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THEBIG 4

Prof Janek Ratnatunga

A tax expert from Australia started speaking like a spy in the
dead of winter in 2015. He emailed classified information ob-
tained from a confidential briefing by the Australian Tax Office
(ATO) to associates with the message, “For your eyes only”,
knowing they would subsequently exploit this information to
benefit clients and profit handsomely.’

That email and dozens more like it have embroiled Pricewater-
houseCoopers (PwC) in a scandal that has compelled resigna-
tions/?, raised the possibility of criminal and corruption investi-
gations ¥/, elicited ire and accusations of insider trading/“, and
threatened future government contracts worth hundreds of
millions of dollars/®.. This scandal has been unfolding for nearly
eight years.

This latest scandal, and many other accounting and auditing
scandals before, raise some fundamental questions of the rela-
tionship between government and the accounting and auditing
profession, especially the Big-4:

1. Why are governments getting advice on policy matters, es-
pecially on Tax Policy, from the very consultants from the Big-4
who will be advising clients on how to take advantage of such
policies?

2. Why are governments allowing the accounting and auditing
profession to determine what outcomes are expected from a
statutory audit?

PWC TAX SCANDAL’'S AFTERMATH:
IT'S TIME TO SERIOUSLY REGULATE

3. Why are governments allowing the accounting and auditing
profession to self-regulate in the wake of continuing scandals
that put into question their ethical and moral integrity?

4. Why are the professional bodies such as the Chartered Ac-
countants, and the global umbrella body for the accountancy
profession, the International Federation of Accountants (IFAC,)
keeping silent on these scandals?

5. Why are governments using the big private consulting firms
(with big price tags) when there are public sector organisations
such as universities and scientific institutes that already employ
experts in the field, and who are less likely to have a conflict of
interest?

6. Why are governments not having a Register of Miscreants of
consultants who have been involved in scandals, and banning
them from future government contracts?

The Origins of the Scandal

The OECD G20 Base Erosion and Profit Shifting Project (or BEPS
Project) is an OECD/G20 project to set up an international
framework to combat tax avoidance by multinational enterpris-
es (“MNEs”) using base erosion and profit shifting tools/¢/. The
project, led by the OECD’s Committee on Fiscal Affairs, began
in 2013 with OECD and G20 countries, in a context of financial
crisis and tax affairs (e.g., Offshore Leaks). The report was de-



livered in 2015. OECD member countries and jurisdictions had
agreed to join an accord to impose a two-pillar global tax reform
plan which imposes global minimum corporate tax of 15%. The
BEPS project is now in its implementation phase, and 116 coun-
tries are involved including a majority of developing countries.

Peter Collins, a former PwC advisor, was assisting the Australian
government in developing stricter multinational tax legislation
at the time. The BEPS Project was a part of an international
campaign to stop large corporations from reducing their tax ob-
ligations and moving profits elsewhere. Collins agreed to keep
the information secret and had signed confidentiality agree-
ments with the Australian government.

However, instead of keeping the information confidential, Col-
lins sent in 2015, an internal PwC email consisting of 144 pages
to his PwC colleagues so they could warn clients about impend-
ing events. Collins also gave a private copy of an OECD draught
document on “mandatory disclosure of tax planning schemes”
that highlighted potential steps to minimise tax evasion global-
ly; and included information about various tax efforts, meeting
agendas, anticipated timings, and government thinking. 7/

PwC had, two years before, identified US tech as representing
a significant upside sector for the Australian firm to provide tax
advice as the ATO had problems with their structures. PwC dili-
gently built relationships with key offshore buyers €. The stakes
were high. The Australian Financial Review reported that three
of the largest global corporations — Apple, Google and Micro-
soft — were among those targeted with confidential information
about the government’s plans to focus on tax avoidance 9/,

One PwC internal source told the Sydney Morning Herald, “We
were aggressive in telling these relationships they needed to act
early (heavily helped by the accuracy of the intelligence that Pe-
ter Collins was able to supply to us).””/ With this confidential
information on hand, PwC partners created “a global team” to
think about how this information may be exploited for commer-
cial gain globally, but especially in the United States. "/

This was just months before an alarmed Australian Tax Of-
fice sent out a series of alerts when it became apparent that
multinationals had responded with extraordinary speed to an-
ti-avoidance measures under the Multinational Anti-Avoidance
Law (MAAL).

Australian MPs are now disparaging of PwC, calling the whole
episode a “A sickening example of a lack of integrity”. One sen-
ator in parliament compared PwC to a cancer and warned other
governments that the company may also be conducting “decep-
tion and betrayal” in other nations.

The Global Scope of the Scandal

The global PwC business is desperate that the Australian scan-
dal does not bleed into their international business.

However, the horse may have already bolted.

It has been reported that PwC employees from Singapore, the
Netherlands, and the US collaborated on the US project, which
brought in around $2.5 million in revenue. Senior UK partners
made separate comments and suggestions on the private infor-
mation. [2/

The PwC corporation has been accused of not being transpar-
ent about the worldwide scope of the problem and how many
employees may have been involved, according to the Austra-
lian senator who demanded the release of the PwC emails. The
emails that have been released to date show that PwC employ-
ees from Singapore, the United Kingdom, Ireland, the United
States, and Europe collaborated internationally on this problem.

Ms. Deborah O’Neill, a senator for the Australian Labor Party,
stated that as PwC is a global organisation, “This is a disgraceful
breach of trust, a sickening example of a lack of integrity, and
it reveals a toxic culture of unprofessional practise at PwC that
stretches across the globe.”

Accounting and Auditing Scandals Worldwide

This is not the First Case Embroiling a Big-4 Firm. They have
been the auditors in the biggest accounting scandals in the last
25 years, including:

e Waste Management Scandal (1998) — Arthur Andersen (AA)

e Enron Scandal (2001) — Arthur Andersen (AA)

e HIH Insurance (2001) — Arthur Andersen (AA)

e WorldCom Scandal (2002) — Arthur Andersen (AA)

e Tyco Scandal (2002)- PricewaterhouseCoopers (PwC)

e HealthSouth Scandal (2003) — KPMG

e Freddie Mac Scandal (2003) — PricewaterhouseCoopers (PwC)
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e American International Group (AlG) Scandal (2005) —
PricewaterhouseCoopers (PwC)

e Lehman Brothers Scandal (2008) — Ernst & Young (EY)

e Satyam Scandal (2009) — PricewaterhouseCoopers (PwC)

In many Western economies, the “too big to close” syndrome
continues to prevent effective regulatory retribution of the au-
ditors. However, in India, under Section 140 of its Companies
Act, PwC was banned in early 2018 from auditing listed compa-
nies in India for two years after being accused of negligence in
its audit work at the now defunct Satyam Computer Services.
The Securities and Exchange Board of India said that PwC chose
to rely on “glaring anomalies” and huge differences in Satyam’s
balance confirmations during its audit work between 2001 and
2008.

Although the initial ban did not include ongoing 2017-18 audits
for listed companies, the date was extended into 2019, and PwC
was allowed to carry on auditing its clients until 31 March, 2019.
In 2019, ¥ Indian regulators also pushed for a five-year ban on
Deloitte and KPMG over allegations the firms helped conceal
bad loans at Infrastructure Leasing & Financial Services, a major
infrastructure and finance group whose default last year trig-
gered a credit crisis. 4/

In South Africa, some notable audit failures included:

e Steinhoff International Holdings NV a listed global retailer that
inflated its profits and assets in 2016 by ZAR 250 billion, becom-
ing the largest accounting scandal in the market to date. The
auditor was Deloitte.

e Tongaat Hulett Ltd, South Africa’s largest sugar producer that
overstated its 2018 equity by ZAR 3.5-4.5 billion. The auditor
was Deloitte

e South Africa-based Gupta family, whose leaked conversations
with several key state officials in 2017 led to allegations of state
capture eventually ending Jacob Zuma'’s presidency in 2018. The
auditor was KPMG.

These events ultimately resulted in their investigation by the In-
dependent Regulatory Board for Auditors (IRBA), the country’s
audit regulator. ®/

In Australia, in 2019, a scandal erupted when a treasure-trove
of leaked documents was handed to the Australian newspapers
(The Age and the Sydney Morning Herald) by a whistle-blow-
er that shone an embarrassing light on the private workings of
the bank and the cosy relationship it had with its auditor of 13
years, Ernst & Young (EY). The leaked documents included conf-
dential minutes of a meeting where NAB’s chairman Ken Henry
privately told EY consultants in the midst of the Royal Commis-
sion of the Banking and Financial sector that he was “confident”
the bank was still selling products that ripped off its customers
and would eventually trigger compensation. The documents
made for disturbing reading./’®/

In 2021, the Australian arm of one of the world’s biggest and
most prestigious accounting firms, KPMG, was fined A$613,000
by the US accounting watchdog, the Public Company Account-
ing Oversight Board (PCAOB), after a review found widespread
cheating by staff on training tests over a four-year period. [/

In 2023, it was reported that a senior partner at consulting giant
Deloitte ran a suspected multimillion-dollar fraud while work-
ing at the firm, ensnaring dozens of executives, and many of
the prestigious company’s own partners. The figure at the cen-
tre of the suspected scandal, ex-Deloitte lead partner Amberjit
Endow, can no longer be found by the worried investors who
advanced him millions of dollars. Some investors estimate the
13-year company veteran’s suspected fraud could involve more
than $60 million. Victoria Police is now investigating following a
complaint in December 2022, while other investors have made
separate complaints to police in NSW. Investors now have hired
asset tracers to find him and the money he personally guaran-
teed was safe. 8/

In the USA, in March 2023, Silicon Valley Bank failed just 14 days
after KPMG LLP gave the lender a clean bill of health. Signature
Bank went down 11 days after the accounting firm signed off on
its audit. What KPMG knew about the two banks’ financial situ-
ation and what it missed will likely be the subject of regulatory
scrutiny and lawsuits. %/

Why are so many companies around the world failing after get-
ting clean audit reports? Because the audit report does not tell
us what we think it certifies.

