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The SMEE Review continues to foster the 

dissemination of emerging challenges and 

research findings that bring valuable solutions 

for practitioners in small- and medium-sized enterprises 

(SME) and entrepreneurship. This issue focuses on asset 

valuation and financial reporting in SMEs.

In the first paper, Professors Morina D. Rennie 

and David W. Senkow present a new option available 

to Canadian private firms for the presentation of their 

financial statements. Henceforward, beginning in 

January 2011, Canadian private firms can choose between 

“Accounting Standards for Private Enterprises” (ASPE) 

and “International Financial Reporting Standards” (IFRS) 

to present their financial reports. The authors present the 

particularities of the new financial reporting standards 

and encourage operators to keep in mind the users of their 

reports and to make the decision to use ASPE or IFRS as 

soon as possible for a smooth transition.

The second paper by Diaconeasa A. Aurora, Udroiu 

I. Nicolae, and Mitroi Gheorghe from the University « 

Valahia » of Târgovişte (Romania) reveal impediments 

faced by 33 Romanian private firms to implement 

ASPE standards. Some of these impediments are 

manageable, others are not. But the need for transparency, 

comparability and relevancy of financial reports of 

companies in the European Union context requires a 

compromise that reconciles difficulties and pragmatic use 

of ASPE.

The third paper is an interview that Robyn 

Warsylewicz, the outgoing Student Consultant Manager 

at the Centre for Management Development, carried out 

with Gavin Semple, the President and General Manager 

of Brandt Industries Ltd. Mr. Semple has evolved from 

sales person to President of the company. He portrays, in 

a concrete manner, the lessons learned through his long 

journey that transformed a small locally oriented firm into 

a diversified and globally-oriented one. From these lessons, 

Robyn draws interesting principles that could be useful to 

any manager.

In a paper entitled “The Indian Way: Lessons for 

the U.S.”, Capelli et al. (2010: 7) asserted that to face for 

example the 2008 crisis, “there are many alternatives to 

the U.S. model, but the one from which U.S. corporations 

could learn the most (…) comes from India”. The Indian 

way was praised for putting employee interests before the 

EDITORIAL 

shareholder ones. The fourth paper in this issue presents 

a case written by Aruna K. Panda on an Indian company. 

Despite the use of the Indian model, the company is 

facing “various operational issues including the threats of 

product duplication, brand dilution, unorganized human 

resource practices and unethical market competition”.  

Aruna presents suggestions to improve the situation.  His 

case is an illustration that business country models can 

give alternative insights to create values, but they cannot 

be panacea for problems that arise from the individual, 

institutional, and competitive environment.

In recent years, concerns about increasingly hot 

summers or progressively cold winters have been raised, 

especially by environment pressure groups. In the fifth 

paper in this issue, Professors Saqib Khan and Zhou Zhang 

present the weather derivative. This should not be confused 

with insurance related to weather. Saqib and Zhou expand 

on the differences between the two financial practices and 

give an example and specificities of weather derivatives. 

This paper left me with, or reinforced, my impression that 

an event (here the climate) perceived by some as a threat 

necessitating an insurance, could be perceived by others as 

an opportunity for investment (weather derivative).

Finally, Professor Bryan Austin has reviewed the 

book Valuing Early Stage and Venture-Backed Companies 

by Neil J. Beaton. Bryan found that this book describes 

the uniqueness of the valuation process for early stage 

companies. It can be used by readers of all experience 

levels. I hope that you will take advantage of the summaries 

that Bryan made on each chapter of the book.

Enjoy your reading and, on your behalf, let me thank 

Bruce C. Anderson, Director of the Centre for Management 

Development, who worked with me on the preparation of 

this issue. Thanks to the Student Consultant Managers at 

the Centre for Management Development, including the 

outgoing Robyn Warsylewicz and the incoming Shandra 

Reynard for their dedicated work. Finally, thanks to 

Kelly-Ann McLeod, Executive Assistant to the Dean of the 

Faculty of Business Administration and Anne Lavack, Dean 

of the Faculty of Business Administration, University of 

Regina, for having spent numerous hours of their time on 

proofreading the papers in this issue.

Jean-Marie Nkongolo-Bakenda

Editor
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La Revue SMEE continue de favoriser la diffusion 
de nouveaux défis et des résultats de recherches 
qui apportent des solutions intéressantes pour 

les gestionnaires dans les petites et moyennes entreprises 
(PME) et l’entrepreneuriat. Ce numéro visait à mettre 
l’accent sur l’évaluation des actifs et les rapports financiers 
dans les PME.

Dans le premier article, les professeurs Morina D.  
Rennie et David W. Senkow présentent une nouvelle option 
à la disposition des entreprises privées canadiennes pour la 
présentation de leurs états financiers. Désormais, à partir de 
Janvier 2011, les entreprises privées canadiennes peuvent 
choisir entre “des normes comptables pour les entreprises 
privées” (ASPE) et “International Financial Reporting 
Standards» (IFRS) pour présenter leurs rapports financiers. 
Les auteurs présentent les particularités des nouvelles 
normes d’information financière et invitent les opérateurs 
à garder à l’esprit les utilisateurs de leurs rapports et de 
décider le plus tôt possible s’ils comptent utiliser les ASPE 
ou les IFRS en vue d’une transition en douceur.

Le deuxième article, par Diaconeasa A. Aurora, Udroiu 
I. Nicolae, et Mitroi Gheorghe de l’Université «Valachie» de 
Targoviste (Roumanie) révèle des obstacles rencontrés par 
33 entreprises privées roumaines lors de la mise en œuvre 
des normes ASPE. Certains de ces obstacles sont gérables, 
d’autres non. Mais les besoins en matière de transparence, 
comparabilité et de la pertinence des rapports financiers 
des sociétés dans le cadre de l’Union européenne exigent 
un compromis qui concilie les difficultés et l’utilisation 
pragmatique de normes ASPE.

Le troisième article est une interview que Robyn 
Warsylewicz, le directeur sortant du «Centre for 
Management  Development», a réalisée avec Gavin Semple, 
le président et directeur général de Brandt Industries Ltd .  
Mr. Semple a évolué de la position d’employé aux services 
de ventes à celle de propriétaire-dirigeant de l’entreprise. 
Il dépeint, d’une manière concrète, les enseignements tirés 
de son long voyage qui a transformé une petite entreprise 
orientée sur un marché local en une companie diversifiée et 
à vocation mondiale. De ces leçons, Robyn tire les principes 
intéressants qui pourraient être utiles à tout dirigeant 
d’entreprise.

Dans un article intitulé “Le style indien: Leçons pour 
les Etats-Unis”, Capelli et al. (2010: 7) ont affirmé que 
pour faire face, par exemple, à la crise de 2008, il existe de 
nombreuses alternatives au modèle américain, mais que 
celui à partir duquel les entreprises américaines pourraient 
apprendre le plus vient de l’Inde. Le style de gestion indien 
a été loué parce qu’il met les intérêts des salariés avant 
ceux des actionnaires. Le quatrième article de ce numéro 
présente un cas écrit par Aruna K. Panda sur une société 

    Éditorial
indienne. Malgré l’utilisation du style de gestion indien, la 
société est confrontée à diverses difficultés opérationnelles 
incluant les menaces de duplication de produits, dilution de 
la marque, la non syndicalisation de ressources humaines et 
les pratiques de concurrence contraires à l’éthique. Aruna 
présente des suggestions pour améliorer la situation, mais 
son cas est une illustration du fait que les modèles d’affaires 
des pays peuvent certes offrir une alternative pour créer 
des valeurs, mais ils ne peuvent pas être la panacée pour les 
problèmes qui se posent, de façon particulière, sur le plan 
institutionnel ou concurrentiel.

Ces dernières années, les étés plus chauds ou des 
hivers plus froids ont fait l’objet des préoccupations de 
plusieurs personnes et, particulièrement, des groupes 
de pression pour l’environnement. Dans le cinquième 
article de ce numéro, les professeurs Saqib Khan et 
Zhou Zhang présentent les produits dérivés basés sur la 
météo. Ce produit financier ne devrait pas être confondu 
avec l’assurance liée aux conditions météorologiques. 
Saqib et Zou s’étendent sur les différences entre les deux 
pratiques financières en plus de présenter un exemple et les 
spécificités des dérivés climatiques. Cet article m’a laissé, 
ou plutôt  renforcé, mon impression qu’un événement (ici le 
climat) perçu par certains comme une menace qui nécessite 
une assurance, pourrait être perçu par d’autres comme une 
opportunité d’investissement (dérivés climatiques).

Enfin, le professeur Bryan Austin a revue pour vous le 
livre VALUING EARLY STAGE AND VENTURE-BACKED 
COMPANIES  (Évaluation d’une entreprise dans ses 
premières années d’existence) par Neil J. Beaton. Bryan a 
constaté que ce livre décrit le caractère unique du processus 
d’évaluation pour les entreprises débutantes. Il peut être 
utilisé par les lecteurs plus ou moins expérimentés. J’espère 
que vous profiterez des résumés que Bryan fait sur chaque 
chapitre du livre pour en apprendre davantage.

Bonne lecture et, en votre nom, permettez-moi de 
remercier Bruce C. Anderson, directeur du Centre for 
Management Development, qui a travaillé avec moi sur 
la préparation de ce numéro. Merci à toutes les gérantes 
des étudiants consultants au Centre for Management 
Development, incluant la gérante sortante Warsylewicz 
Robyn et la nouvelle gérante Shandra Reynard pour leur 
travail dévoué. Enfin, merci à Kelly-Ann McLeod, adjointe 
de la doyenne de la Faculté d’Administration des Affaires 
et Anne Lavack, doyenne de la Faculté d’Administration 
des Affaires, Université de Regina, pour avoir consacré de 
nombreuses heures de leur temps à la relecture des articles 
de ce numéro.

Jean-Marie Nkongolo-Bakenda,   
        rédacteur en chef
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Abstract
This article outlines 12 things SME manage-
ment should know about the recent adop-
tion of International Financial Reporting 
Standards (IFRS) in Canada and the option 
for privately owned SMEs to choose an 
alternative to IFRS - Accounting Standards 
for Private Enterprises (ASPE). Key dif-
ferences between IFRS and ASPE and the 
factors a company should consider when 
deciding whether to adopt IFRS or ASPE are 
highlighted. 

Résumé
Cet article présente 12 points que les ges-
tionnaires des PME devraient savoir au sujet 
de l’adoption des normes internationales des 
rapports financiers (International Financial 
Reporting Standards ‘IFRS’) au Canada. 
Il présente également  la possibilité, pour 
les PME privées, de choisir une solution de 
rechange aux IFRS : les normes comptables 
pour les entreprises privées (ASPE). Les 
principales différences entre les IFRS et les 
ASPE, et les facteurs dont une entreprise 
devrait tenir compte lorsqu’elle décide, s’il 
ya lieu, d’adopter les IFRS ou ASPE sont mis 
en évidence.

Introduction

Significant changes in Canadian accounting standards are 

underway. Canadian publicly traded companies will prepare 

their financial statements using International Financial 

Reporting Standards (IFRS) beginning January 1, 2011 (or earlier). This 

change will serve to enhance the international investment community’s 

ability to understand and analyze Canadian public company financial 

statements.

