT has been ignored for a long time and the
need is to bring technology to play a vital role in how
education is delivered.
Enabling technology in the classroom will bring new
benefits, however it would also add to the existing
challenges of managing exposure in information security,
systems availability and business continuity.
Risk exposure resulting from inadequate
standards of education at many public schools
The standard of education in many public schools is not
adequate for students to directly enroll in higher
education programs. Most of the students coming from
public schools and desiring to enroll in universities are
required to attend foundation courses or bridge
programs, ranging from six weeks to two years, before
starting their core studies.
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This is a major risk for the education system in the region
as it results in students who are graduating or
completing their studies and who are older compared
with students from other developed nations. This loss of
productive contribution to the economy has a major
impact on economic growth. There is a clear need to
improve educational standards at public schools and
align them with higher education requirements.
Need to raise tertiary education enrollment
GCC countries need to raise enrollment rates in tertiary
education to international benchmarks. GCC countries
have an average 23 percent enrollment rate in tertiary
education, which is much lower than many of the
developed countries. Finland (93%), the United States
(82%), Italy (67%) and the United Kingdom (59%) have
all achieved much higher rates of student enrollment in
higher education.
Universities need to enhance their reach to students at
the secondary level to create better awareness of higher
education opportunities, benefits and career counseling.
An integrated approach is required to create effective
coordination channels between K-12 and Higher
Education sectors. The number of universities and the
availability of funding for local universities also need to
be increased. GCC countries can leverage on the
capability, expertise and resources of global top-ranked
universities by encouraging them to advent local
presence within GCC countries.
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Some progress has been made toward implementing
research-focused educational growth, through the
establishment of research universities and institutes.
Entities like Masdar Institute, United Arab Emirates
University (UAEU), Khalifa University of Science,
Technology & Research, Qatar University, King Abdullah
University of Science and Technology, are some of the
leading examples of research aspirations in the UAE,
Qatar and Saudi Arabia. Other countries are also
investing in research institutions.
Most of the governance and internal controls
mechanisms are lagging and cannot adequately manage
the exposure from research projects. Effective policies
and monitoring are required, especially in the areas of
research ethics, managing funds utilization, health and
safety measures, testing on animals and other living
creatures, output evaluation and effective linking of
research activities with industrial requirements.
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The way forward
Achieving educational excellence is the aspiration of
many governments in the Gulf, however ambitious
targets and multiples of simultaneous initiatives require
increased emphasis on governance, risk and internal
control systems. The need for effective internal audit,
compliance and risk management functions in the
education sector are more vital now than ever before.
By Mohammad Dabeer Rasul, senior manager,
Enterprise Risk Services, Deloitte in the Middle East

Promoting and managing research
Promoting a research culture in GCC countries will assist
in enhancing the performance and the quality of
teaching in basic as well as applied research. It will also
increase knowledge transfer, develop competence
centers in key areas and accelerate the progression from
research to product development for the benefit of the
Gulf economies and their international competitiveness.
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