What the Audit Report Tells Us About the Company

The audit report of financial statements uses the term ‘True
and Fair’ to express the condition that financial statements
are truly prepared and fairly presented in accordance with the
prescribed accounting standards. As such, an unqualified audit
opinion of the financial statements’ states that the audited fi-
nancial statements are true and fair in all material respect, i.e.,
after the auditors performed their audit, they found no materi-
al misstatements in the financial statements and that financial
statements are correctly prepared. 20/

They do not attest that the value of the company as stated in
the financial statements (called book value) is a true and fair
measurement of its market value; nor do they attest that the
financial transactions recorded arose out of only ethical prac-
tices; and they do not attest that there has been no fraud. They
only attest that the financial reports are prepared and present-
ed in accordance with the prescribed accounting standards. In
addition, the auditors have significant influence over the devel-
opment of accounting standards through direct involvements in
standard setting bodies like International Accounting Standards
Board (IASB) and intensive lobbying activities throughout the
standard-setting process.

Using a university analogy, it’s like the Big-4 are setting the sub-
ject syllabus, preparing the exam paper, writing the answers to
the exam, and finally giving a grade. If there is a complaint, they
are the adjudicators of the quality of their own work!

It is time for an independent body, such as Parliament, to be
responsible for setting accounting standards. 2/

Regulating the Accountants and Auditors: From Self-Regula-
tion to Statutory Regulation

In the case of the KPMG exam cheating scandal discussed
above, why was it that it was a USA watchdog, the PCAOB, that
was fining Australian auditors? In most cases involving the Big-4



Australia’s own watchdogs, the Australian Securities and Invest-
ments Commission (ASIC) and the Financial Reporting Council
(‘FRC’) have kept silent. Also, the Chartered Accountants of
Australia and New Zealand (CA ANZ) — the professional body
to which a majority of Big-4 auditors belong — also keeps silent.
[22] Fyrther, the International Federation of Accountants (IFAC)
the global organization for the accountancy profession, which
poses as an accreditation organisation, but instead is a lobby
group, has no teeth to impose any bans on recalcitrant member
organisation bodies or their members. [More on this later].

Unlike in Australia and the most countries in the world, the reg-
ulation of the accounting profession in the United States has
now shifted from self-regulation by peer review to statutory
regulation by the Public Company Accounting Oversight Board
(PCAOB).

The main reason for the U.S. policy on oversight changing over
the years — from a fairly hands-off approach, then to a negotiat-
ed oversight of self-regulation by the profession, and now to a
statutory-based oversight that is independent of the profession
—is mainly due to the Enron and WorldCom accounting and au-
diting scandals in the early 21st Century.

Following these scandals, a Senate Banking Committee was set-
up in the USA to evaluate the effectiveness of the profession’s
self-regulatory framework, which included the peer review sys-
tem and the Public Oversight Board (POB) — a forerunner to the
PCAOB. The Senate Banking Committee found that the peer
review system had never resulted in an adverse or qualified re-
port on a major accounting firm in its 25 years of existence! [23/

Even after Enron revealed its accounting errors, its auditor Ar-
thur Andersen received a clean bill of health from the peer re-
view system. How could this be? The answer was obvious, peer
reviews were “mutual back scratching” exercises. Audit firms
choose their own reviewers, who were likely to be connected
through prior relationships and tended to receive ‘friendly’ re-
views. This led to the inescapable conclusion that independent
standards-setting and independent oversight, while perhaps
not guarantees of reliable financial reporting and auditing, are
still indispensable elements of a strong financial reporting and
auditing system. 24/

In the latest PwC scandal, former Telstra chief Ziggy Switkowski
was named to head an independent review of the firm’s gover-
nance, accountability and culture following the issues identified
by the Tax Practitioners Board’s investigation into the firm’s use
of confidential information./?’/ Greens Senator Barbara Pocock
was not impressed with the PwC review, saying:

“Regardless of who they put in charge, it’s still paid for and run
by PwC. Promising to release a summary of the findings is not
the same thing as making the findings available to the public,”

“We can’t have any confidence in it. This is a matter for the Na-
tional Anti-Corruption Commission where it will be properly in-
vestigated.”

Due to the whitewashing often done in a self-regulation by peer review
process, the USA Senate Banking Committee rejected self-regulation of
the Auditing Profession and required instead independent oversight and
standards-setting. The US Congress passed these recommendations as
the Sarbanes-Oxley Act of 2002 by a near unanimous vote.

In addition to examining the profession’s self-regulatory system,
the USA Senate Banking Committee also examined the effec-
tiveness of accounting and auditing standards-setters. Among
other things, the Committee focused on was whether private
standards-setters’ funding mechanisms fostered inherent bias-
es.

Upon consideration, Senate Banking Committee Chairman
Paul Sarbanes assessed the risk of undue influence over stan-
dards-setting as follows:

“ .. the current arrangements of the standard setting bodies,
both FASB and the international standards-setters ... are fund-
ed by basically going around with a tin cup. So, you go to the
very people who are going to be most intimately affected by the
standards, you ask them for money to support the operation,
and if they don’t like what they think the standard setting body
is going to do, they’re obviously either unwilling or reluctant to
give money. 26/

Chairman Sarbanes went on to propose an independent fund-
ing source for both the new oversight board, as well establish-
ing auditing and related professional practice standards applica-
ble to public companies, and any accounting standards-setters.

The U.S. experience teaches the auditing professions in other
parts of the world, including Australia, many lessons, some of
which are:

e That rigorous auditor oversight is critical to maintaining an en-
vironment in which auditors can stand up to clients and enforce
comparability in financial reporting.

e To gain public confidence, oversight must be independent of
the profession, both in fact and appearance.

e U.S. efforts at more modest oversight did not fail for lack of
highly competent practicing auditors — they failed because they
used highly competent practicing auditors.

e This is not to say that expertise in auditing should not play a
role in oversight, but it must be expertise that is independent of
the profession itself.

Unfortunately, these lessons have had little or no impact in the
regulation of accounting standard setters and auditors in
Australia and other parts of the world.

The Regulation of the Accounting in Australia

Why is it that it was the US audit watchdog the PCAOB, and not
the Australian watchdogs, ASIC and FRC, that fined KPMG Aus-
tralia in the exam cheating scandal? Why were CA ANZ and IFAC
silent in the KPMG Scandal and provided only muted responses
in the latest PwC scandal? And why are the members of the
Global Accounting Alliance (GAA), comprising 10 of the world’s
leading professional accounting organisations (supposedly set
up to promote quality professional services) trying to keep a lid
on this and other multiple incidents of bad ethical behaviour
amongst its members?

It was reported by the Australian Financial Review (AFR) that in
the KPMG exam cheating case, ASIC had in fact, assessed the
material and concluded it did not have the power to sanction
KPMG partners and staff over internal training misconduct. An
ASIC spokesman had told the AFR that:



“ASIC has no power to intervene directly on such matters ... it is
of course very disappointing. The audit profession is in a position
of considerable authority and trust, and it is important that the
corporate and broader communities can rely with confidence on
their expertise, honesty and professionalism.” [27]

Typical of the glacial speed at which chartered accounting bod-
ies worldwide move with regards to disciplinary matters involv-
ing the Big-4 professional service firms — KPMG, Deloitte, EY and
PwC — CA ANZ told AFR reporters that it was, “monitoring the
case”. Had the PCAOB report from the USA not been published,
it is most likely that CA ANZ would be monitoring the case for-
ever.

None of the chartered accounting professional bodies in coun-
tries that have had major scandals from just a few years ago,
have disciplined their Big-4 members (or the chartered account-
ing partners within these firms) for professional misconduct.

This is because globally, chartered accounting professional bod-
ies like CA ANZ that are responsible for enforcing the profes-
sional standards of its members, receive major funding from
Big-4 auditing firms — and almost always have Big-4 partners on
their boards.

The Big-4 are also major sponsors of the IFRS Foundation and
the IASB that issues International Financial Reporting Standards
(IFRS) — according to which ‘true and fair’ opinions are given.
As such, they have a strong voice in those organisations, the
whole process of standard setting can be seen as somewhat in-
cestuous.

Independent Oversight is Needed of Professional Bodies
that can Undertake Audits

CA ANZ is one of the three generalist professional accounting
bodies who have members that provide public practice services
in Australia; and are recognised in s88B of the Corporations Act
(Australia) to issue a certificate under paragraphs 708(8)(c) or
761G(7)(c) after compiling or auditing a financial report in pub-
lic companies. The other two are CPA Australia and the Institute
of Public Accountants. All these bodies supposedly hold their
members accountable to the principles set out by their ‘codes
of conduct and professional standards’. However, very few cases
are enforced where the rulings are reported publicly, and al-
most never against the member who is linked to the Big-4.