Canadian private companies can choose to prepare their financial 

statements using IFRS, but they have another option. A set of accounting 

standards designed specifically for Canadian private companies has 

recently been implemented by the Canadian Institute of Chartered 

Accountants. The standards were developed with specific consideration 

of the financial reporting needs and cost constraints of private companies 

(Jeffrey, 2010).

“Accounting Standards for Private Enterprises” (ASPE), provide 

an alternative to IFRS for private company financial statements and 

are available for adoption immediately. There is a great deal of overlap 

between ASPE and IFRS—the difference is that in some areas ASPE offers 

simpler accounting methods and reduced note disclosures. Any private 

company that does not use ASPE will prepare its financial statements 

under IFRS beginning January 1, 2011. As is indicated in Figure 1, it is 

only privately owned SMEs that have an option; any SME that is a public 

company will prepare its financial statements under IFRS. In this article, 

we outline 12 things SME management should know about this change.

Figure 1: Accounting Standards Choice Flowchart
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1. Fair Presentation Is 
Always Required
No matter what type of accounting standards are 

used, financial statements must fairly present the results 

of a company’s operations, its financial position and its 

cash flows. Financial statements that are fairly presented 

“represent faithfully the substance of transactions and other 

events…” in accordance with the fundamental concepts 

underlying generally accepted accounting principles 

(Canadian Institute of Chartered Accountants, 2010, 

S1400.03) and must “include all information required for 

a fair presentation…” (S1400.09). It is not possible for a 

profit-oriented company to obtain a “clean” audit opinion 

unless the financial statements are fairly presented in 

accordance with ASPE or IFRS (or perhaps US GAAP).1

2. There Are Special Rules 
For Companies Adopting 
ASPE For The First Time
Private companies that choose to adopt ASPE may 

find that their opening account balances would be different 

under ASPE than under the accounting standards that 

they had been using prior to adopting ASPE. Some relief 

has been given in situations where it would be difficult 

to reconstruct what the opening balances would have 

been under ASPE. These relief provisions are described 

as exemptions in section 1500 of ASPE and take the 

form of options to phase in some changes or alternative 

measurements at the date of the transition. This section 

of ASPE also disallows certain retrospective adjustments 

relating to the transition. (Canadian Institute of Chartered 

Accountants, 2010)

3. The Concept Of Other 
Comprehensive Income Does 
Not Exist Under ASPE
Those involved with the preparation and use of 

financial statements will have noticed a new item on 

some financial statements in recent years — “Other 

comprehensive income”. The idea is that comprehensive 

income is seen to have two components: Net income and 

other comprehensive income. There are very strict rules 

about what could be described as “other comprehensive 

income” rather than being part of net income. Accounting 

for other comprehensive income can be quite complex and 

difficult to understand.

The good news is that under ASPE there is no such 

thing as other comprehensive income. Under ASPE, net 

income includes all revenues, expenses, gains and losses 

(and is therefore comprehensive). Private companies 

will not need to expend time and cost to make the subtle 

distinction between net income and other comprehensive 

income. 

4. ASPE Allows The Use Of 
Simplified Calculation 
Of Income Tax Expense
Under current Canadian accounting standards and 

IFRS, companies are required to include in income 

tax expense the tax effects of all items in the financial 

statements whether or not they are taxable in the current 

year. The difference between the total income tax expense 

measured in this way and the actual amount payable for the 

year according to the current tax return is called deferred 

income tax expense (or in Canada this is sometimes 

referred to as future income tax expense).

ASPE allows a choice between using the method 

described above or using a simplified approach known 

as the “taxes payable” method. Under the taxes payable 

method, income tax expense on a company’s income 

statement is simply the total amount of tax on the 

company’s tax return for the year. This approach removes 

a significant amount of complexity from the determination 

of income tax expense and removes a confusing liability 

(deferred income tax liability or future income tax liability) 

from the balance sheet. 2

5. Investments Are Treated 
Differently Under ASPE 
Than Under IFRS
Under ASPE, investments are generally reported 

at cost (or amortized cost, if applicable). However, if 

the company holds some shares of another company as 

1  Note that not-for-profit enterprises report under a different set of accounting principles designed specifically for them and public sector 
organizations use accounting standards found in the Public Sector Accounting Handbook.

2 The possibility exists for a deferred (or future) tax balance sheet amount to be in an asset position, but in most cases they are in a liability 
position.
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an investment and those shares are quoted in an active 

market, this investment would be reported at fair value 3 

(normally measured as published price quotations). Also 

if a company is a party to a derivative—for example, stock 

options, forward contracts, future contracts, swaps—these 

instruments must also be measured at fair value. Any 

changes in fair value are reported as part of net income. If a 

company chooses to report any other type of investment at 

fair value instead of cost, it is allowed to do this. However, 

this choice is irrevocable.

While the ASPE approach described above may seem 

fairly complex, it is more straightforward than the IFRS 

approach which requires more types of investments to be 

reported at fair value and requires differing treatment of 

gains and losses on the investments depending on how the 

investment has been categorized. To summarize, ASPE 

provides private companies with more freedom as to 

measurement basis for investments than IFRS would and 

has simpler treatment of investment gains and losses.

6. Simplified Presentation Of 
Some Financial Instruments 
Is Available Under ASPE
Both ASPE and IFRS require that when companies have 

issued a compound instrument (for example, convertible 

debt, bonds with warrants attached), the debt and equity 

component parts of the instrument must be divided and 

shown separately on the balance sheet according to whether 

the component part is classified a liability or part of equity 

on the company balance sheet. The measurement of these 

component parts can be difficult. ASPE allows companies 

the simpler option of valuing the equity portion of these 

instruments at zero which allows the entire amount to be 

presented as a liability. 

A second special treatment under ASPE relates to 

certain types of retractable preferred shares3  which are 

required under IFRS to be reported as a liability. Under 

ASPE, retractable preferred shares that are issued in 

accordance with specified sections of the Canadian Tax Act 

must be classified as equity, so other things being equal, a 

company with these types of shares outstanding would have 

a lower debt-equity ratio under ASPE than under IFRS.

7. Simplified Pension Calculations 
Are An Option Under ASPE 
Accounting for defined benefit pension plans and other 

post-employment benefit plans is extremely complex and, 

under current Canadian accounting standards and IFRS, 

involves many accounting deferrals which cause distortions 

in the pension asset or liability on the balance sheet as 

compared to the plan’s funded status 5. Under ASPE, 

private companies are allowed to make things a little less 

complex by avoiding these accounting deferrals and instead 

can show these items directly in the income statement. 

The result is balance sheet pension asset or liability that 

is exactly equal to the company’s funded status. A move 

to a similar system is currently being considered for IFRS 

as well. Accounting for defined benefit pension plans will 

never be simple, but at least some of the complexities can be 

avoided by choosing the “immediate recognition approach” 

offered by ASPE.

8. ASPE Does Not Require 
A Parent Company To 
Consolidate Subsidiaries 
Under IFRS, subsidiaries’ results must be reflected 

in the parent company financial statements through 

consolidation. Under ASPE, a parent company can choose 

to consolidate, but it could also choose to report the 

subsidiaries’ results using the equity method or the cost 

method (if the subsidiaries’ shares are quoted in an active 

market, the fair value method would be substituted for the 

cost method). 

9. Differences In Goodwill 
And Intangible Assets 
Rules Under ASPE 
Under IFRS there is little ability to show the costs of 

developing intangible assets internally as an asset. Private 

companies can include development costs associated with 

intangible assets if a specified set of conditions is met. 

Testing intangible assets and goodwill for impairment is 

simplified under ASPE as compared to IFRS.

3 Fair value is the amount that knowledgeable, willing parties would agree upon as the value of the item in an arm’s length transaction 
(International Accounting Standards Committee Foundation, 2010, Paragraph 9; Canadian Institute of Chartered Accountants, 2010,  
Section 3856.03)

4 Owners of retractable preferred shares have the right to sell these shares back to the company at a predetermined price if they so choose.
5 funded status is the difference between the company’s obligation to pay pension benefits (or other retirement benefits) and the plan assets that 

have been set aside with the trustee to pay for these benefits.
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10. Disclosure More Focused 
On Needs Of Private Company 
Financial Statement Users
The requirements for disclosing additional information 

in the notes to the financial statements are significantly 

less under ASPE as compared to IFRS. A comparison of 

additional information that IFRS requires for each type of 

accounting situation with that required by ASPE reveals 

that the ASPE handbook is generally much less demanding 

in this regard for many situations. However, one disclosure 

required by ASPE that will not be required by companies 

using IFRS is the requirement to disclose amounts payable 

relating to government remittances (other than income 

taxes)—“for example, federal and provincial sales taxes, 

payroll taxes, health taxes, and workers’ safety insurance 

premiums” (Canadian Institute of Chartered Accountants, 

2010, S1510.15). This information is particularly useful 

to a private company’s lenders because payment of these 

government remittances would have priority status if there 

were a bankruptcy (Foerster &Walsh, 2010). 

11. Other Provisions
We have tried to identify the main features of 

Accounting Standards for Private Enterprise. There are 

differences that we haven’t mentioned, such as accounting 

for compensatory stock options, hedge accounting, asset 

retirement obligations and the like. Your accountant will be 

able to help you identify whether any other items apply to 

your company.

12. ASPE Or IFRS?
The decision as to whether or not to adopt ASPE or 

IFRS will be an important one for every Canadian private 

company. And it will be important to decide soon to allow 

for a smooth transition (Jeffrey, 2010, p. 20). 

A key stakeholder group in this decision will be the 

financial statement users. A recent study found that the 

three most important users of Canadian private company 

financial statements were: (1) banks and other lenders, (2) 

owners (including parent companies), and (3) management 

(Rennie & Senkow, 2009). Lenders may have a preference 

regarding the type of accounting standards that are used 

for the financial statements submitted in support of a loan. 

A private company whose parent company uses IFRS, 

will likely conform to facilitate the consolidation process. 

Foerster and Walsh (2010) suggest that companies could 

consider obtaining the input of their users to help with the 

decision. 

Another facet to consider is cost. The ASPE 

simplifications were designed to help reduce the financial 

burden of preparing financial statements. It has been found 

that simplified accounting standards do result in reduced 

costs (Rennie &Senkow, 2010)6.  However, companies that 

do not have the types of transactions that are addressed 

in ASPE simplifications may not experience a significant 

difference in cost between reporting under ASPE and 

reporting under IFRS.

Any company that intends to go public may well be 

better off adopting IFRS rather than ASPE to facilitate a 

track record of IFRS-based financial statements prior to its 

IPO. Similarly, if a company is has international investors 

or lenders (or suppliers or customers), there may be a 

significant benefit to adopting IFRS rather than ASPE. For 

example, Milstead (2010) suggests that a private company 

should consider using IFRS if it has an international parent 

or subsidiary that uses IFRS or if it borrows from a foreign 

bank.

However, many Canadian private companies will 

find that ASPE provides a simplified and straight forward 

approach to financial reporting that works well for 

companies with a limited number of financial statement 

users. The important thing is to take the time and do the 

research with the help of an accountant to ensure the best 

choice is made for your company.
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Résumé
À l’ère de la mondialisation et de 
l’intégration économique qui en ré-
sulte, on doit s’attendre à l’adaptation 
des PMEs aux exigences comptables 
internationales pour la transparence, 
la comparabilité et particulièrement 
la pertinence. Mais cela n’est toujours 
pas facile dans un environnement où 
les normes sont basées sur les réalités 
des grandes entreprises. Cet article vise 
à examiner les difficultés générales de 
mise en œuvre des normes IFRS pour 
les PME dans le contexte européen et 
plus spécialement, roumain. 

