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SPECIAL REPORT: ACCOUNTING CHINA

W
here once it was
overseas
companies
flocking to China
to drive capital

into mainland businesses and
joint ventures, today’s flow of
money is markedly different,
with outbound mergers and
acquisitions (M&A) being a
rising trend in the country.

The shifting winds of
economic favour are largely
credited for the changing trends. 

“The past five years have
perhaps personified the Chinese
idiom that ‘in crisis there is
opportunity’,” says Kenneth Yeo,
director and head of specialist
advisory services, at BDO.

“Since the global financial
crisis in 2008, the United States
has been in continued economic
disarray, partly due to their fiscal
malfunction and political
infighting. Meanwhile, Europe
has teetered from one debt crisis
to another, and consequently,
the valuation or prices of many
quality businesses and assets are
at record low levels.

“With the renminbi
appreciating to record highs
against the US dollar and euro,
this is probably a ‘once-in-a-
lifetime’ window for Chinese
companies to invest abroad.
Chinese companies have 
seized on the opportunity 
to expand abroad.” 

The big state-owned firms

still make up the bulk – around
60 to 65 per cent – of overseas
investment, says Eugene Ha,
advisory partner, Grant
Thornton. 

“State-owned enterprises
(SOE) remain the dominant
figure in overseas investments,
but private companies are
coming up, [as are] some private
equity (PE) funds as well,” he
says. “These are definitely
growing in terms of influence. 

“SOEs have very strong
financial backup from the state
banks, and privately owned
companies don’t have this sort
of capability to get funding from
the banks, so they have to be
accompanied by PE funds to
invest outbound.”

Eugene Liu, partner and head
of transaction advisory services,
at RSM Nelson Wheeler, agrees,
but says that the influence of the
private sector is increasing. 

“In the [past] couple of years,
the participation of privately-
owned enterprises and
mainland China private equity
firms have been growing
strongly. They are becoming
more active in investing in
overseas entities and assets.”

The energy and natural
resource sectors are major
investment targets for Chinese
companies, who aim to secure 

a stable supply of natural
resources.

In the past five or so years,
however, an increasing number
of Chinese entities have been
looking for overseas investment
opportunities – hoping to tap
into new consumer bases, new
business environments,
overseas skills and technology.

“Chinese investors are more
interested in acquiring resources
and industrial technology-
focused businesses,” Liu says.

Outbound M&A investments
are at least in part mandated by
the government, and the seven
industries that make up the raft
of industries deemed suitable
are laid out in China’s latest five-
year plan – the doctrine that
steers the country’s economy. 

In value terms, Chinese
overseas M&A is still heavily
skewed towards energy and
resources, Yeo says. The main
reason for this, he explains, is 
the continued need to secure
supply to meet China’s 
ever-growing demand. 

He cites investments such as
CNOOC’s US$15 billion
acquisition of Canadian oil
sands firm Nexen, and says that
China’s petroleum majors
PetroChina and Sinopec also
invested substantially in the
non-conventional segment of

the North American oil and gas
market last year. 

“Part of the reason for these
recent investments is probably
because China has vast reserves
of shale gas and coal-bed
methane and requires the
acquired technology to access
these resources.”

Government intervention
can often cause headaches for
those wishing to invest overseas,
and there are other challenges
for companies that have
managed to invest overseas.

“Obtaining mainland
Chinese official approval on
M&A deals is always a
deterrent,” Liu says. “Chinese
outbound M&A transactions,
which involve Chinese-
domiciled entities, need to
satisfy requirements set by
National Development and
Reform Commission and
Ministry of Commerce.

“Post-deal integration with
target companies is challenging,
especially for some smaller-size
buyers from China,” Liu adds.
“They were not experienced and
sophisticated in managing
overseas businesses. We believe
that the more deals the Chinese
buyers complete, the more the
Chinese buyers will learn. The
post-deal integration issue can
be gradually improved.”

Seizing opportunities

State-owned oil company CNOOC paid US$15 billion for Canadian oil sands firm Nexen. Photo: Bloomberg

Mainland firms take advantage of ‘once-in-a-lifetime’ window 
to go on acquisition trail in US and Europe, writes Euan McKirdy
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The complex nature of global
business and investors’
improving understanding of
environmental and social issues
are underscoring the need for a
new type of corporate reporting
– one that goes beyond the
numbers to examine equally
pertinent nonfinancial issues.

A growing number of large
corporations in Europe and the
United States are already
embracing the integrated
reporting model, which covers
an organisation’s strategy,
governance, performance and
prospects – issues that lead to
the creation of value over the
short, medium and long term.

“Integrated reporting
provides a clear and concise
representation of how an
organisation demonstrates
stewardship, and how it creates
value in the short and long
term,” explains Chris Joy,
executive director of the Hong
Kong Institute of Certified Public
Accountants (HKICPA).

The International Integrated
Reporting Council (IIRC) – a
global coalition of regulators,
investors, companies and
accountants, among others – is
seeking feedback to its recently
released consultation draft on
integrated reporting. This
approach encourages
companies to collate all relevant
data about an organisation’s
strategy, risks and governance
processes, environmental and
societal impact, and financial
data and results, according to
the IIRC. Companies can then
create a report that is
transparent and focused on
value creation in the long and
short term, and explains how
these elements form a 
coherent whole.

Many in the industry say the

time is ripe for a single holistic
report, as the traditional form of
corporate reporting is no longer
sufficient for investors with
soaring expectations and a
tightened regulatory regime.

“Presently, most
organisations provide separate,
chunky standalone reports that
may satisfy different
stakeholders’ needs to varying
extents, but never quite provide
the full picture,” says Chiew
Chun-wee, head of policy at the
Association of Chartered
Certified Accountants (ACCA) in
Asia-Pacific. “Financial reports
and sustainability reports are
seemingly prepared in silos,
when what stakeholders really
want to know is how they cross-
pollinate. What is missing now is
a well-thought-through synopsis
that tells the main story of the
organisation – some
background, a little history and,
more importantly, the future
aspirations both in the short and
longer term.”

Although adoption of the
integrated reporting model has
been slower in Hong Kong,
accountants say it is headed in
the right direction. Earlier this
year, the Hong Kong stock
exchange’s Environmental,
Social and Governance (ESG)
Reporting Guide became
recommended practice for listed
companies, with talk of a move
towards a “comply or explain”

approach to ESG reporting 
by 2015.

“The ESG can be seen as part
of the journey towards
integrated reporting, as it goes
further in promoting the
reporting of nonfinancial
information,” explains Ivan Au,
chairman of the continuing
professional development
committee and member of the
corporate sector committee at
CPA Australia – Greater China.
“Some of the larger companies
in Hong Kong are already
adopting integrated reporting.
The drive towards integrated
reporting is there.”

Although integrated
reporting has been adopted
mainly by large companies, the
approach is suitable for
businesses of any size.

“Integrated reporting is
focused on providing investors
with the information they need
to make better decisions, so the
size of the company does not
matter. Smaller companies
should also be looking at issues
pertaining to value creation in
the short, medium and long
term,” Joy says.

Although ideal as a concept,
industry sources say a gamut of
challenges need to be addressed
before integrated reporting
becomes mainstream practice.

“Aside from management
buy-in, one of the biggest
challenges is how a company
can produce one report that can
speak to so many different
stakeholders with different
agendas,” Au notes.

Other concerns include
managing information overload
that is already overwhelming
businesses, the risk of giving
away trade secrets when
discussing the future,
compromising proprietary
information, and the
considerable set-up 
costs involved.

Chris Joy 

Report model doesn’t
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