All three bodies — as well as many other accounting bodies
globally — are also members of IFAC, which is a global advocacy
organisation mainly for the financial accounting and auditing
professions. On IFAC’s website it states that it supports the de-
velopment, adoption, and implementation of international stan-
dards for accounting education, ethics, and the public sector as
well as audit and assurance. It says that it also supports four
independent standard-setting boards, which establish interna-
tional standards on ethics, auditing and assurance, accounting
education, and public sector accounting; and issues guidance
to encourage high-quality performance by professional accoun-
tants in small and medium business accounting practices.

However, despite these lofty ideals, IFAC is not an accreditation
organisation. It is merely a lobby group. Membership of IFAC
is not obtained via an accreditation process, but instead, IFAC
membership is obtained via an application process that must be
sponsored by at least two current IFAC member organisations.
No individual members belonging to its professional bodies
globally has been brought in front of it for disciplinary action.

Therefore, it is time that all three generalist professional ac-
counting bodies in Australia come under strict independent
scrutiny of their auditor training programs and professional
qualifications; similar to how the Tertiary Education Quality and
Standards Agency (TEQSA) reviews higher education degrees is-
sued by higher education providers. Also, although Universities
have self-accrediting power, TEQSA regulates them through the
re-registration process.

This is the only way to ensure that Australian reputation in cor-
porate governance is maintained and capital markets are pro-
tected.

Controlling the Consulting Gravy Trains

Governments all across the world, including those in Australia,
utilise the services of consultants. Since the 1990s, commercial
companies that provide advice and assistance to government
and non-government organisations have played an increasing
role in the political scene. The global consulting services in-
dustry was estimated to be worth between US$700 billion and
US$900 billion (A$1.06 trillion to A$1.37 trillion) in 2021-22. [28/
The benefits of organisations using external consultants is that
they may need an independent view for consensus building
and decision making. Organisations cannot afford to employ,



cultivate, and retain the wide range of skills and expertise they
might need for specific projects. Also, they may lack the in-
house capacity, or have difficulty recruiting the right skills to
deliver key projects. Most importantly, in these times of budget
restrictions, organisations can achieve results within defined
fixed term and cost parameters.

There is no question that the right consultants, with the right
expertise in the right contextual situation can bring value to or-
ganisations.

However, critics claim that governments and the larger public
sector have, frequently to their harm, become unduly depen-
dent on a few big consulting firms, especially when they are ap-
pointed in an opaque process without any perceived expertise
in the area, carry an expensive price-tag, and are not account-
able when the advice they give is a failure in the implementa-
tion.

In the 2021-2022 fiscal year, five major consulting firms: Ac-
centure, Deloitte, EY, KPMG, and PwC received $2 billion in con-
tracts from the Australian Federal Government. Of these, the
Australian Department of Defence employed consultants from
these five firms in the greatest numbers. Around a third of the
Commonwealth’s $2 billion in 2021-2022 defence spending
was spent on contracts with those five companies, totalling
nearly $700 million. 2%/

Such consulting assignments were also illogical, especially
because there were public sector organisations that already
employed experts in the field. When legitimate research in-
stitutions such as universities and scientific institutes like the
Australian government-funded Commonwealth Scientific and
Industrial Research Organisation (CSIRO) are bypassed despite
having the kind of expertise required for a specific project,
questions are being raised as to why consulting firms with little
to no expertise and experience in the subject matter are award-
ed the contract in the first place.

The Australian National Audit Office estimates that the overall
committed value of contracts linked to private consulting firms
was $888 million in the fiscal year 2022. 3%/

Several analyses and investigations have also brought attention
to many issues with regards to the Commonwealth’s reliance of
consultants — including the high cost of external advisers; 3/
the regular cost overruns that go along with them *Z; and the
resultant deskilling of the public service.[®/

Register of Miscreants

As the major four accounting/advisory firms are significant gov-
ernment clients, it was tactically inconceivable that any firm
would abuse this trust. This scandal alone should guarantee
that they will never receive consulting work again. Govern-
ments should have a Register of Miscreants of those consulting
firms that have been involved in scandals and banning them
from future government contracts.

In the case of the latest PwC scandal, PwC made the wrong de-
cision in trying to take advantage of government secrecy viola-
tions by betraying the one institution, the Australian Tax Office
(ATO), that carries a big stick and is a lucrative source of consult-
ing income.

Government administrations around the globe have suffered
from their naiveté in terms of who they admit into their confi-
dentiality. In the PwC tax scandal case, the ATO should not have
invited a fox to give advice as to how to protect the chicken
coop. The good news for the Australian government (but the
bad news for PwC) is that there are many ways to publicly tor-
ture someone, such as a Senate estimates interrogation that
resulted in the release of a variety of PwC internal emails that
showed how widely the information had been disseminated
within the company and how it was being used to attract new
business. (34

In addition to that, in order to stop the rot once and for all it is
time that governments around the world start looking at the
accounting and auditing profession from ground up: question-
ing the need for a statutory audit; financing an independent
body to set accounting and auditing standards; having a statu-
tory-based oversight that is independent of the profession; and
stopping the gravy train for consultants by using more qualified
experts such as scientists and academics to support the public
service.

After all, the ATO could have consulted leading tax law aca-
demics for the BEPS Project to develop stricter multinational
tax legislation. Most likely, Peter Collins and other Big-4 tax ac-
countants often would have consulted the textbooks written by
these academics in providing tax advice to their clients!

Prof Janek Ratnatunga is CEO of ICMA (Australia & New Zea-
land)

The opinions in this article reflect those of the author and not
necessarily that of the organisation or its executive.
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ALFOOD SYSTEM: THE CURSE OF ULTRA-PRO-

CESSED FOODS.

Prof Janek Ratnatunga

Our globe is faced with a formidable challenge: producing
enough high-quality, diversified, and nutrient-rich food within
the confines of our planet to feed a growing population. This
entails considerably decreasing the global food system’s envi-
ronmental impact.

Climate change may seriously affect our ability to produce
enough food in a world with a growing human population.

A significant factor in environmental change is agriculture. One-
third of all glasshouse gas emissions [ and roughly 70% of fresh-
water use are caused by it. [2I'|1n addition, it consumes 38% of
the world’s land [3/ and is the main reason for biodiversity loss./*/

More than 7,000 different plant species can be used to make
food./?! But today, just three cereal crops—rice, wheat, and
maize—provide 90% of the world’s energy, with more than half
of the world’s population depending on them./®/

This continuous trend is most certainly being greatly influenced
by the rise of ultra-processed foods (UPFs). Therefore, cutting
back on the production and consumption of these items pres-
ents a special chance to enhance both our health and the food
system’s environmental sustainability.

This is of particular importance to management accountants
who need to consider environment, society, and governance
(ESG) issues in driving ‘sustainable’ value enhancement of their
organisations. Consequently, the manufacturing, marketing and
waste-management of UPFs presents a significant challenge to
our cost management systems.

The Global Agricultural System and Food Costs

In more recent times the global agricultural system has re-
mained largely strong despite the impact of climate change, in-

creasing deforestation, and decreasing soil productivity — and,
thankfully, there have been only a few severe food shortages.
This is because the volume of crops grown per hectare varies
from year to year by about 30%, according to research pub-
lished as far back as 2007!/

On the other hand, food costs have been fluctuating more and
more during the past few decades.®/ While there are many
factors that can affect food prices, such as crop yield, weath-
er, trade, speculation in the markets for food commodities, and
land management techniques — the majority of open trading
systems have made it possible for shortages of food in some ar-
eas to be offset by surpluses and increased production in other
areas.

Unfortunately, the stabilising effects of global trading to counter
climate change, deforestation and soil degradation could start
to break down with the globe now appearing to move towards
higher trade barriers. The twin pressures of climate change and
trade barriers alone could result is the increase of food prices
significantly, placing stress on budgets of poor people in rich
countries as well as those living in poor countries.