Abstract
In this period of market globalization 
and the resulting economic integration, 
we must expect the adaptation of SMEs 
to international accounting require-
ments for transparency, comparability 
and relevancy. This is not always easy 
in an environment where standards are 
based on the realities of large busi-
nesses. This article aims to examine 
the general difficulties of implementing 
IFRS for SMEs in the European and, 
specifically, in the Romanian context.

Introduction

Dans les récentes années, les petites et moyennes entreprises 

ont été le moteur principal de l’économie des plus 

importants Etats du monde et, particulièrement, pour les 

Etats appartenant à l’Union Européenne. Cette catégorie d’entreprises 

se caractérise par un niveau élevé de flexibilité et d’adaptabilité 

propices au changement et constituent une force remarquable pour le 

progrès économique des pays dans lesquels elle opère.

Dans la plupart des pays développés par exemple, les PME 

occupant moins de 50 employés représentent plus de 99% 

d’entreprises. Dans l’Union Européenne (UE), il y a plus de 21 millions 

de PME. Aux  Etats-Unis, il y’en a plus de 20 millions (Paul Pacter, 

2009). Puisque ces PMEs font de plus en plus affaire dans les pays 

étrangers, il s’est senti le besoin d’avoirs des normes comptables 

pouvant permettre de comparer leurs données comptables issues de 

plusieurs environnements politiques.   

Au début de juillet 2009, l’organisme «International Accounting 

Standards Board » (IASB) a publié ses normes d’information financière, 

à l’intention des petites et moyennes entreprises. Ces normes très 

attendues, sont bien connues sous l’appellation, l’International 

Financial Reporting Standard for Small and Medium-sized Entities, 

c’est-à-dire l’IFRS pour les PME. L’objectif principal du développement 

des normes de comptabilité pour les PME a été d’offrir un cadre qui 

donne la possibilité de générer des informations pertinentes, fiables, 

utiles, de haute qualité, et faciles à comprendre et à appliquer au niveau 

des PME.

À l’origine de la proposition des normes pour les PME par 

l’IASB, était la nécessité de comparer les informations financières des 

entreprises et  le besoin de disposer des informations de haute qualité.  

D’après l’IASB, les objectifs des IAS / IFRS sont: offrir des normes 

de qualité, faciles à comprendre pour toutes les PME, se concentrer 

sur les besoins des PME, ne pas s’éloigner du cadre comptable de 

l’IASB, réduire les demandes des rapports financiers pour les PME 

qui ne veulent pas appliquer totalement l’IAS / IFRS. Pour faciliter 

la transition aux  IAS/IFRS, la PME est en règle si elle est enregistrée 

publiquement ou si elle choisit à suivre ces instructions.  
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Cet article vise à expliquer le problème du passage 

aux normes comptables internationales pour la PME 

européenne, c’est-à-dire, d’analyser la situation réelle 

des entreprises européennes qui envisagent d’utiliser les 

normes IFRS pour PME. Notre propos sera surtout basé sur 

le cas de la Roumanie. 

Des Difficultés D’application 
Des IFRS Pour Les PME 

Dès la publication du projet des normes IFRS pour 

les PME, on a observé des vagues de réactions critiques à 

l’endroit de ces normes au regard des difficultés rencontrées 

dans leur application. Ainsi par exemple, Luc Hendrickx, le 

directeur des relations externes de l’association Européenne 

pour les PME (UEAPME) affirmait que “Je peux garantir 

que, si les PME adoptent les standards IFRS, dans les dix 

ans suivants les petits professionnels comptables seront 

hors du marché. Les standards internationaux sont trop 

complexes”. En Roumanie par exemple, les PME de moins 

de 50 employés représentaient 99.6% en 2008 et  le % du 

chiffre d’affaires des PME par rapport au chiffre d’affaires 

de toutes les entreprises représentait 70.3% (l’Annuaire 

statistique 2008). 

Une enquête que nous avons menée sur les avantages 

et les inconvénients de l’application des normes IFRS 

auprès de 33 entreprises roumaines comprenant 20 micro 

entreprises de 1-9 employés, 12 petites entreprises de 10-49 

employés et une seule firme de 190 employés avait donné 

les résultats suivants7 :

 ● la moyenne pour les cinq propositions relatives aux 

avantages de l’utilisation des IFRS pour les PMEs 

notées sur une échelle de 5 (1=importance très faible 

et 5=importance très élevée) n’atteignait pas  2.8, 

Le niveau le plus élevé était de 3.3 et correspondait 

à la proposition : «la meilleure comparabilité 

avec la concurrence ». En deuxième position 

venait l’avantage d’une meilleure information du 

management (3.2). Puis venaient l’aptitude des 

données en IFRS pour le pilotage de l’entreprise (3), 

le moindre coût de financement (2.5) et la possibilité 

de trouver des partenaires étrangers (2.2). 

 ● la moyenne pour les cinq propositions relatives aux 

inconvénients  était de 3.7. La note la plus élevée 

(3.9) correspondait à la proposition « la complexité 

des IFRS ». Cette  proposition était suivie par « la 

nécessité de la déconnexion comptabilité – fiscalité 

» (3.8),  « le besoin accru en personnel comptable 

qualifié (3.7), le coût élevé des établissements des 

états financiers IFRS (3.6), et « la dynamique forte 

des changements IFRS » (3.6). 

Par ailleurs, les personnes ayant répondu à l’enquête 

affirmaient  qu’une révision de la législation comptable et 

une abrogation de certains documents normatifs étaient 

absolument nécessaires à la mise en œuvre des normes 

IFRS des PMEs. 

Dans les lignes qui suivent, nous allons identifier cinq 

obstacles que l’enquête a révélés comme les plus pertinents 

au regard de la mise en œuvre des normes IFRS pour les 

PMEs.

1. De La Définition De La PME
Définir l’entité  «petite et moyenne entreprise »  s’est 

avéré une question très controversée. La définition retenue 

par l’IASB est très générale : «Les PME sont des entités qui 

n’ont pas de responsabilité publique et qui publient des 

situations financières d’usage général pour les utilisateurs 

externes».  (IASB, 2007)

L’IASB est critiqué de n’avoir pas défini les entités 

privées d’après les critères quantitatifs (le chiffre d’affaires, 

la valeur totale des actifs du bilan et le nombre des salariés). 

Dans ces conditions, la norme peut être appliquée tant aux 

petites entreprises qu’aux entreprises plus grandes. C’est, 

par exemple, le cas des entreprises cotées en bourse qui 

appliquent l’IFRS complet pour les comptes consolidés 

et qui pourront appliquer l’IFRS pour les PME pour leurs 

comptes individuels. Précisons toutefois que la norme a été 

construite en se référant aux PME avec un effectif d’environ 

50 employés (IASB, 2007). Le domaine d’application 

dépendra de chaque État qui a la liberté de définir ses 

propres critères d’application de la norme. Cette position 

ouverte est due au fait que, étant donné la situation très 

différente des petites et moyennes entreprises d’un pays à 

l’autre, l’IASB a voulu que le projet soit applicable dans tous 

les pays. (Pricewaterhouse Coopers, 2010). 

Pacter, le directeur des normes pour les PME de 

l’IASB, justifie la décision de n’offrir aucune indication en 

ces termes : « Virtuellement, il est impossible d’avoir une 

définition globale, quantifiée ». « En effet, c’est un problème 

juridictionnel pour savoir  quelles organisations utilisent 

quel ensemble de normes» si on considère la PME typique 

comme celle ayant  environs 50 employés avec des revenus 

et biens de 10 millions de dollars à 25 millions de dollars.

7 Pour plus de détails, voir Udroiu, Mitroi, et Diaconeasa, 2010)
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2. Inadéquation Entre Normes 
IFRS Et Besoins Des PMEs
L’application du référentiel IFRS aux PME présente 

le risqué d’imposer à ces entreprises des normes dont 

l’objectif  ne coïncide pas avec les besoins de leurs 

utilisateurs principaux. Par exemple, conformément à 

l’IASB, les situations financières doivent satisfaire les 

besoins d’information des investisseurs, surtout en termes 

d’évaluation de la valeur de la firme et des risques encours. 

Les parties intéressées par les informations pour les PME 

ne sont pas représentées par la masse de la population, 

mais par l’actionnaire – manager,  l’Etat et, probablement, 

un ou deux créditeurs. En plus, leurs besoins concernant 

l’information comptable sont, avant tout, axés vers la 

détection de la faiblesse des débiteurs et vers le contrôle 

de la bonne exécution des contrats d’emprunt plutôt que 

vers l’évaluation de l’entreprise. Par exemple, dans le cas 

des PMEs, la valeur de l’entreprise est moins pertinente 

que sa capacité de générer des flux positifs de leur liquidité 

et profitabilité. Friedlob et Plewa (1992) affirment que les 

utilisateurs préfèrent toujours plus d’information comptable 

parce qu’ils ne supportent pas le coût de préparation. 

Lippitt et Oliver (1983) soulignent les différences entre les 

besoins en informations financières pour les grandes et 

les petites entreprises. Parce que les PMEs changent plus 

rarement de propriétaires, leurs situations financières ne 

sont pas destinées au marché et il est douteux, si c’est le cas, 

de le permettre, ou plus encore, de les contraindre à dresser 

des situations financières en conformité avec les normes 

comparables aux normes IFRS. (Haller, 2002).

Quant au problème des actionnaires des PMEs, 

il y a des opinions controversées exprimées dans la 

littérature spécialisée. C’est ainsi que, dans le cas des 

PME, les relations d’agence existantes sont limitées à la 

relation actionnaire – manager et banque et la fonction 

de management est, régulièrement, absente dans le cas de 

petites compagnies.

 3. Ignorance De La Connexion 
Comptabilité-Fiscalité
Troisièmement, un  problème encore sans réponse, 

même au niveau Européen, est le fait que les normes IFRS, 

l’IFRS pour les PME y compris, sont fondées sur un cadre 

conceptuel qui ignore toute connexion entre la fiscalité et la 

comptabilité. Dans ce sens, on considère que la séparation 

de la comptabilité commerciale de la comptabilité fiscale et 

le calcul de la base des impôts sans lien au résultat financier 

sont nécessaires, ce qui impose l’existence d’un ensemble 

de règles pour calculer la base des impôts. L’un des aspects 

importants est le besoin de réconciliation de deux résultats. 

La déconnection comptabilité – fiscalité peut être 

réalisée:

 ● en ne conditionnant pas la comptabilité par la 

fiscalité en ce qui concerne la reconnaissance et 

l’évaluation des actifs et des dettes. Par exemple, le 

choix des méthodes de l’amortissement, l’adoption 

de la juste valeur partielle à l’évaluation des actifs 

immobilisés et de certains instruments financiers, 

les ajustements concernant la dépréciation des actifs 

etc. ;

 ● par le calcul du résultat fiscal distinctement par la 

comptabilité fiscale et des évidences distinctement 

spécialisées.

4. Complexité Du Référentiel 
IFRS Pour Les PME 
La complexité du référentiel, par les méthodes de 

comptabilisation et d’évaluation que celui-ci énonce, 

constitue un réel handicap pour les PME d’un point de vue 

matériel et humain. En effet, le recours à des méthodes 

de comptabilisation et d’évaluation complexes nécessite 

des efforts importants pour ces structures en matière de 

formation ou du point de vue financier, sans que l’impact 

réellement significatif ne soit pas démontré. Ainsi, l’IFRS 

pour les PME se réfère à la juste valeur. Mais, la juste valeur 

est une notion difficilement applicable pour les PME, car 

elle suppose des évaluations périodiques, qui, d’habitude, 

exigent des efforts financiers importants de la part des 

entités privées. À notre avis, la juste valeur se détermine 

en partant des modèles mathématiques et, donc, il est 

bien nécessaire d’avoir des connaissances professionnelles 

que peu d’entités privées peuvent se permettre. En plus, 

les entités privées ne disposent pas d’un système de 

gouvernance très développé, le pouvoir y étant le plus 

souvent concentré dans les mains du manager propriétaire 

et, dans ces conditions, le recours à la juste valeur peut 

entraîner certaines erreurs de calculs. 



14  |  SMEE Review/Revue PMEE April/Avril 2011

5. Manque De Pertinence De 
Certaines Informations 
Demandées Pour Les 
Petites Entreprises
Il ne faut pas oublier que le projet de normes comprend 

un grand nombre d’informations à fournir. Aussi, le 

guide d’utilisation des normes établit la liste de toutes les 

informations à fournir dans les états financiers. On sollicite 

des informations qui ne correspondent pas aux besoins 

réels des entreprises. Par exemple, citons le cas d’une petite 

PME qui a un seul objet d’activité et qui doit rapporter de 

l’information exhaustive quant aux méthodes d’évaluation, 

aux engagements envers le personnel, au traitement 

de l’impôt différé. On considère que ces informations 

nécessitent des activités coûteuses, consommatrices de 

temps et non pertinentes pour l’activité examinée et il 

faudra que les informations demandées soient adaptées aux 

besoins réels de l’entreprise en fonction de sa dimension et 

structure. 

En prenant en compte les éléments ci-dessus, on 

peut poser la question de savoir s’il y a de différences 

fondamentales entre l’IFRS pour les entités privées et 

l’IFRS complet. La réponse est négative. Le nombre des 

pages s’est réduit surtout en éliminant les exemples, et 

les simplifications restent limitées en ce qui concerne 

l’évaluation et les inscrits comptables. 

Conclusions

Les entreprises européennes sont gravement affectées 

par la crise financière et économique actuelle. La recherche 

des meilleures politiques pour maîtriser les crises et celle 

de l’appui pour redresser l’économie et stabiliser le marché 

du travail accaparant l’intérêt commun des partenaires 

sociaux. En prenant en compte le rôle dominant des PME 

dans l’économie de l’Europe, leur importance concernant le 

redressement de l’économie est évidente. 

Dans ce contexte, l’attention des spécialistes est dirigée 

vers la survie de cette catégorie de compagnies qui est à ce 

jour plus importante que l’intérêt pour l’amélioration du 

rapport financier pour les PME. 

Malgré tout cela, on considère que l’application d’IFRS 

pour les PME est un changement imposé par deux points 

de vue. Premièrement, elle offre la possibilité de travailler 

dans un référentiel unique en évitant d’établir des comptes 

individuels et des comptes consolidés dans deux langages 

différents, ce qui a comme effet la réduction des coûts 

de reportings et également une volonté de simplification 

évidente. Deuxièmement, ce référentiel unique donnerait la 

possibilité aux entreprises de comparer leurs structures en 

opérant sur le même secteur d’activité.

À notre avis, il est nécessaire d’adopter l’IFRS pour 

les PME, afin de réaliser l’harmonisation comptable. Mais 

la mise en œuvre de ces normes doit encore prendre en 

compte la diversité des modalités et formes dans lesquelles 

ces PME fonctionnent, le milieu économique, politique 

et culturel du système comptable propre à chaque pays, 

les caractéristiques et les attitudes des compagnies, les 

utilisateurs des situations financières et leurs attentes et, 

enfin, l’aspect de la profession comptable. 

Deuxièmement, on considère l’IFRS pour les PME trop 

complexe pour la micro entreprise.
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Gavin 
Semple

By Robyn Warsylewicz,  
Third Year Business Administration 
Student, University of Regina

Abstract
This is an interview with Gavin Semple, who 
started as a young salesman and is now the 
President and General Manager of Brand 
Industries Ltd., a leading manufacturer in 
domestic and international markets, employ-
ing over 1300 people across Canada. Semple 
discusses some of the major initiatives he has 
undertaken to grow Brandt Industries and 
personal attributes he believes are important 
to become successful. He also addresses 
the financial crisis and explains how crucial 
financial management and financial advisors 
are to the prosperity of an organization. 

Résumé
Voici le résultat d’un entretien avec Gavin 
Semple, un entrepreneur propriétaire-
dirigeant qui a commencé comme un jeune 
vendeur et est maintenant le président et 
directeur général des Industries Brand 
Ltd. Son entreprise est  chef de file dans 
la manufacture et vente des équipements 
agricoles tant au plan local qu’international 
et elle emploie plus de 1300 personnes au 
Canada. Monsieur Semple présente certaines 
de grandes initiatives qu’il a entreprises pour 
la croissance des Industries Brandt et les 
qualités personnelles qu’il estime essentielles 
pour réussir. Il traite également de la crise 
financière et explique à quel point la gestion 
financière et les conseillers financiers sont 
indispensables à la prospérité d’une organi-
sation.

GAVIN 

SEMPLE, 

the Presi-

dent and General 

Manager of Brandt 

Industries Ltd., has 

a unique story of 

Saskatchewan success.  

He came from a typical 

farm family, learning 

a good work ethic at a 

young age.  In the winter 

months, he looked for 

job opportunities off 

the farm to generate 

money for the family 

and discovered he loved 

sales and interacting 

with people, and sold 

everything from vacuum 

cleaners to insurance.  

In 1972, Semple 

stumbled upon a job 

opportunity that would 

change his life.  He 

heard from a friend that 

Brandt Machine and Manufacturing was looking for a fulltime salesperson.  

He arrived at Brandt in a blue 1961 Pontiac that cost three hundred dollars, 

and was hired on as a full-time salesman.  His previous sales experience 

helped him progress quickly through the organization becoming Sales 

Manager.  Three years later he became the President and General Manager.  

Brandt now has annual sales of close to one billion dollars.  We caught up 

with him in his office on October 6th, 2010.

On Achieving Success
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What are the most crucial things you have 
done to grow Brandt Industries?

In terms of growing the company, we use a three-

pronged approach: new products, new markets, and new 

ventures.  When I first started selling for Brandt Industries, 

grain augers were the only product we manufactured but 

we also sold turf equipment to golf courses and trenchers to 

electrical contractors.  Our sales were only in Saskatchewan.  

To grow the company, we added new products to new 

dealers in new markets.  Today, we sell to countries all 

around the world such as: Russia, Ukraine, Kazakhstan, 

Saudi Arabia, Mexico, Venezuela, and Brazil.  

Our biggest business unit today is Brandt Tractor Ltd. 

The business unit distributes construction and forestry 

equipment including graters, backhoes, and excavators to 

21 dealerships throughout Western Canada.  We are John 

Deere’s largest privately held dealer worldwide, but did not 

get into that industry until 1992.  Brandt also got into the 

rail equipment business which was a new venture that grew 

the company.  

Brandt did not start out with a specific strategy that 

said “we want to get into the John Deere business” or 

“we want to get into the rail equipment business.”  These 

opportunities presented themselves, and we responded 

and took advantage of them.  You might say we responded 

to unexpected opportunities.  Like many other private 

companies, we are entrepreneurial.  When we see 

opportunities we evaluate and take advantage of them and 

this is how we have grown the company.

What personal attributes do you think are 
most crucial to being successful today?

You have to have goals, objectives, things that you want 

to achieve, and a burning desire to want them that drives 

you every day.  There are always obstacles that get in your 

way and it is easy to quit, but if you have that burning desire 

you do not quit.  

You need a plan, determination, and resiliency.  When 

I first started out I was hungry for knowledge and had a 

real curiosity about successful people and what made them 

successful.  How do you define success?  For most of my life 

I defined success based on financials because it is easy to 

measure.  

My other definition of success is “the progressive 

realization of a worthy goal or ideal.”  If you achieve your 

goals, but fail to set another goal, by my definition, you are 

unsuccessful.  

There was a time when my wife and I had nothing.  We 

did not have a car and had no money to pay the rent.  I did 

not have a job and my wife was working two jobs.  At one 

point we had no food in the fridge and no money.  I was 

reading every book I could get my hands on about success 

and successful people.  My wife used to bug me about that 

because she figured successful people should be working.  

All we had in the fridge was bread and mustard.  I was 

studying positive thinking, so I turned to my wife and said 

“we could be out of mustard.”  Attitude is critical to success.  

It is critical that you have a positive, expectant attitude, and 

that you maintain it.  Not everything that happens will be 

positive.

How do you integrate ethics into your 
management and business? 

Earl Nightingale was the most listened to broadcaster 

in North America and said, “If honestly didn’t exist, it ought 

to be invented as the quickest means to getting rich.”  That 

quote has stayed with me ever since.  My Dad was the kind 

of person you could make a deal with over a handshake.  

You did not need it in writing because he was honest and 

had integrity.  I have heard that since I was six years old 

so it came to be a part of the ethics in my business.  I have 

tons of managers that feel the exact same way, who have 

had the same upbringing, and have the same attitude about 

character and integrity.  Culture starts at the top and filters 

down.  If the leaders have those kinds of qualities, the 

organization will adopt those core values because they see it 

by example.

What business lessons have you learned 
from the recent financial crisis?

One lesson I learned is the importance of having a 

strong balance sheet in the company.  The same goes for 

one’s own finances.  Negative things happen; if you have 

sound financial affairs you can weather the storm.  It is the 

same for a business; you need to have a rainy day fund and 

that is what a strong balance sheet entails.  

The second lesson I learned is about strategy 

diversification.  We have a specific diversification strategy at 

Brandt.  We are diversified by selling a variety of products, 

to a variety of markets throughout the industry sector.  We 

sell to a variety of industries from construction to mining 

to agriculture.  We also sell in different geographic regions.  

When the global financial crisis hit, it did not hit us as hard 

as single industry companies.  
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What has surprised you most about businesses’ 
responses to the current financial crisis?

The first thing that surprised me was the withdrawal of 

major financial institutions from the market.  There were 

some major players in the United States and Canada that 

instantly turned inward, cut off credit, and renegotiated on 

contracts out of fear of what was happening in the financial 

institutions.  These were not small organizations; they were 

large, world-class financial institutions that were acting like 

a little private store on the corner.  I do not mind being a 

little hard on them because they earned it and deserve that 

kind of criticism.  I just could not believe big organizations 

would act like that.  Some of these big organizations write 

books on strategy and are regarded as being leaders.  They 

did anything but lead when the financial crisis hit.  They did 

the opposite and threw all those books out the window and 

started acting like an entrepreneur who has only been in 

business for a year.  