Also, whilst over the past 50 years crop growth per hectare has
increased significantly; in more recent times this growth has de-
creased relative to earlier decades. According to recent studies,
bad weather may have prevented up to 30% of the anticipated
growth of European crops./?/ It is most concerning that the most
noticeable shifts have frequently occurred in nations that are
at high risk of climatic impacts on food supply and cost, such
as those in sub-Saharan Africa, which includes South Africa./”/

This is especially evident in the cases of barley, maize, millet,
pulses, rice, and wheat. It appears that the countries most at
danger for food shortages are also those hardest impacted by
global warming. "/




The Impact of Rising Temperatures

According to the Intergovernmental Panel on Climate Change
(IPCC) — the world’s foremost experts on climate science —the
increased frequency of extreme weather events and higher av-
erage global temperatures brought on by climate change will
decrease the reliability of food production. 2

The IPCC has also provided evidence that increased heat and
rain brought on by climate change are deteriorating land and
decreasing soil productivity. This is due to the loss of organic
matter and soil nutrients, which has a negative impact on crop
production. Also, when sea levels rise more quickly due to glob-
al warming, there will be more saltwater intrusions and agricul-
ture land will be permanently flooded, all of which will exacer-
bate these negative effects. ¥/

With losses ranging from less than 1 tonne per hectare in Central
Asia to 100 tonnes per hectare in South-East Asia, recent mod-
elling of soil loss in wheat and maize fields reveals significant
differences between tropical climate zones and regions with a
substantial amount of flat and dry land. The five largest pro-
ducers of wheat and maize demonstrate the strong influence of
topography and climate on simulated water erosion. Water ero-
sion is relatively high in Brazil, China, and India, where a large
portion of cropland is in tropical regions, while annual median
values are much lower in Russia and the United States. [4/

Fertilizers and Food

The increased use of chemical fertilisers and irrigation has been
able to offset a significant amount of soil degradation. This has
largely corrected historically bad land management in Europe
and the US. For instance, according to one study, the decline
in soil quality would have caused American maize yields over
the past 100 years to drop from roughly seven to just over one
tonne per hectare without fertiliser. Nonetheless, while cost-
ing farmers more than $500 million-year, fertiliser has allowed
yields to be generally maintained./®/

However, chemical fertiliser overuse can contribute to soil
acidification and soil crust, thereby reducing the content of or-
ganic matter, humus content, beneficial species, stunting plant
growth, altering the pH of the soil, growing pests, and even
leading to the release of greenhouse gases. 6/

These findings have grave repercussions for less developed re-
gions of the world where the quality of the soil is deteriorating
but there are not enough resources to add fertiliser — chemical
or organic — to make up for it. Climate change will exacerbate
the situation, and its impact will become much more concern-
ing.

Growing new crops, or the same crops in various locations, in
response to rising temperatures is just one of the many facets
of land management for food production that have evolved in
recent decades. In many regions of the world, the overall im-
pact of these changes has considerably enhanced food vyields,
and land managers may be expected to modify their plans in
response to climatic changes.

However, if multiple major breadbasket regions (the parts of
the world that produce most of the food) simultaneously ex-
perience failure of important crops like wheat, maize, and soy-

beans due to climate change, the risks of price increases making
food too expensive in less developed regions of the world could
increase. 7]

The Impact of Ultra-Processed Foods on the Planet

Another significant impact on climate change is the planet’s de-
pendence on Ultra-processed foods (UPFs). While studies have
shown how western diets strong in caloric ¥/ and animal prod-
ucts ¥ often have negative effects on the environment, UPFs
have also been related to environmental issues. [20/

Whilst the effects of UPFs on human health are well-explained,
the environmental implications have received less attention.
Given that ultra-processed foods make up a large portion of
the food supply in high-income countries, this lack of attention
to their environmental impact is surprising, and may suggest
the possibility of strong lobbying by UPF manufacturers to keep
the issue off the table. 2/ Sales of UPFs are also rapidly rising
through low and middle-income countries where there has
been no discussion of their impact on the environment./??

A recent study, also makes the argument that the production,
processing, and consumption of “traditional” foods are nega-
tively impacted by increasingly globalised diets heavy in ul-
tra-processed foods./%?/

How To Recognise Ultra-Processed Foods

Ultra-processed foods refer to a class of foods described as “for-
mulations of ingredients, mostly of exclusive industrial use, that
arise from a succession of industrial processes.”

They typically contain cosmetic additives and little or no whole
foods. You might imagine them as foods that would be difficult
for you to prepare at home. Examples include candy, soft drinks,
chips, pre-made meals, and quick food items from restaurants.
In contrast, “traditional” foods, which are those that have un-
dergone little processing or are produced using conventional
processing techniques, include fruits, vegetables, whole grains,
preserved legumes, dairy products, and meat products.

Fermentation, canning, and bottling are examples of traditional
processing techniques that are essential to ensuring food safety
and global food security. Yet, foods that are ultra-processed go
beyond the minimum requirements for food safety. 24/

Australians consume a lot of food that has undergone extreme
processing — 39% of Australian people’ entire daily energy
consumption comes from these items./2/ This is more than Bel-
gium, Brazil, Columbia, Indonesia, Italy, Malaysia, Mexico and
Spain[26] — but less than the United States, where they account
for 57.9% of adults’ dietary energy. 27/

The ultra-processed foods that contributed the most dietary
energy to Australians aged two and over included ready-made
meals, fast food, pastries, buns, and cakes, breakfast cereals,
fruit drinks, iced tea, and confectionery, according to an anal-
ysis of the 2011-12 Australian Health Survey (the most recent
national data available on this). 28/

Unfortunately, although not the view held by governments and
Big Food, quite a few researchers have shown that we are being



poisoned by ultra processed foods because of:

¢ High concentration of simple carbohydrates — especially wor-
risome being the high fructose corn syrup used as sugar in most
ultra processed foods, especially those prepared in the USA.

¢ Additives — for example, for taste, colour, food preservation.

eHeat — there is evidence to suggest that the application of
very high heat (typical in ultra food processing) causes chemical
changes in the 3 main ingredients of the food, i.e. sugar, carbs
and proteins.

e Leaching — often the plastic wrapping can leach into the food
item.

What are the Effects of Ultra-Processed Foods on the Envi-
ronment?

Because only a few crop species are used in ultra-processed
foods, the habitats where these ingredients are grown are bur-
dened. Good examples include oil seed crops (like palm oil),
maize, wheat, soy, and soy. Food producers choose these crops
because they are affordable to grow and have high yields, al-
lowing for mass production.

Moreover, nutrients from animals that eat these same crops
are used in ultra-processed foods.

Fruits, vegetables, grains, legumes, meat, and dairy products
are just a few of the minimally processed whole foods that have
been supplanted by the rise of easy and affordable ultra-pro-
cessed foods. This has decreased the diversity of our food sup-
ply as well as the quality of our diet.

In 2019, the most common ingredients packaged food and drink
supply in Australia were milk (11.0%), wheat flour (15.6%), sug-
ar (40.7%), and vegetable oil (12.8%). [2/

Unfortunately, there is a substantial correlation between bio-
diversity loss and specific substances found in ultra-processed
foods, such as chocolate, sugar, and some vegetable oils. 12/

The Cost Impact of Ultra-Processed Foods

The production costs of ultra-processed food can vary depend-
ing on various factors such as the type of product, ingredients
used, manufacturing processes, and scale of production. Ul-
tra-processed foods typically undergo extensive processing and
contain additives, preservatives, and other artificial ingredients.

Some of the key cost components involved in the production of
ultra-processed foods are:

Ingredients: The cost of ingredients can vary significantly based
on their quality, availability, and sourcing. UPFs often rely on
inexpensive and bulk ingredients, such as refined grains, cheap
oils, sugars, and additives, which can help keep costs relatively
low.

Processing: The extensive processing involved in producing
ultra-processed foods requires specialised machinery, labour,
and energy consumption. The costs associated with processing
include equipment maintenance, energy bills, and the wages of
skilled operators and technicians.

Packaging: Ultra-processed foods are typically packaged in in-

dividual servings or larger containers. The cost of packaging ma-
terials, labelling, and design can add up, especially for brands
that invest in attractive and informative packaging to appeal to
consumers.

Marketing and Advertising: Promoting ultra-processed foods
involves significant marketing and advertising expenses far be-
yond those required for ‘traditional’ brands. These may include
advertising campaigns to spuike the benefit of an additive in
their UPF verses that on a competitor; product endorsements
by public figures such as sportspersons; product placements;
and other promotional activities to create brand awareness and
drive consumer demand.

Research and Development: Developing new ultra-processed
food products or improving existing ones requires investment
in research and development. Companies may spend consider-
able amounts on market research, product formulation, taste
testing, and quality control to meet consumer preferences and
maintain a competitive edge. These costs drive prices up.
Regulatory Compliance: Ultra-processed foods are subject to
various regulations regarding food safety, labelling, and nutri-
tional content. Complying with these regulations often involves
additional costs for testing, certifications, and compliance pro-
cedures.

Distribution and Logistics: The costs associated with transport-
ing ultra-processed foods from the manufacturing facilities to
retail stores or distribution centres should be considered. This
includes transportation fees, warehousing costs, and inventory
management expenses.

Waste-Management: An entire article can be written on this.
Most UPF manufacturers totally ignore what happens to the
packaging after consumption. As most often UPFs come in
soft-plastic wrappers, or soft and hard plastic combined con-
tainers, these are disposed as waste, and ultimately end up in
landfills or in our oceans.

It is important to note that specific production cost figures can
vary widely depending on the product and the manufacturer.
The food industry is highly competitive, and companies often
aim to optimise costs while maximising profits. Nutrient values
and the impact on the environment take a distant second.

Any Solutions?

It is possible to reduce the environmental impact of highly pro-
cessed meals. These foods are not only unhealthy, but they are
also not necessary for human nourishment. Ultra-processed
food consumption is also associated with a number of diseas-
es, including type 2 diabetes, cancer, irritable bowel syndrome,
heart disease, and depression.[3’/

In order to combat this, food production resources might be
redistributed globally to produce wholesome, less processed
meals. For instance, large amounts of grains like wheat, maize,
and rice are ground into refined flours that are then used to
make refined breads, cakes, doughnuts, and other bakery
goods.