The other thing that surprised me was the acceptance 

by the business community of the massive stimulus 

spending by governments without apparent major concerns 

for future tax increases.  The stimulus spending is all 

borrowed money and needs to be paid back.  It was a good 

short term fix but someone is going to have to pay it off 

eventually.  It did not seem like there was a lot of people 

concerned about it.

How critical are your financial advisors 
and accountants to your operations?

In addition to our regular business and tax advice we 

use auditors to do our audits and tax advisors to advise us 

on tax.  These are ongoing things.  But where we probably 

rely on our advisors most, both financial and legal, is 

when we are doing acquisitions.  We want to do our due 

diligence through analysis and valuation.  We also rely on 

our advisors when we are doing business in other countries 

where we are unfamiliar with the laws and accounting 

standards.

How do you select  
your advisors?

We have a long standing relationship with many of 

our advisors.  As a result, we have developed a high level 

of trust and confidence in them.  However, as our business 

grows and the needs of our business change, we choose 

our advisors based on their particular expertise, whether 

that is tax, audits, mergers and acquisitions, commercial 

law, patents, or trademarks.  When you are a smaller 

organization, a lot of these topics are not on your radar 

screen, but as you grow they will appear.  We keep an open 

mind to expertise wherever we may find it.

What advice would you give to 
new entrepreneurs regarding the 

importance of financial management?
I usually tell them to approach other entrepreneurs 

who have been down the same path.  Get their advice and 

ask how they manage their finances.  Ask what metrics they 

use to measure and manage their business.  If you can find 

successful people in the same industry it is even better.  

They can pass on knowledge to you and most are willing to 

do so.

Have a good business plan.  Make sure you have an 

accountant, or access to a good accountant, so that you can 

put together a business plan and a budget.  Your budget 

should include a profit-loss statement, balance sheet, and 

cash flows.  Use the budget to charter the course you want 

to take and as a measuring tool.  When you are starting out, 

be frugal and watch your spending because it takes awhile 

to generate revenue.  

In the early stages, the tendency for entrepreneurs is 

to over-estimate the market because of their enthusiasm.  

They think that if they sell one dollar to one million people 

they will be a millionaire.  The reality is there are many 

other competitors and you will only get a slice of the 

market.  So the question is: “How big is the slice?” and 

“What are you offering that the others are not?”

Do not forget about good old fashioned work ethic.  

When you are self-employed there is no one telling you 

to come in at eight and leave at five.  The odds are you 

are going to come in before eight and stay after five.  I do 

not think anyone I know has become largely financially 

successful on a forty hour work week.  

We have employees travelling internationally.  The 

world is definitely getting smaller and that is exciting.  We 

are exporting our products to other countries and looking 

for alliances.  We have had a few really good examples 

of this in the past few years.  We have found other firms 

that complement what we do and we complement them. 

Alliances can be very helpful as they may already be in the 

market you want to enter.
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What’s the best business advice 
you have ever received?

The most important factor in my view is the people.  

Your company cannot be any better than your people.  Your 

company cannot grow beyond the growth of your people.  If 

you want your company to grow, you need the right people 

and then need to help them grow.  The right people solve all 

the problems for the company.  I have been really fortunate 

that way.  

The book “Good to Great” by Jim Collins is a very 

interesting book on management.  It says that my job, and 

any leader’s job, is to determine who should be on the bus, 

off the bus, and where they should be seated.  It is a simple 

analogy.  As your company grows it becomes clear that 

some people are not going to help you accomplish goals or 

be a good fit.  I think the people part of it is really, really 

crucial.  

One of the things that really excites me is that at age 

65 I am still thrilled to go to work in the morning, largely 

because I am surrounded by young people.  It is exciting 

working with them and watching what they do.  Most of 

them are much more qualified than I am.  It is fun working 

with them and it keeps me young!

What lessons have you taken away 
from your business career?

I am still learning every day.  A lot of your preconceived 

ideas you find out are wrong.  The one thing I have noticed 

is that there are a lot of different management styles.  I have 

managers who always place importance on other people 

and not themselves.  They want everybody’s opinion and 

focus on management by consensus and empowerment of 

the people.  I have some very successful managers who lead 

like that.  I have other leaders who are the command and 

control type of leader and are equally successful.  

You need to develop a vision of where you want to go.  

One particular manager I am thinking about, who is the 

command and control type, believes the responsibility for 

the vision rests with the leader.  The other manager I am 

thinking about believes it is about determining collectively 

where you think the opportunities are.  It is based on the 

premise that “all of us are smarter than one of us”.  Vision 

creation is the primary responsibility of the leader, whether 

they do it because they know where they want to go, or 

whether they do it through getting information from the 

team.  At the end of the day they have to say “this is the 

vision I have for the company based on what I have been 

told and based on my own intuitions.”  

After this, the most important job of the leader is 

picking the people and developing the culture of the 

company.  I still consider this my most important job.  The 

goals of the managers and the leaders must be aligned with 

the goals of the company.  This means their compensation 

must be aligned with the goals of the company so that when 

they succeed for the company they also succeed personally.  

I think that is important.  

Everyone in the company must be aware that success 

comes from the customer.  I tell this to our employees all 

the time.  Everything that we have depends on the customer 

buying our product.  If the customer decides tomorrow 

that they are not going to buy Brandt products, then we are 

done.  I view our company as if we are in a political race 

and everyday our entire customers vote.  When they buy 

one of our products they vote for our continued success.  

When they decide no, I think I get a better value from one 

of Brandt’s competitors they vote for our demise.  It is that 

straight forward.  If we want to continue to succeed, we 

have to think about that customer because they are the ones 

writing all the cheques.  There is nothing more important, 

in my view, for the leadership and management of the 

company than to convey this message. There is only one 

boss and it is not me, it is the customer.  The more we look 

after the customer, the bigger the cheques will be.  That is a 

lesson that is fairly clear in my mind.  

After conducting this interview,  
a few things stood out:

 ● Hard work goes a long way despite what role or 

industry you are working in.   

Good old fashioned work ethic is a vital 

characteristic to have.

 ● Continually setting goals is critical to achieving 

success.

 ● In any organization, people are your greatest and 

most valuable resource.  To be successful, surround 

yourself with good people but make sure they 

understand your vision.

 ● Maintain a strong balance sheet both personally and 

as a company.

 ● Have a positive expectant attitude.   

It is the only way to respond to unexpected 

opportunities.

 ● Customer focus is like a political race.   

Every day, your customer votes for you.   

When your customer gets better value from your 

competitor, your customer is voting for your demise.
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Abstract
The present case study highlights the 
major policy implications of Kich Group 
of Companies, Rajkot, Gujarat (India) 
and discusses at length its business 
model and various operational issues 
including the threats of product duplica-
tion, brand dilution, unorganized human 
resource practices, and unethical market 
competition. A few practical suggestions 
have also been extended at the end of the 
study that are expected to revitalize the 
work efficiency of the organization to a 
significant extent.  

Résumé
La présente étude de cas met en évidence 
les implications de la politique générale 
de l’entreprise Kich Group, Rajkot, 
Gujarat (Inde) et discute sur son modèle 
d’entreprise et sur diverses questions 
d’ordre opérationnel, y compris les men-
aces de duplication de produits, dilution 
de la marque, pratiques de non syndicali-
sation de ressources humaines et la con-
currence du marché contraire à l’éthique. 
Quelques suggestions pratiques sont 
également présentées à la fin de l’étude. 
Elles visent à relancer l’efficacité du 
travail et répondre aux inquiétudes sou-
levées de façon significative.

Introduction

K
ICH GROUP OF COMPANIES, Rajkot, Gujarat (India) has 

been identified as a success story of entrepreneurship in the 

Indian steel market since the day of its inception. However, 

the organization is still not free from major business threats. 

To explore the issues pertaining to the present status, growth, expansion, 

and diversification of the business, the author spoke to Mr. Dinesh 

Hepani, Director, Export, Kich Marketing Pvt. Ltd. (a part of the Kich 

Group of Companies) to get his opinion about the business model and 

work culture of the company. The questions were intended to find out 

whether his business challenges were related more to people, processes, 

or export strategies, so that the issues can be discussed further to identify 

any potentially larger problems. The entire discussions and interview 

narrations were then interpreted and presented in a structured format by 

the author for academic and industry discussion purposes.  

Profiling the Organization 

“Kich Group of Companies,” the first ISO 9001: 2000 certified 

Indian hardware company to manufacture anti-corrosive high grade AISI 

316 stainless steel architectural products, has maintained its product 

uniqueness in several ways, which has made it a leader in the Indian 

market. This is the first and only Indian member of FIRA-UK (Furniture 

Industries Research Association, UK) manufacturing architectural 

ironmongery, and also the winner of the national award in a category for 

maintaining the best quality in hardware. 

The company started its operations in 1992 at Rajkot in the form of 

an exclusive export unit with a single operating shift from 8:00 a.m. to 

8:00 p.m., under the leadership of Sri.Chimanbhai Hepani. His three sons 

are also part of the company, overseeing a workforce of approximately 

200 employees.  Mr.Bharat Hepani takes care of the in-house 

manufacturing, Mr. Nitin Hepani looks after the overseas manufacturing 

activities and Mr. Dinesh Hepani renders marketing services to customers 

from the U.K., Europe, and North America. The group is comprised 

of KICH Industries (the flagship company), KICH Overseas, KICH 

Manufacturer, Fit well Technologies Pvt. Ltd., and KICH Marketing Pvt. 

Ltd. The management team is focused on total quality control, so its 

strategy is to manufacture all of the products under one roof.
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Product Diversification

The company offers five basic products with 2,500 

product varieties. The products are basically architectural 

hardware products – door and furniture handles; handrail 

and balustrade systems; bathroom accessories; door hinges 

and mortice handles; and locks, pins, and cylinders. For 

production purposes, the group has two manufacturing 

units; one in Delhi and another in Rajkot, which is the 

primary production unit. The actual sales of the concerned 

group of companies for the year 2004-05 were at Rs. 7 

Crores ($1.5 million US.). They projected a sales figure of 

Rs.10 Crores ($2.2 million US) for the year 2005-06, which 

is expected to double by 2010-2011.

Major Clients And Competitors

In spite of the fact that the market share of the Kich 

Group is negligible in the Indian steel industry, the 

capability of delivering high quality products with the 

lowest possible cost has enabled the company to attract 

high profile clients that include corporate and residential 

projects, governments, institutions, etc. In fact, the 

company has nearly 10,000 corporate clients including 

major players like Hyatt, Holiday Inn, Appolo, Cilpa, ICICI, 

HSBC, IFFCO, Finolex, Ajanta, etc.

In recent years, companies like Ozone and Dunex have 

emerged to be the major competitors of the Kich Group in 

India, whereas D-Line (Denmark) and DORMA (Germany) 

are the top foreign competitors.

Discussion & Findings

1. Pricing Policy of the Company: Is 
Price the Sole Driving Factor?
While price is important, it is not the only factor driving 

the company’s success. Prices are carefully aligned with 

product quality and gradation. In the case of 202-grade 

stainless steel products, the price would be Rs. 50-60 

($1.10-$1.30 US) per kilogram, whereas in the case of 

316-grade products, the price is about Rs. 350-360 ($7.60-

$7.80 US) per kilogram. However, across the product, the 

minimum price is Rs. 80-90 ($1.75- $1.95 US), whereas the 

maximum is as high as Rs. 40,000 ($870.00 US). On an 

average, the minimum price is Rs. 1,500 ($32.60 US) and 

the maximum is about Rs. 2,400 ($52.20 US).  It should 

be mentioned that the raw material itself costs nearly 50 

percent of the price of the product.

2. Product Duplication, 
Brand Dilution, and the 
Issue Of Sustainability
While the market share of the company in the hardware 

market is not large, it holds an important niche position. 

The Kich Group manufactures stainless steel handles only. 

Its strength is ‘uniqueness of the product and the brand 

name behind it,’ and the company claims to be No.1 in its 

field. In the past, even with a 30 percent price hike, the 

demand for its product continued to increase. Although 

raw material costs are high (nearly 50%of the selling price), 

management is not worried about short term earnings; 

rather, management is more concerned about the brand 

name, which it sees as being of key importance. In fact, 

until 2005-06, the company maintained a gross profit 

margin of 20 percent with a return on investment (ROI) as 

low as approximately 9 percent. However, competition from 

product duplication and brand dilution has emerged as the 

biggest challenge for the company. Since 2003-04, some 

competitors in the market have exactly copied the products 

it manufactures, including copying the brand identification. 

Therefore, management has filed two legal suits because of 

this issue, and brand recognition has emerged as the biggest 

problem for the company.

3. Capacity Building – Still 
a Challenge Ahead
In the past, there has been a problem with production 

capacity being inadequate to meet the demand. The 

company could not expand the production capacity, due to 

financial deficiency. The company also could not operate a 

second shift, primarily because this would not be acceptable 

in the local culture of the city of Rajkot (Gujarat). In spite of 

these limitations, the company was able to produce quality 

products at international standards. However, the company 

finally has the brand and financial strength to grow, and 

has acquired 300 square meters of land in Rajkot.  It has 

laid down the foundation for a new factory and plans to 

invest Rs. 5 Crores ($1.1 million US) into this new factory. 

Management has stated that the basic motivation behind 

upgrading is to take advantage of previously unexplored 

opportunities and to provide the highest quality and service 

to its valued customers.
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4. Employee Strength and 
Compensation Strategy  
To date, the group has maintained a work force of 

200 employees, out of which nearly 150 were blue collar 

workers. Skilled employees included engineers holding 

either a degree or a diploma. The business has both non-

MBA and MBA managers as part of its management 

team. The average monthly salary package varies between 

Rs.4,000 - Rs. 4,500 ($87 - $98 US). Management has 

adopted the policy to pay a package of Rs.15,000 ($326 

US) monthly to new MBAs. Those MBAs working in the 

hardware sector with 10-15 years of experience earn up to 

an additional 50 percent.

5. Recruitment Policy 
For The Employees 
Management follows a variety of strategies for 

recruitment. It runs advertisements in newspapers, uses 

recruitment consultants, and receives on-line applications. 

It recruits people, including MBAs, to handle sales, and 

motivates marketing executives with incentives for their 

outstanding performance. However, it has a policy to 

not accept applicants who have worked in telephone and 

credit card industries, because of a lack of fit with the 

organization.  

6. Training And Marketing 
Strategy  
It has been the policy of the management to impart 

training to its employees through regular orientation 

programs, frequent update meetings, and other outside 

training courses/seminars, in order to create market 

awareness. It is to be noted that the marketing executives of 

the company are not directly involved in sales activities. The 

sales revenue mostly comes from the ‘dealers’ selected by 

the company. Dealers are appointed to display and sell the 

products, and are scattered throughout the country, with 

a dealer in almost every city. In addition, the company has 

its own (company owned) display centers, with five in total 

at the date of discussion. Finally, company management 

meets with dealers to gather information about complaints 

and changing needs, and to see if there are any necessary 

upgrades needed for the products.

7. Major Threat – Is Employee 
Compensation and Retention 
Strategy Sound Enough?
Up to the date of interaction, the group was facing an 

immense labour problem, on top of the product duplication 

and brand dilution challenges. Every year around 10 to15 

percent of the company’s total employees, mainly unskilled, 

were leaving the organization. The company was paying 

them around Rs. 4,000 to 4,500 ($87-$98 US) per month 

on average. Availability of skilled labour was another 

challenge for the company, with only 10 to 12 skilled 

persons for its core company work, all of whom were of 

Rajkot origin. 

Lately, management has also started recruiting 

recent MBAs as marketing personnel from different cities 

throughout the country, including Indore, Lucknow, 

Kanpur, Mumbai, Chennai, Bangalore, and Puna. 

Marketing executives were recruited to reach sales targets, a 

job that involved frequent travel, but this need for frequent 

travel later emerged as the biggest reason for employee 

turnover. New marketing executives would take training, 

work for a few months, and then leave the company to work 

elsewhere. The shortest duration of their employment was 

as low as 7 days, whereas the average time period for which 

people stayed with the company was around 1.5 to 2 years. 

Even the strategy of a handsome salary package of around 

Rs.10, 000-15,000 ($217-$326 US) per month to a new 

MBA did not help much to retain them. However, another 

option that the management offered for new employees was 

providing higher incentives for outstanding performance 

in reaching sales targets. It is to be noted that until the date 

of interaction the management was paying Rs. 20,000 to 

22,000 ($435-478 US) per month to its people who had 

no less than 10-15 years of experience in the hardware 

industry.

Another problem that management specifically 

mentioned was the lack of soft skills and professional 

efficiency among the new MBAs, apart from their lack 

of commitment to the work. The new recruits, even with 

a reputed institutional background, were not able to 

communicate effectively in English.  As part of the job, the 

marketing executives and managers needed to meet with 

world class architects to discuss how to upgrade the current 

technology for the product. Effective communications are 

essential for this endeavor. 

On a serious note, the management also discussed the 

unethical threat from competitors who were essentially 

trying to break the existing workforce of the company. 
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With a slightly better compensation package, competitors 

frequently attempted to persuade the existing workers 

to leave Kich Group and join their companies, and were 

somewhat successful in these attempts.

Looking into the seriousness of the matter, 

management also planned to recruit people of Rajkot origin 

and train them in order to enhance the employee retention 

in the business. However, there was no institute of higher 

education in Rajkot to train these marketing executives to 

enhance their managerial capability. 

Management was reluctant to take any initiative 

to establish a management institute in Rajkot, as it did 

not want to divert from its current business. However, 

it eventually decided to support such a step only if there 

was other outside support aimed at establishing such an 

institution.      

Perception and Conclusion

It is clear that the company was growing into a 

successful niche market in the steel industry. The 

management of the company had a vision and was very 

successful in formulating and implementing the necessary 

growth and expansion strategies in order to keep up with 

the product enhancements and diversification of the 

market demand. ‘Quality’ and ‘brand name’ were the two 

main bench mark parameters used to judge the standard 

of the company in the Indian and international markets. 

However, in recent years it suffered significantly due 

to some of the problems that were both conventional 

and unconventional in nature. Certain factors like 

intense market competition, product duplication, brand 

dilution, and lack of funds for growth and expansion are 

understandable and conventional in nature. However, its 

labour related problems and operation schedules (due to 

the culture of Rajkot) are unconventional in nature and 

therefore require unconventional strategic measures to 

manage them. The company cannot change the culture of 

Rajkot and successfully persuade the employees to work 

night shifts to enhance its productivity, so it must adapt 

to their culture by expanding its manufacturing facilities 

and hiring more employees instead. The anxiety of the 

management regarding the lack of professionalism, work 

commitment and soft skills of its employees, especially 

the fresh marketing executives, bears its own significance. 

At the same time, the authorities have also failed to adopt 

appropriate human resource management policy measures 

to retain and nurture its existing human resources. 

In fact, the company had never adopted any significant 

measures such as allowing the employees to participate 

in its decision making processes; giving employees 

non-monetary awards apart from salary and incentives, 

organizing farewell functions for the employees who retire 

after a considerable amount of years of service, or welcome 

parties for new recruits. This suggests that management is 

somewhat callous in its treatment of people and highly ego-

centric. The motivation, empowerment, and growth options 

for the employees are poor within the company, which is 

why employees are easily influenced by competitors who 

offer them a superior pay package and a long-term career 

option. Therefore, it seems that the company needs to take 

care of things internally with their staff first before taking 

major steps against its competitors. Legal actions can be 

taken against unjust practices of competitors for brand and 

product duplications. However, retention and management 

of employees would still remain the biggest challenge for 

the company. The present management of the company 

includes young and talented directors who have a vision 

and mission to accomplish their main strategic goal. This 

is the goal of enhancing productivity to match market 

demand, and manufacturing the product under brand 

names that stand for the highest quality at the least possible 

cost. It is expected that after enacting some necessary but 

unconventional solutions for the problems raised by the 

experts, the company would be able to regain its market 

dominance, as its business model is strong enough to 

leverage its profitability to a very significant extent.  

Suggestions

Looking at the nature of the problems that the company 

has been going through, a few suggestions are extended 

that are both conventional and non-conventional in nature. 

The major problems of the company can be categorized as 

follows:

A. Obtaining skilled marketing personnel, mostly new 

MBAs at a reasonable and affordable salary.

B. Retention of these employees in the organization for a 

significant period of time.

C. Continuation of work within the work  

culture of Rajkot.

D. Brand dilution and product duplication  

by the competitors.

E. Lack of an appropriate human resource management 

policy which creates a positive working environment to 

reduce labour related problems with the  

company.



24  |  SMEE Review/Revue PMEE April/Avril 2011

Bearing in mind the above problems, the management 

of the company should try the following steps:

I. Management should recruit fresh MBAs from B-Grade 

business schools that are in Gujarat itself, instead 

of recruiting employees from other states. Local 

candidates are more acquainted with the culture of 

Rajkot and can better understand the mindset of the 

local customers. Recruitment efforts should be focused 

on MBA students who are in the top 20 percent of their 

class. As the job is not high-tech, these students can 

gain the necessary business skills after appropriate 

training. Their salary demands will be relatively 

reasonable and at par with the standards of the 

company. It is not advisable to seek top students from 

top schools, as they would not last long due to their 

high aspirations for a top career and salary. 

II. For employee retention in business, management must 

insist on contract agreements for a minimum period of 

one to two years. It is advisable to invest considerable 

time in new recruits for the first two to three months. 

This training period should be excluded from the total 

period of the contract. As an option, the management 

could recruit married female MBAs, whose husbands 

are working in Rajkot as well. The culture of Gujarat 

has nurtured high entrepreneurial ability among 

women. Many women by nature are more pleasant and 

have better capability to convince people, and have 

already proven themselves as very good managers 

in their territory. If both husband and wife work 

in Rajkot, this could do wonders for the employee 

retention strategy.

III. As a significant step to prevent product duplication 

and brand dilution, management is advised to change 

and upgrade the technology of its production. A mix of 

indigenous and foreign technology is expected to work 

wonders in this connection. Management must also 

give special emphasis to the uniqueness of its product 

logos, trade mark signs, and packaging style which 

would essentially protect its brand, thereby separating 

itself from the duplicate products of similar identity. 