They might be diverted to the production of healthier foods
like whole-wheat pasta or bread. This will increase global food
security and give major breadbasket nations like Ukraine and
Russia better protection from natural disasters (let alone armed
warfare).[?2 Ukraine and bordering parts of Russia are home to
the famous mineral-rich ‘black soil’ that provides the perfect
growing conditions for grains, giving the region its fame as the



‘world’s breadbasket’. The other breadbasket country is Brazil.
Obviously, the best way to lessen your impact on the environ-
ment and enhance your health is to consume fewer ultra-pro-
cessed foods.

By completely avoiding the usage of some substances, addition-
al natural resources could be preserved. For instance, changing
consumer tastes for healthier foods could drastically lower de-
mand for palm oil, a prominent ingredient in ultra-processed
foods linked to Southeast Asian deforestation.

Obviously, the best way to lessen your impact on the environ-
ment and enhance your health is to consume fewer ultra-pro-
cessed foods.
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DO YOU NEED A NEW DIGITALPATH TO REACH
THE NEW DIGITAL CUSTOMER?

Jim Little, Savi Thethi & Raghavendra Rengaswamy

Staying ahead of ESG regulations on a global scale can be a chal-
lenge but businesses cannot risk falling behind on supply chain
policies.

Two Questions to Ask

What are the challenges global organizations face with ESG com-
pliance and how should it shape the policies of businesses that
trade globally?

These requirements will have to involve several departments
and teams within an organization. How can this be made more
efficient while streamlining cost?

Modern supply chains span the globe in an impossibly complex
web, yet one stark image is all it takes to sum up the risks they
carry. When the 400m-long cargo ship Ever Given wedged across
a narrow stretch of the Suez Canal, its bow and stern “docked” on
opposite banks in 2021, it blocked the canal for almost a week,
freezing close to USS10b of world trade each day. Together with
the ongoing disruption caused by the COVID-19 pandemic, the
viral image of the mishap showed that, when it comes to global-
ized supply chains, plain sailing is not guaranteed.

Companies now have even more reason to be concerned about
the smooth flow of their goods. These days, environmental, so-
cial and governance (ESG) compliance is putting supply chains
under pressure too.

Around the world, governments are introducing measures, from

local laws to bilateral and multilateral treaties, that set ever
more stringent ESG standards for trade in the name of positive
causes — to protect the environment, aid the fight against cli-
mate change and improve living conditions for their populations.
Companies have to show that the global sourcing, production
and distribution of their products stand up to that scrutiny.

All of this creates a complex and fast-moving landscape for any
company looking to ship goods across borders. They have to
ensure their supply chains meet this panoply of new standards,
potentially facing penalties and taxation if they don’t. And they
have to track and report their efforts correctly too.

“Consumers are demanding the increasing transparency of sup-
ply chains,” says llona van den Eijnde, Senior Manager in Glob-
al Trade and Sustainability Services at Ernst & Young LLP. “They
want to know where their clothes are made, where their food is
coming from. Meanwhile, countries are looking for new revenue
streams, and to tie that to something that benefits the environ-
ment and society. With these demands, authorities are putting
ever greater pressure on businesses to provide insight on their
global supply chains. And that means greater demands on data
collection”

New Demands Take Many Forms

Those new demands take many forms, even under the “E” of
ESG alone. The Paris Agreement of 2016 enjoyed close to univer-
sal participation and has since led authorities around the world
to introduce environmental programs of their own.



One prominent example is the European Green Deal Industrial
Plan, announced by the EU in January 2023. This comprises a
range of ambitious measures, such as reducing the impact of
plastics, and tracking and trading carbon. It includes both finan-
cial obligations, including the taxation of a range of damaging
products and processes, and a slew of reporting requirements.

The Green Deal has the potential to be confusing and re-
source-heavy for businesses. It also provides a fine illustration of
the kind of work companies will be required to complete as glob-
al ESG compliance develops. “Companies need to understand
how these taxes will be calculated,” says J. Michael Heldebrand,
EY Americas and US Global Trade Leader. “Second, are there in-
centives or credits to help offset some of the tax burden? Third,
what’s the impact on the end user of the product? Are they hap-
py to absorb the cost of the tax because they see it as a benefit?
Orisitan unfair burden that would impact the value the custom-
er sees in the product and delays the purchase?”

These changes present significant upfront costs, especially when
there’s no unified method to how they’re applied. The EU takes
a largely harmonized approach to certain taxes, such as VAT,
where it sets a common minimum rate, and has made further
proposals to simplify registration across the trading bloc. But its
new sustainability measures mostly lack harmonization. The EU’s
member states are creating their own independent regulations.
And beyond the EU, a country-by-country reporting burden, and
lack of agreed standards, extends for new environmental mea-
sures around the world.

As such, many initiatives will lack a clear business case to sup-
port the expenditure, as heavy investment doesn’t bring clear
rewards.

“Even those that aspire to be carbon-neutral, minimizing and
electrifying their fleets because they believe customers and
markets will like it, don’t know whether they’re doing the right
thing, simply because the terms haven’t been fully defined at a
policy level,” says Jeroen Scholten, EY Global Trade Leader — Indi-
rect Tax; Partner, Indirect Tax, Ernst & Young Belastingadviseurs
LLP. “And if it is the right thing to do, they still need to know what
they get from it and what their customers get from it.”

Meeting New Compliance Obligations

One of the current key business challenges is ESG compliance.
Companies are asking whether they know enough about what
happens before the taxable event, and what happens after, in
order to fully comprehend the potential impact.

“The ESG compliance responsibility may outweigh what can be
a simple tax collection and remittance,” says Heldebrand. “Com-
panies struggle with how to make sure they’re doing it correctly.
And there may be penalties for not doing so. Those penalties
can rack up quickly when companies don’t understand their ob-
ligations.”

Having to maintain such a vigilant watch on global compliance
can carry severe implications in terms of strategy, planning and
commitments. Many organizations will need to overhaul inter-
nal processes to make them more streamlined and transparent.
The changing ESG picture may also demand improvements to
automation and system capabilities to provide the insight to
keep pace with evolving regulation.

While many executives have long-term sustainability goals for
their supply chains, few have the visibility, technology, or suffi-
ciently comprehensive programs in place to measure their prog-
ress.

“It’s absolutely going to stretch companies,” says Scholten. “In
many cases, adding or changing data elements requires signifi-
cant investments from companies with systems that have either
been attuned or closely aligned with existing requirements. That
is a huge issue. And while they may have a deluge of data at their
disposal, many still struggle to make it useful — for figuring out
alternative sourcing. The data is powerful, but it’s still manual in
the context of using it to make informed decisions.”

In many cases, adding or changing data elements requires signif-
icant investments from companies with systems that have either
been attuned or closely aligned with existing requirements.

Achieving Transparency in Supply Chains

Another key challenge of ESG compliance lies in the difficulty of
making global supply chains transparent; of being able to track
and quantify practices in the first place.

In recent years, a number of jurisdictions, including Canada and
the US, have introduced measures to prevent the importation
of goods manufactured using forced or child labour. This has
seen major global apparel brands have their products held up
at the US border until the companies in question can prove the
production process was free of forced labour. US customs has
since looped forced labour requirements into its trusted trader
program (C-TPAT Validation). It means that for everything from
coffee to sneakers, companies are required to have a docu-
mented social compliance program in place. At a minimum, that
means addressing how their overseas partners ensure that the
imported goods aren’t mined, produced or manufactured using
any forced, imprisoned or indentured labour. It requires detailed
risk-based mapping, and the filing of an annual self-assessment.

“The presumption is that your product is made with forced la-
bour —unless you can prove it doesn’t,” says Lynlee Brown, Part-
ner, Global Trade at Ernst & Young LLP. “And that’s very difficult
to do. That’s a big challenge, and companies need to be ever
vigilant and mindful of it.”

Given the general direction of travel of socially conscious mea-
sures, it’s safe to assume other jurisdictions will introduce simi-
lar forced labour regulation of their own. This means establish-
ing greater transparency, further in the supply chain than ever
before. It’s a hugely collaborative requirement.

“Someone needs to inform departments across the company
what documents they need to keep and decide how they’re go-
ing to retain for audit purposes,” says Brown. “That pulls in the
sustainability team, trade compliance and legal. What can you
ask vs. mandate and require of suppliers versus what can you
not. Plus, the operations team, to be able to get those docu-
ments. None of that is straightforward. Nor can it be templated.
It’s different and bespoke for every situation.”

This sparks a further question of responsibility: Who owns ESG,
and how should they approach it?



“Should they tackle it like other initiatives such as tax reform
or climate sustainability?” asks van den Eijnde. “And where do
those roads converge? Trade professionals are struggling with
whether they should own it, as a lot of them don’t have the ex-
pertise. So, they’re having to ramp up, or having to use external
partners to help put everything into perspective and manage
the specific risks. There has to be a collective view, but few know
where that collective view happens. That’s a serious challenge.”

Constant Evolution in Trade

The EU Green Deal and US forced labour rules are just two exam-
ples of new ESG regulations, taxes and standards. It’s safe to say
there will be many more. Supply chains have been globalizing for
decades, a trend that can’t be quickly reversed. And global trade
is evolving all the time, with smartphones opening up more re-
gions of the world to on-demand deliveries of consumer goods.
At the same time, even lovers of convenience are demanding
fairer and less impactful processes; and with the governments
of the world seeking new revenue streams, many will look to
link this to measures that benefit the environment and society.