The management team should gather information 

about competitors producing identical products, and a 

legal action should be initiated as a strategic measure 

to prevent such product duplication. Finally, it is 

advised to initiate awareness campaigns and programs 

via electronic media, print media, and community 

participation that would let the customer know 

about the uniqueness of products, logos, sale points, 

and authorized dealers for the company’s products. 

Management must invest in such activities in order to 

highlight its product uniqueness, in order to sustain 

brand loyalty in market.          

IV.  It is clear that within the company, the employees’ 

participation in decision-making is almost non-

existent. Management makes all of the decisions 

by itself without consulting its employees.  This 

has created a communication barrier between the 

employer and employees. The narrow growth prospects 

within the company have created insecurity among 

the employees, which is the reason why they leave 

the organization and why they are lured to work for 

competitors. Therefore, an appropriate HRM policy 

must be created to retain and nurture the work 

force of the company, in order to prevent the loss of 

trained employees to competitors. Management is 

also advised to take significant steps to reduce the 

rate of absenteeism among employees.  In addition, 

implementation of an effective supervision system 

is also necessary to boost morale, regain confidence, 

and generate commitment among the employees. It 

is a vital time for management to enforce an effective 

grievance handling process for its employees. The 

personal grievances of the work force should be 

communicated to their immediate superior, and an 

appropriate and timely action should be taken, along 

with personal counseling to better understand and 

help the employees. A small salary increase, some 

non-monetary rewards for sales target achievement, 

frequent discussions between management and the 

work force regarding decision making processes, and 

a pleasant interaction on holiday occasions like Pujas, 

cultural celebrations, annual functions, etc, would 

all help to enrich the human dignity and motivate 

employees to serve the organization with extreme 

dedication.    
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Appendix A:  
Methodology For  
The Case Study

The present case analysis has been 

undertaken with the prime objective of analyzing 

and interpreting the major policy implications 

of the Kich Group of companies, focusing on its 

operational efficiency, with the prime motive 

being maximization of profit in addition to total 

quality control.  The data pertaining to the study 

has been collected through questionnaires and 

an unstructured interview with Mr. Dinesh 

Hepani, Director, Export, Kich Marketing Pvt. 

Ltd. (a part of Kich Group of Companies), Rajkot, 

Gujarat (India), in a consultancy session at IIM 

Ahmedabad in 2006,  where the author was 

an associate member. The major unstructured 

interview narrations, discussions, and output 

of the questionnaires were then analyzed and 

interpreted solely by the author in a structured 

format based, in order to draw major perceptions 

and conclusions. A few strategic measures have 

also been suggested at the end of the study, which 

are expected to play a catalytic role in accelerating 

the business successfully within a highly 

challenging environment.  
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Abstract
Weather imposes operational and financial 
challenges on many firms, industries and 
regions. This article provides an introduc-
tion to the usage of weather derivatives to 
hedge against weather related risks. Dis-
tinct differences between weather deriva-
tives and insurance are discussed. Major 
barriers to the usage of weather derivatives 
by small and medium enterprises are also 
reviewed along with suggestions to over-
come them.

Résumé
L’état météorologique impose des défis 
opérationnels et financiers sur de nom-
breuses entreprises, les industries et les 
régions. Cet article fournit une introduction 
à l’utilisation de produits dérivés liés au cli-
mat pour se prémunir contre les risques liés 
au climat. Les différences entre les dérivés 
liés au climat et les assurances sont discu-
tées. Les principaux obstacles à l’utilisation 
de dérivés liés au climat par les petites 
et moyennes entreprises sont également 
passés en revue et les suggestions pour sur-
monter ces obstacles sont présentées.

Introduction

WEATHER DERIVATIVES are a type of financial 

instrument that transfers weather-related financial 

risk from one party that wants to avoid it to another 

party who is willing to assume that risk. Companies around the 

world are directly or indirectly exposed to weather-related risk. For 

example, Pollard, Oldfield, Randalls and Thornes (2008) suggest 

that 70% of firms in the U.K. and 25% - 42% of the U.S. GDP are 

sensitive to weather risks. As climate is becoming more volatile 

over the recent years and many extreme catastrophic events grab 

news headlines, companies start to recognize the interdependence 

between weather and commodity markets. As a result, the size of the 

weather derivative market has been increasing exponentially – the 

total notional value of weather transactions grew nearly five times 

from $9.7 billion to $45.2 billion during April 2005 to March 2006 

(Weather Risk Management Association (WRMA)).    

Who Is Exposed To Weather Risks?

Weather imposes operational and financial challenges on 

many industry sectors such as agriculture, utilities, transportation, 

construction and tourism. Some sectors of the economy are much 

more sensitive to weather than others. A warmer than normal winter 

would decrease heating consumption, hence reducing the revenue 

and margin for the utility sector. Similarly, a colder than normal 

winter would adversely impact tourism. 

The variation in weather risk is not only limited across different 

sectors of the economy, but also across different countries and 

regions within countries. If the economy of a country or region 

is predominantly dependent on an industry sector that is highly 

sensitive to the weather, then the region as a whole will be more 

sensitive to the weather risks. For example, the excessive rains this 

past summer hampered the seeding of millions of acres of farmland 

in Saskatchewan. This led TD Bank Financial Group to revise 

downward their economic growth forecast for Saskatchewan from 

3.2 % to 2.1% in 2010.

Weather Derivatives 
Might Be The Solution
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History of Weather Derivatives

Weather derivatives are a relatively new type of 

financial instrument. The first weather derivatives were 

over the counter (OTC) transactions that took place 

between Koch Industries and Enron, and between Koch 

Industries and PXRe in 1997 (WRMA website). In 1999, 

the Chicago Mercantile Exchange (CME) launched the first 

exchange-traded weather derivatives, since then the market 

has grown exponentially. 

Pollard et al. (2008) discuss three main factors in the 

creation and subsequent growth of weather derivatives. 

The first reason is climate change. In the past couple of 

decades, there has been an increasing debate about climate 

change and its impact on volatile weather patterns. This 

has influenced the individual and collective perception 

about weather and weather-related events. The increased 

media coverage of global warming and extreme weather 

events like hurricanes has further created unease over 

climate conditions and associated financial risks. The 

second reason is deregulation of the U.S. energy sector in 

the 1990s. This deregulation put pressure on energy firms 

to become more competitive. Over the years firms have 

been experiencing greater pressure to hedge weather-

related risks by trading weather derivatives. The third 

reason, in their view, is the commoditization of the weather. 

Developments in meteorological science have improved the 

ability to measure, forecast and distribute weather-related 

information. However, even if the weather conditions can 

be forecasted with a one-hundred-percent certainty, many 

impacts of weather variations still cannot be avoided. For 

instance, even if farmers expect that it would be a colder 

and wetter than normal season, they cannot avoid its 

impact on crop yields. Weather derivatives thus provide 

an effective tool in such instances to curtail their financial 

losses.
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Types of Weather Derivatives

Weather derivatives traded on the CME are futures 

and options contracts. Unlike other derivatives whose value 

is contingent on the value of the underlying assets, the 

value of weather derivatives is contingent upon an index 

of weather conditions, e.g., average temperature or the 

level of rainfall. The majority of the contracts are based on 

the variables called Heating Degree Day (HDD) for winter 

or Cooling Degree Day (CDD) for summer. A degree day 

indicates how much the average temperature during a 

day (average of the maximum and minimum temperature 

during the day) deviates from 65 0F or 18 0C (CME 

website). The HDD and CDD contracts accounted for 54% 

of total trades in the weather derivatives market during the 

period of 2005-2006 (WRMA website). Contracts are also 

traded on indexes of hurricane, frost and snowfall.

Managing Weather Risks 
– A Simple Example

Before a business starts implementing weather risk 

management, the WRMA recommends firms to conduct the 

following analysis:

 ● Identify the underlying critical weather variables;

 ● Understand to what extent the weather variables 

affect operational and financial aspects of the  

business;

 ● Identify the historical data and current recordings of 

the weather variables; 

 ● Quantify the impact on financial performance due to 

the change in weather variables. 

We use a hypothetical utility company in Regina, 

Saskatchewan to illustrate some basic weather trading 

transactions and its financial impact. At the end of 2010, the 

company expects that the month of January 2011 in Regina 

will be much warmer than the historical average. If that 

happens, heating bills will be lower, resulting in reduced 

revenues for the utility firm. To hedge the weather risk, the 

firm can sell HDD contracts on the CME. The basic idea of 

selling HDD is to allow the firm to profit from the weather 

contract and use the proceeds to recoup the lost revenue 

from heating bills in case of a warmer January.  

Now suppose the utility firm had sold the index at a 

value of 1050 and the temperatures for January end up as 

documented in Table 1. The first column shows the date. 

The second column shows the average of the maximum 

and minimum temperature on that day. The third column 

calculates the HDD for the day by subtracting the average 

temperature for that day from 180C. The cumulative HDD 

for the month would be the sum of the HDD for the whole 

month which is 986 in this example. As the utility firm sold 

the index (went short), it benefits from the value reduction 

from 1050 to 986. As per the contract specifications, the 

payoff of the HDD contract is $20 per HDD. So the utility 

firm gains (1050-986) × 20 = $1,280 per contract. Then 

the company can use the proceeds to offset the potential 

loss from heating bills. If however, the weather turned out 

to be colder than normal in January, the utility firm would 

lose money on this weather derivative contract but generate 

more revenue due to higher heating demand by customers. 

This example shows that the utility company can achieve 

its goal to stabilize its revenues and earnings using the 

weather derivatives, regardless which direction the actual 

temperature deviates from the expectation. 

Difference Between Weather 
Derivatives and Insurance

Although the weather derivatives started trading just 

over a decade ago, the idea of hedging against weather-

related risks is not new and insurance products have 

been available for a long time. However, there are several 

distinct differences between weather derivatives and 

insurance products. First, insurance products provide 

protection against low probability but high loss events, e.g., 

hurricanes, floods, etc. In contrast, weather derivatives 

hedge against mild but more probable events, e.g., cooler 

than usual summers or warmer than usual winters. Second, 

insurance is obtained against the value of an asset. To claim 

insurance, clients have to prove that the loss to the asset is 

due to the event against which insurance was obtained. No 

such asset specification or proof of causality, however, is 

required in weather derivatives. 

Another important difference between weather 

derivatives and insurance is the degree of protection in the 

event of loss. Insurance products compensate the insured 

party for the total insured loss, and therefore, the users 

can receive the full benefits for a fully insured position. 

In weather derivates, it is very difficult to perfectly hedge 

the weather risk and this problem arises from two sources 

(Manfredo & Richards, 2009). First, the exchange-traded 

weather derivatives are based on an index measured 
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at certain locations. Since no such contact is traded on 

CME that is indexed on Regina weather, a farmer in 

Saskatchewan who wants to hedge against weather risks 

would buy a contract indexed on Winnipeg or Calgary 

weather. However, the weather at the two locations, 

although similar, may not turn out to be exactly the same 

as Regina, leading to some potential unhedged exposure. 

Secondly, it is difficult to determine the precise economic 

impact of weather. For instance, if the average temperature 

during the summer is at an average 8 0C below what it 

normally is, then how much impact would that have on the 

crop yields. These two sources lead to what is known as 

basis risk in weather derivatives. 