As most companies still lack the knowledge, capacity or appe-
tite to handle this rapidly escalating tax and compliance picture,
an experienced third party may be required to offer cross-func-
tional experience, helping to improve planning and manage risk
across the spectrum of supply. External service providers can
help structure transactions, collect the requisite data across
complex value chains, and help improve communication across
disparate departments, ensuring everyone’s talking the same
ESG language and aligned on ESG KPIs. They can also handle the
ongoing work of continuous improvement, looking downstream
at not only emerging technologies and trends, but understand-
ing the factors that are driving the current environment and
what is likely to change.

The good news is that companies are getting smarter. They are
now more agile, flexible and able to anticipate changes to stan-
dards and regulations. Many can be more proactive and predic-
tive about what constitutes a taxable event. And as the glob-
al construct becomes more complex and interdependent, the
cross-functional collaboration required is serving to elevate the
role of tax and trade functions within organizations.

“In the last three years, I've seen more VPs of global customs
than ever before,” says Brown. “Businesses are now much better
equipped to adapt to these measures than they were four years
ago. They’re better aligned and make better business decisions.
From a policy perspective, they’ve become more able to handle
these knee-jerk rules because they’ve done it before. Now it’s a
case of ‘let’s do it again’, rather than spinning wheels and losing
productivity figuring out how to address it.”

This can-do approach is fitting. After all, while ESG measures re-
quire a radical overhaul for many businesses, they are ultimately
about making better decisions, and creating better practices, for
the good of the whole.

“Nobody wants harmful chemicals in the ground or children
making garments in apparel factories,” says Brown. “So while it
is a major challenge from a company perspective, figuring out
who’s going to do what and how to do it, it’s heading in a direc-
tion that’s far better for everyone.”

Three steps businesses should take now.

Here are three key steps to help companies navigate the
changing ESG trade landscape:

Establish ownership. As ESG is a complicated and multidisci-
plinary issue, it’s often passed around within organizations
like a hot potato. A common approach is to form a multidisci-
plinary ESG task force, pulling together different teams to react
to specific developments. Yet this is a sticking-plaster measure
at best. Determining who’s in charge is an important first step.

Understand your supply chain end-to-end. Companies may
take for granted that they know their suppliers. Yet the latest
ESG standards require a true understanding of what’s happen-
ing right up the chain, everywhere in the world. Gain an ap-
preciation of every step of the value chain, from sourcing raw
materials and components to landing at the customer’s door.
This may mean updating your technology or partnering with
the right third-party expertise. Remember: there are often
penalties for getting it wrong and incentives for getting it right.

Set yourself up for continuous improvement. ESG is affected
by everything from consumer taste and behaviour to new reg-
ulations and revenue streams, all of which are changing all the
time. While it can be daunting to jump into such an uncer-
tain picture, companies need to act now to avoid falling foul
of evolving expectations. That means establishing a long-term,
holistic view of your organization and the operating environ-
ment, and this may mean seeking external assistance.

Jim Little is EY Global Microsoft Alliance Lead and EY Americas
Technology Strategy Lead

Savi Thethi is EY Americas Consulting Services Technology
Transformation Leader

Raghavendra Rengaswamy is EY Global Delivery Services Data
& Analytics Leader
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KICKING THE GAS CAN DOWN THE ROAD

Ariel Liebman

Why a gas price cap is the worst way to protect energy
consumers?

The Australian federal government’s plan to extend the gas price
cap is not surprising, given fundamental market issues remain.

For as long as the war in Ukraine continues, Australian gas will
attract premium prices overseas. So the “temporary” $12 per
gigajoule cap on wholesale domestic prices — intended to pro-
tect local energy users —will no longer be lifted in December, but
will stay for a further 18 months at least.

This is just kicking the can down the road, rather than developing
a coherent energy policy.

A price cap is the worst of all credible options to establish market
or price stability. It creates perverse incentives to continue with
inefficient industry and residential energy use practices. It also
delays progress towards emissions reduction and transition to
renewable energy.

The optimal regulation of natural gas markets has been well-stud-
ied and applied internationally, and state and commonwealth
governments would be well advised to learn from such exper-
tise. The government should, at the very least, consult a range of
experts and develop a variety of policy options.

These options should include a gas reservation policy and a new
tax on excess gas industry profits that would be shared among
consumers.

In tandem, the government should also institute a first-principles
review of all energy market frameworks, as this issue (among
others) shows the fundamental assumptions underpinning cur-
rent energy market frameworks no longer hold.

Introducing a Code of Conduct

The extension of the gas price cap is just one part of the Alba-
nese government’s proposed mandatory code of conduct (gas
code).

It’s worth noting the consultation paper, released on 26 April
states the gas code “will ensure domestic prices are reasonable
by establishing a price anchor through:

* a price cap, initially set at $12/GJ

e conditional exemptions from the price cap for producers on
the basis of satisfactory voluntary enforceable supply commit-
ments, or being a small producer who exclusively supplies the
domestic market.

So, large gas producers can apply to exceed the price cap. That
might explain the term “price anchor”.

The draft code has already been subject to consultation with gas
producers and big industrial users over recent months. The Min-
ister for Climate Change and Energy, Chris Bowen, told the ABC
this was about striking “the right balance”.



Large gas producers are being asked to make submissions on the
supply and price commitments they would be prepared to make
in the context of the proposed exemption framework by 8 May.

Submissions on the second and final round of consultation will
close on 12 May.

Wholesale electricity prices have come down since coal and gas
price caps were introduced. (The wholesale electricity price is
heavily influenced by the gas price).

But the wholesale gas price for the first quarter of this year is
still the highest first-quarter price on record. The average price
across all Australian Energy Market Operator markets in March
was $9.43/GJ, the lowest since January 2022, which was $8.81/
GJ. The quarterly average price across all AEMO markets was
$11.86/GJ, compared to $9.93/GJ in Q1 2022.

Retail prices for electricity and gas continue to increase.
A Fragile Framework in Need of Repair

The relatively minor reduction in gas supply, due to sanctions on
Russia, exposed the delicate balance of supply and demand, and
the fragility of the global fossil energy system. In the long term,
the solution is clear — move to renewables that are not subject
to short-term supply-demand shocks, and are now cheaper than
coal and gas.

The switch to renewables also has another significant benefit —
decentralising the production of electricity from concentrated
sources of fossil fuels. This can start to address some of the key
sources of geopolitical instability related to oil and gas in the
Middle East, Russia, and similar sources.
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However, in the short term, the Australian government must
curb the worst excesses of the unfettered free market in natural
gas and retail electricity. We must give Australians short-term re-
lief by decoupling the Australian natural gas market from global
markets for a limited period.

The price cap is a poor attempt to do this, but the only sure way
is a domestic reservation policy. This would reserve a proportion
of gas produced on the east coast for the domestic market.

Western Australia already has one, which mandates 15% of
the gas extracted in the state must stay there. That’s why WA
gas prices are cheaper. Now the east coast of Australia needs a
strong gas reservation policy.

A Double-Whammy

Coupling domestic gas and electricity markets to the extremely
volatile and constrained international market is not in the na-
tional interest.

It is a double whammy, because not only are power prices over-
inflated, the resulting profits are not taxed appropriately.

We must fix this, properly.

Ariel Liebman is Director, Monash Energy Institute, and Profes-
sor of Sustainable Energy, Faculty of IT

https://lens.monash.edu/@technology/2023/05/03/1385716/
kicking-the-gas-can-down-the-road-why-a-gas-price-cap-is-
the-worst-way-to-protect-energy-consumers
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THE TRICKY ECONOMICS OF SUBSIDISING
PSYCHEDELICS FOR MENTAL HEALTH THERAPY

Cathy Mihalopoulos, Chris Langmead & Mary Lou Chatterton

Australia is the world’s first country to legalise the medical use of
psychedelics. But not everyone is sure the timing is right. There
are still major issues to work out for this move to benefit those
most in need.

In particular, there is the question of whether psychedelic med-
icines will be publicly subsidised, given the lack of data about
their cost-effectiveness compared with other treatments.

From July 1 2023, authorised psychiatrists will be able to pre-
scribe psilocybin and MDMA for post-traumatic stress disorder
and psilocybin for treatment-resistant depression, to be used in
conjunction with psychotherapy.

The Therapeutic Goods Administration (TGA), which regulates
medicines and medical devices in Australia, made this decision
in February, reclassifying psilocybin and MDMA from “Schedule
9” (prohibited substances, only legally available for use in re-
search) to “Schedule 8” (controlled substances).

Many in the field were surprised. Advocacy group Mind Medi-
cine Australia, which lobbied hard for the decision, was delight-
ed. But mental health experts such as former Australian of the
Year Patrick McGorry questioned the sufficiency of evidence.

The TGA considered the effectiveness and safety of psilocybin
and MDMA, as the regulator is supposed to do, but not their
cost-effectiveness. This is not a requirement of TGA approval
processes, but it is for the regulatory bodies that must approve
these treatments for a public subsidy.

The paucity of such evidence is going to be a high hurdle.

Will They Be Subsidised?

How much will such therapy cost? One estimate is $20,000 to
$30,000, comprising the cost of the medication and therapists’
time for sessions.

The pharmaceutical-grade psilocybin and MDMA used in Austra-
lian clinical studies has largely been supplied free by US-based
not-for-profit organisations such as the Usona Institute and
Multidisciplinary Association for Psychedelic Studies. The bu-
reaucratic requirements to import these medications include a
permit from the TGA and an import licence and permit from the
Office of Drug Control.

Increasing supply will require streamlining these import controls.
There is also work to be done on the potential for local produc-
tion. But for now the major determinant of costs for patients will
be if the medicines and therapy are subsidised, as many psycho-
logical treatments and most psychiatric medications are now.

A subsidy for the psilocybin/MDMA component will require ap-
proval by the Pharmaceutical Benefits Advisory Committee, the
independent body of medical experts that advises the federal
health minister on which drugs should be listed on the Pharma-
ceutical Benefits Scheme.

This will require a detailed submission (usually from the phar-
maceutical supplier) explaining how the medicine will be pre-
scribed, its effectiveness, safety and cost-effectiveness com-
pared with alternatives. Submissions must also include budget
impact analysis — that is, how much it will cost if the medicine is
listed on the PBS.
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A subsidy for the psychotherapy component will require listing
on the Medicare Benefits Schedule, which funds services such as
blood tests, diagnostics and allied health services.

This will need endorsement from the Medicare Services Adviso-
ry Committee (MSAC), which is not a statutory committee like
the Pharmaceutical Benefits Advisory Committee but has a sim-
ilar function.

Are They Cost-Effective?

To date there are no published studies on psilocybin’s cost-ef-
fectiveness, and only three on MDMA — all on its use in treating
PTSD.

The first of these studies was published in 2020, the second
in February 2022 and the third in March 2022. All three used
economic modelling to simulate long-term benefits and costs of
MDMA-assisted psychotherapy compared with standard health
care, extrapolated from the results of clinical trials (involving a
few hundred people).

Phase 3 clinical trials show therapy with MDMA and psychother-
apy substantially reduces PTSD symptoms compared to psycho-
therapy and placebo. Shutterstock

All three conclude MDMA-assisted therapy is a potentially
cost-effective treatment for people with chronic and severe
PTSD. However, the modelling assumes the effects of MDMA-as-
sisted psychotherapy taken from clinical trials of relatively short
durations (with maximum follow up of 18 weeks) will extend
over 10 to 30 years. This may be overly optimistic. They were
also based on the treatment patterns and costs from the US that
differ to those in Australia.

PBAC and MSAC will likely need to carefully weigh this type of
evidence to make an assessment about cost-effectiveness.

Estimating ‘Off-Label’ Use
Another issue to be carefully considered is how many people will
likely use these medicines in routine practice. Such estimates are

complicated by the risk of off-label use — psychiatrists prescrib-
ing psilocybin and MDMA for purposes not listed by the TGA.
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An estimated 40-75% of anti-psychotic medicine use is “off-la-
bel”. For example, the anti-psychotic medicine quetiapine is
registered for treating schizophrenia and bipolar disorder, but is
often used off-label for conditions such as anxiety or insomnia.
This is despite the rules for prescribing quetiapine (the prescrib-
er must state why they are prescribing it).

Allowing only authorised prescribers of psilocybin and MDMA
may reduce the risk but not eliminate it. It could mean the cost
of the medicines to the health budget ends up being a lot higher
than estimated.

The upshot of all this means, in practice, Australia is still a way off
from offering a public subsidy for these psychedelic treatments.
Which means, come July 1, the number of Australians able to
afford these treatments will be small.

About the Authors
Ayesha Scott is Senior Lecturer - Finance, Auckland University of
Technology,
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versity of Technology

Candice Harris is Professor of Management, Auckland Universi-
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This article is republished from The Conversation under a Cre-
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REGIONAL OFFICE & BRANCH NEWS

NEPAL

A delegation of 22 CMA members from Nepal visited the ICMA Secretariat at CMA House on May 9 2023.

ICMA (ANZ) President Prof Brendan O’Connell welcomed the delegates, and there were speeches by Mr. Kumar Khatiwada, ICMA
Regional Director; Kedar Math Paudel, President, AUDAN and Mohan Raj Regmi, Immediate Past President, AUDAN. Amongst the
distinguished guests were Mr. Bhumi Raj Acharya, Director, Office of the Auditor General Nepal and Ram Chandra Khanal, Chairper-
son, Association of Certified Management Accountants of Nepal.

Prof Janek Ratnatunga, the CEO of ICMA(ANZ) and Mr. Kedar Math Paudel, President, AUDAN had a MOU Signing ceremony followed
by a Photo session. This was followed by a CMA PIN distribution to new CMA members given by Prof Michael Tse, Chairman of IC-
MA(ANZ).

At 1pm all participants met at lunch at the ‘Airstream Café’, Glen Waverley.

ICMA (ANZ) President Prof Brendan O’Connell and ICMA (ANZ) Chairman Prof Michael Tse, listening to the speeches by
Mr. Kumar Khatuwada, ICMA Regional Director; Kedar Math Paudel, President, AUDAN and Mohan Raj Regmi, Immediate Past
President, AUDAN
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SRILANKA

The ICMA(ANZ) Regional Director for Sri Lanka, Mr. Kapila Dodamgoda visited the ICMA Secretariat at CMA House on May 29 2023.
The Sri Lankan regional office is one of ICMA(ANZ)’s most active offices and conducts both the CMA program and the GMA Conver-
sion program in the country. It was also the first overseas office established in Sri Lanka. Its first partner was the Institute of Char-
tered Accountants of Sri Lanka, and now the programs are organised by the Academy of Finance. Despite its long association with
ICMA(ANZ), this was Mr. Dodamgoda'’s first visit to the secretariat.

Mr. Chris Perera, the ICMA Executive Officer meets Kapila Dodamgoda, for
the first time despite 1000’s of emails between them over the years. Also, in
the pic is Prof Janek Ratnatunga the ICMA (ANZ) CEO.

Mr. Kapila Dodamgoda, the ICMA (ANZ) Regional Director for Sri Lanka,
with Prof Janek Ratnatunga and Dr. Chris D’Souza at CMA House
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INDONESIA

The Indonesian Branch of ICMA Australia & New Zealand and the School of Business and Management Petra University will be host-
ing the International Management Accounting Conference (IMAC) 2023 at Surabaya, Indonesia on 20 November 2023. The ICMA
Australia’s Indonesia President is Mr. Daniel Godwin Sihotang, CMA and the Dean of the School of Business and Management Petra
University is Dr Josua Tarigan. Prof Janek Ratnatunga and Dr Chris D’Souza will be giving presentations at the conference.

CPD Programs continued in Indonesia with a Certified Business Valuer (CBV) and Certified Enterprise Risk Analalyst (CERA) programs
organised by RAD Indonesia and Lean Visi Indonesia and delivered by the Academy of Finance and Management Australia (AFMA)
over Zoom on June 10 and June 11.

CMA@ ==

ACCoEBNTS

|% SBM =

See You soon in

IMAC2023

@PETRA CHRISTIAN UNIVERSITY

Save ﬂ]e d“rel Location:

Auditorium Q, Petra Christian University

m Siwalankerto 121131, Surabaya, East Java,
Indanesia
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ONLINE CPDs

Business Valuation

Enterprise Risk Analysis
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Project Management Analysis
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A WARM WELCOME TO OUR NEW MEMBERS (may 2023)

Mr. Yogendra Chhetri
Mr. Carl Kennedy
Mr. Israel Owolabi
Mrs. Rosalie Tionloc
Mr. Darin McCarthy

Mr. Warnakulasuriya Dacian Pathum Fernando

Ms. Erica Waters

Mr. Philip Nedumarathil Biswas
Mr. Hau Chung Andrew Fung
Mr. Ka Lok Koo

Ms. Sze Lok Sit

Dr. Linwen Ho

Mr. Ka Lun Cheung

Mr. Hoi Tung Ho

Ms. Hoi Kiu Leung

Mrs. Lakisha llangage

Ms. Maricris Ablay

Mr. Gerald Mark Abrina
Mr. Jess Anthony Atup

Ms. Mary Rose Lizette Banaag
Ms. Elaine Marie Cantillas
Mr. Rodrigo Eleseo Gatchalian Jr
Ms. Beverly Gatchalian

Mr. Jeremy Ignacio

Mr. Kim Cristian Maafo
Ms. Angela Manila

Mr. Honesto Mercado IV IV
Ms. Rosalie Montejo

Ms. Marry Joy Nitro

Ms. Khristine Marie Peria
Ms. Shiela Ann Salandanan
Ms. Emily Toribio

Mr. Jun Bacus

Ms. Tricia Estolano

Mr. Honesto Mercado IV IV
Ms. Glory May Valeriano
Mr. Alaa Ibrahim

Mr. Jimmy Thomas

Miss Oumatee Keetaruth
Dr. Christo Ackermann

Mr. Tharendra Bajgain

Mr. Abdul Karim Khan

Mr. Amin Bhandari

Mr. Sujit Koirala

Mr. Chhabin Magar

Mrs. Neelam Khulal

Mr. Narayan Chaulagain
Mr. Deepak Shrestha

Mr. Pujesh Baidya

Mr. Abinash Karna

Mr. Yogesh Dangol

Mr. Prakash Panthi

Mr. Mangal Gurung

Mr. Saroj Bajracharya

Mr. Santosh Rijal

Mr. Sanu Neupane

Mr. Madhu Bhattarai
Mrs. Mamta Acharya

Mr. Gopal Ghimire

Mr. Samir Kharel

Mr. Dharani Ghimire

Dr. Zhenguo Jia

Mr. Elliot Hinds

Mr. Shuaib Suleman
Miss Melissa Grero

Ms. Sahara Mae Tamayo
Ms. Nirmala Gautam
Mrs. Ratih Mayasari

Dr. Chularat Jitpaisanwattana
Mrs. Josephine Didulo
Mr. Uthayaragavan Sabanathan
Mr. Mohamed Shafraz
Dr. Rayed Alobaid

Mrs. Dian Wijayanti

Mr. Michael Morris

Mr. lluobe Gabriel Okojie
Mr. Lohitha Ranasinghe
Mr. Mohammad Hassan
Mr. Salinda Jayawardena

Mr. Weerasinghe Meegahawattage Saman Weerasinghe

Mr. Barkah

Mr. Haryono

Mr. Juanda Astarani
Mr. Huger Anggoro
Mr. Windu Jati

Mrs. Miranti Puspaningtyas
Mrs. Sriyani Mentari
Mrs. Tuti Dharmawati
Mr. Hasbudin

Mr. Helmi Yazid

Mr. Zulfikar

Mr. Hafizh Anisman
Mrs. Lusi

Mr. Fadly

Mr. Fakhrul

Mr. Ari
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August 5-11, 2023:
CMA Program Workshop, Jakarta, organised by RAD Indonesia
and Lean Visi Indonesia.

August 17-18, & Aug 21-25, 2023:
CMA Program Workshop, organised by Uniciti International
Education Hub (UIEH), UIEH Pierrefonds Campus, Mauritius.

September 2-4,9-10 & 16-17, 2023:

Seventh CMA Global Zoom Program in Strategic Cost Manage-
ment & Strategic Business Analysis, Syme Business School,
Australia. (zoom).

September 23-25, 2023:
Certificate of Proficiency in Strategic Cost Management, SMU
Academy, Singapore (10th Intake).

September 29- Oct 2, 2023:
Certificate of Proficiency in Strategic Business Analysis, SMU
Academy, Singapore (10th Intake).

October 6-8 and October- 27-30, 2023:
The first CMA Program Workshop, Bangkok, organised the Thai
Federation of Accountants (TFAC)

October 14-22, 2023:
CMA Program Workshop organised by Academy of Finance, Sri
Lanka.

November 4-12, 2023:
28th CMA Program Workshop organised by SMART Education
Group, Dubai.

November 4-12, 2023:
28th CMA Program Workshop organised by SMART Education
Group, Dubai.

November 20, 2023:

International Management Accounting Conference (IMAC),
organised by the CMA Indonesia Branch, and Petra University,
Surabaya, Indonesia.

Wharton Institute of Technology and Science (WITS),
Australia

Syme Business School, Australia

Academy of Finance, Sri Lanka

IPMI (Indonesian Institute for Management
Development), Indonesia

Singapore Management University Academy (SMU
Academy)

Business Sense, Inc. , Philippines

HBS for Certification and Training, Lebanon

SMART Education Group, UAE

Institute of Professional and Executive Management,
Hong Kong

AFA Research and Education, Vietham

Segal Training Institute, Iran

Business Number Consulting, Indonesia

RAD, Indonesia

STRACC Learning LLP, India

Ra-Kahng Associates Ltd, Thailand

Academy of Management Accountancy, Nepal

Blue Globe Inc, Japan

FFR Group APAC, Malaysia

Unnayan Educational Services, India

New Zealand Academy of Management
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ICMA AUSTRALIA

Global Head Office

CMA House

Monash Corporate Centre
Unit 5, 20 Duerdin Street
Clayton North, Victoria 3168

Australia

Tel: 61 3 85550358

Fax: 61 3 85550387

Email: info@cmawebline.org
Web: www.cmawebline.org

OTHER CENTRES

New South Wales

Professor Chris Patel, PhD, CMA
Branch President

Macquarie University

Northern Territory

Professor Lisa McManus, PhD, CMA
Branch President

Charles Darwin University

South Australia

Prof Carol Tilt, PhD, CMA
Branch President

University of South Australia

Western Australia

Dr. Vincent Ken Keang Chong
Branch President

UWA Business School

Queensland

Dr. Gregory Laing, PhD CMA
Branch President

University of the Sunshine Coast

OVERSEAS REGIONAL OFFICES

BANGLADESH

Mr. Sazzad Hassan, CMA

Regional Director — Bangladesh

Email: sazzad.hassan@gmail.com
Website: http://www.cmaaustralia-bd.org

CHINA

(including Hong Kong and Macau)

Prof. Allen Wong, FCMA

Regional Director and CE - Greater China
Email: info@cmaaustralia.org
allen.wong@cmaaustralia.org

CYPRUS

Mr. Christos loannou BA (Hons), MBA , CMA
Regional Director-Cyprus

Email: chioanou@cytanet.com.cy

EUROPEAN UNION
Mr. Rajesh Raheja CMA,
Branch President

9, Taylor Close, Hounslow, Middlesex TW3 4Bz,

United Kingdom

Tel: +44 208 582 0025

Email: rajesh@cmaeurope.net
http://www.cmaeurope.net

FUJI

Dr. Chris D’Souza, CMA

Country Head — Fiji (Pro-Temp)
New Zealand Institute of Business
Website: http://www.cmafiji.org

INDIA

Mr N Muralidharan, CMA

Country Head —India

Email: muralidharan@unnayan.co.in
Website: http://unnayan.co.in/portal/

INDONESIA

Special Capital Region

(Jakarta) Regional Office

Ms. Arum Indriasari — Jakarta Centre
IPMI Business School

E-mail : arum.indriasari@ipmi.ac.id

West Java Regional Office

Mr. Daniel Godwin Sihotang, FCMA

Regional Director - West Java
Email:Daniel.GodwinSihotang@bekaert.com

East and Central Java Regional Office
Dr. Ana Sopanah, CMA

Regional Director - East Java

Email: anasopanah@gmail.com

IRAN

Mr. Alireza Sarraf, CMA
Regional Director- Iran

Email: sarraf@experform.com

JAPAN

Mrs. Hiroe Ogihara

Country Head —Japan

Email: y.al.ogi999@gmail.com
Website: http://www.cmajapan.org

LEBANON

Dr. Fawaz Hamidi, CMA
Regional Director - Lebanon
Email: hbs@cmamena.com
www.cmamena.com

MALAYSIA

Mr. Jensen Tan, CMA

Country Head — Malaysia

Email: j.tanjensen@gmail.com
Website: http://www.cmamalaysia.com

West Malaysia Regional Office

Dr. Ridzwan Bakar, FCMA

Deputy Regional Director - West Malaysia
Email: ridzwan.bakar@mmu.edu.my

CAMBODIA
[To be Appointed]

NEPAL

Mr. Kumar Khatiwada, CMA
Regional Director — Nepal

Email: kumar_kha@hotmail.com
Website: http://www.cmanepal.org

THAILAND

Mr. David Bell, CMA

Regional Director — Thailand

Email: david.bell@rakahng.com
Website: http://www.cmathailand.org

NEW ZEALAND

Mr. Richard Miranda

New Zealand Academy of Management (NZAM)
Regional Director — New Zealand

Email: info@cmanewzealand.org

Website: www.cmanewzealnad.org

PAPUA NEW GUINEA

Dr Thaddeus Kambanei, CMA

Regional Director - PNG

Email: Thaddeus.Kambanei@yahoo.com
http://www.cmapng.com

PHILIPPINES

Mr. Henry Ong, FCMA

Regional Director - Philippines
Email: hong@businesssense.com.ph
http://www.cmaphilippines.com

SINGAPORE

Dr Charles Phua, CMA

Country Head — Singapore

Email: charles_phua@solarisstrategies.com
Website: http://www.cmasingapore.com

SRI LANKA

Mr Kapila Dodamgoda, CMA

Regional Director - Sri Lanka

Email: kapiladodamgoda@yahoo.com
http://www.cmasrilanka.com

UNITED ARAB EMIRATES

Mr. Shakeeb Ahmed, CMA

Regional Director - U.A.E. & GCC Countries
Email:shakeeb@smarteducationgroup.org
Mobile: +971-55-1062083

Website: www.cmadubai.org

VIETNAM

Mr. Long Phan MBusAcc, CPA, CMA
Regional Director- Vietnam

Email: longplt@afa.edu.vn

The Content of this eMagazine has been contrib-
uted by members of ICMA for the exclusive use of
other ICMA members for their educational and pro-
fessional development.

The ICMA hosts this magazine as a ‘creative market-
place’ bringing together content provider members
who upload interesting articles they have come
across that they believe that other management
accounting professionals would like to peruse for
their educational and professional development. As
a ‘creative marketplace’ On Target is protected by
the Digital Millennium Copyright Act.

Although ICMA constantly monitors the uploads
for copyright violations; if an article or image has
been uploaded by a member without obtaining the
required authority, please contact ICMA on www.
cmawebline.org, and the material will be taken
down immediately.

Certified
Management
Accountants

AUSTRALIA « NEW ZEALAND
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