Barriers to the Usage of Weather 
Derivatives and Possible Solutions

Despite the above discussion highlighting the 

pervasiveness of weather risks for businesses and the 

growing market size of weather derivatives, they are not 

very widely used yet. The CME and Storm Exchange Inc. 

commissioned a study on corporate weather management 

practices. The study shows that the majority of managers 

believe that their businesses are exposed to significant 

weather-related risks and that global climate change would 

require changes to their business model. However, only 

10 percent of the respondents confirmed that their firms 

use weather derivatives. This was despite the fact that 

85 percent of the respondents who agreed that they used 

weather derivatives found them to be helpful in mitigating 

the weather risk.

In a recent paper, Bank and Wiesner (2010) study the 

obstacles that may prevent Small and Medium Enterprises 

(SMEs) from using weather derivatives. They first discuss 

different rationales for hedging including managerial 

self interest, taxes, capital market imperfections, and 

financial distress. They argue that based on the established 

rationales, SMEs seem to be the most likely ones to 

hedge. Their findings in terms of weather derivative usage 

corroborate the CME Group study. Although the majority 

of respondents agree that their firms face significant 

weather risks, only five out of the 215 responding firms in 

their sample confirmed that they used weather derivatives. 

To understand the reasons for this, they look at several 

factors that can act as obstacles to the usage of weather 

derivatives including transaction costs, participation costs, 

and supply-side constraints. They refer to the direct costs 

of entering a weather derivatives trade (e.g. brokerage 

fees, cost of purchasing weather data) as transaction costs 

and define participation costs as costs associated with 

acquiring and using the knowledge of weather derivatives. 

The transaction costs could be too high for SMEs since they 

cannot conduct large trade volumes, and thus, result in 

less economies of scale. They also argue that participation 

costs are high for SMEs because they lack the required 

institutional framework, possess limited expertise, and 

have low awareness about the availability of instruments. 

Supply-side constraints relate to the fact that the structure 

of standard contracts may be unfavourable for SMEs. Also, 

counter parties and providers of weather derivatives may 

not be readily available to SMEs.

Bank and Wiesner (2010) further propose solutions 

to overcome the above mentioned barriers and to make 

weather derivatives more accessible to the SMEs. They 

propose bundling schemes in which several firms in a 

region could share a contract through their associations. 

This allows them to trade a suitable volume and reduce 

transaction costs. Another suggested option could be that 

rather than trading directly on the CME, the firms can 

work with providers such as WeatherBill Inc. and Storm 

Exchange Inc. who can provide standardized contracts with 

low transaction costs and small contract volumes. 

The providers of weather derivative contracts also 

need to play their role to increase awareness about these 

instruments. The SMEs generally approach their local 

banks for advice about their hedging needs and if the 

financial advisors are not well aware of the available 

weather derivatives, they will not be able to provide suitable 

advice to the SMEs. It would therefore be worthwhile 

for the providers of weather derivatives to especially 

communicate their products to the financial advisors with 

local banks.

Bank and Weisner propose integration of weather 

derivatives in loan agreements as a solution to supply-side 

constraints discussed above. These loans have an embedded 

feature attached that allows the SMEs to pay only a fraction 

of the loan or nothing in case of an adverse weather event. 

The cost of this derivative is built into the borrowing rate 

and there is no upfront fee. 
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Conclusion

Weather derivatives are a relatively new type of 

financial instruments that have grown tremendously in 

recent years. However, many firms especially SMEs do not 

use them. Lack of awareness and expertise in understanding 

and applying these derivatives have been shown by the 

literature to be the main reasons for this. However, the 

growing awareness and concern about changing weather 

conditions and volatility, and advancements in weather 

measurement and forecasting technology are expected 

to reduce the tolerance of investors against weather 

related financial losses. This will exert more pressure on 

individuals, firms and governments to make use of weather 

derivatives in order to hedge weather risks.

Table 1. A Simple Example – HDD Calculation

Date Average Temperature 0C (T) HDD (18 – T)
January 1 -15 33
January 2 -15 33
January 3 -18 36
January 4 -17 35
January 5 -24 42
January 6 -23 41
January 7 -20 38
January 8 -14 32
January 9 -8 26
January 10 -8 26
January 11 -12 30
January 12 -15 33
January 13 -17 35
January 14 -17 35
January 15 -18 36
January 16 -20 38
January 17 -20 38
January 18 -20 38
January 19 -18 36
January 20 -19 37
January 21 -19 37
January 22 -16 34
January 23 -8 26
January 24 -7 25
January 25 -7 25
January 26 -5 23
January 27 6 12
January 28 -10 28
January 29 -8 26
January 30 -6 24
January 31 -10 28
Cumulative  986
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VALUING EARLY STAGE AND VENTURE-BACKED COMPANIES 

describes the uncertainties associated with early stage companies and the 

approaches that may be used in the valuation process.  Business valuation is 

one of today’s most relevant business issues, but the complexity of early stage companies 

often leads to a serious misunderstanding of the key issues and concepts.  The valuation 

process has become even more difficult in today’s volatile financial environment. Mr. 

Beaton shares his vast experience and knowledge to highlight the experimental nature 

of the valuation process for early stage development companies.  The author’s practical 

approach and entertaining writing style make for interesting reading.  The book provides 

examples of generally accepted valuation approaches for use with unique early stage 

companies. Some of the topics discussed are:

 ● Early stage preferred stock rights

 ● Enterprise valuation approaches

 ● The option-pricing model (OPM)

 ● The probability-weighted expected returns model (PWERM)

 ● Discounts for early stage companies

 ● Advanced valuation topics for early stage companies

The first chapter provides a solid foundation for the book as it describes the unique 

characteristics of early stage companies.  Chapter one also provides an overview of the 

venture capital industry.   The nature of early stage and venture-backed companies 

makes the use of traditional valuation approaches less relevant.  An approach different 

from the typical valuation methods used for revenue and cash flow generating entities 

must be developed.  Mr. Beaton briefly discusses the dot-com boom of the late 1990s 

stating that during this boom period any and all valuation approaches seemed to be 

valid…. not until the bubble burst did reality set in.  There are three basic valuation 

components: 1) an income stream, 2) a discount rate, and 3) a growth rate.  When one 

or more of the components is unknown or uncertain the valuation becomes extremely 

difficult.  For early stage companies one of more of these components may be missing.  

Beaton describes the early stage company’s income stream as no more than an ‘Excel 

exercise’ and the growth rate as SWAG (i.e., scientific wild-ass guess).  Thus the discount 

rate has very little significance. There are just too many uncertainties surrounding early 

stage companies.  The lack of the traditional metrics and the degree of uncertainty 

associated with early stage companies calls for a more experimental valuation approach.  

The dot-com fiasco was mentioned to emphasize that there are no hard and fast 

valuation rules for early stage companies.  The valuation process when high levels of 

uncertainty exists, becomes much more of an art than a science.    

Beaton discusses the importance and growth of venture capital funding over the past 

twenty-five years.  Venture capital funding is important to the early stage company as 

they typically are not eligible for traditional funding.  Venture capitalists generally prefer 

to exit their investments in three to seven years.  Many early stage companies require 

a significantly longer period to reach maturity. This makes the valuation of early stage 
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companies much more difficult.  Beaton 

ends the first chapter with a summary 

of the different perspectives of venture 

capitalists and common stock investors.

Chapter two discusses the role 

of preferred stock in the valuation of 

the early stage company.  Preferred 

stock for the early stage company is 

a complex financial instrument with 

unique characteristics including both 

stock and contractual rights.  The stock 

rights discussed include preferences 

for liquidation and dividends, and 

redemption, conversion and dilution 

rights.  Preferred shareholders may also 

have rights providing them with elements 

of control, including representation on the board and veto 

rights. Contractual rights described in the second chapter 

include: registration rights, drag-along rights, co-sale or 

tag-along, agreements, and rights of first refusal, rights of 

first offer, and information rights.  In the valuation of early 

stage companies it is important to understand the rights 

of the preferred shareholder compared to the rights of the 

common shareholder.  

Chapter three discusses the special circumstances 

related to the use of the three basic valuation approaches: 

income, market, and cost as they pertain to early stage 

companies.  The chapter provides good examples of the 

three basic valuation approaches.  Early stage development 

is a moving target. Determining where on the development 

spectrum the company currently sits makes valuation 

difficult.   These characteristics force the evaluator to focus 

more on the qualitative aspects of the company.  Valuation 

of the early stage entity typically involves subjective factors 

such as: 

 ● Assessment of the  management team

 ● Evaluation of intellectual property

 ● Expected time to market

 ● Expected path to profitability

 ● Estimated capital needs and burn rate

 ● Industry sector and burn rate

 ● Deal structure

Mr. Beaton describes what he 

refers to as his “vectoring” approach 

to valuation.  The valuation decision 

cannot be made in a vacuum; qualitative 

risk factors must be considered along 

with any quantitative information 

available.  However, in many cases 

hard financial data may be lacking.  To 

overcome this deficiency of hard data, 

vectoring considers both quantitative and 

qualitative factors, relying on common 

sense and industry practice to value the 

early stage company.  

The value of an early stage 

company is influenced by its point in 

the developmental phase. In most cases, 

first time investment typically represents a small portion 

of the overall investment. During the first phases little 

information is available, uncertainty exists, and the risk 

level is high.  As a result, initial investment is relatively 

small.  As the company progresses with production 

capacities and sales organizations, developing a much larger 

investment is needed. As well, during these latter phases 

of early development, additional information about the 

company becomes available and the risk level is reduced. 

This leads to a higher level of investment. Beaton describes 

different stages of early development from a number of 

different sources.   Typically early development may be 

described as a four phase process, including start-up, early 

stage, expansion, and later stage.  Identifying the phase of 

development of the early stage company assists the valuator 

in determining the risk level and the ultimate valuation.  

Chapter three ends with a discussion of ‘the income 

approach as an oxymoron’.  Beaton states that most 

business plans of early stage companies are based on 

aggressive assumptions about revenue and income growth 

despite the claim of conservative assumptions being used.  

As a result, almost all plans including ones prepared by 

the author himself are overly if not wildly optimistic about 

their assumptions.  Therefore to obtain value from such 

plans it is necessary to ‘scrub’ the early stage information 

to determine the validity of the company’s quantitative 

information.  

BOOK REVIEW
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Chapter four describes variations of option pricing 

methods (OPM) to allocate the enterprise value among 

different classes of common and preferred stock. Important 

assumptions underlying the option pricing model are 

described and detailed examples are provided in this 

chapter.  The assumptions which are described include 

underlying asset value, exercise price, term, volatility, 

risk-free rate, and dividend yield.  The chapter provides a 

step by step example on how to apply the option-pricing 

model to an early stage company allocation scenario.  

Experience with traditional option pricing models and 

similar mathematical models will assist the reader to better 

appreciate the application of the option pricing model to 

early stage company valuations.  

Chapter five discusses the probability-weighted 

expected returns method in allocating enterprise value 

(PWERM). Familiarity with decision-tree analysis will 

enhance the understanding of PWERM.   The PWERM may 

be used when potential future outcomes for the early stage 

company can reasonably be predicted.   Beaton illustrates 

the PWERM using four outcomes for the early stage 

company:

 ● An IPO

 ● A sale or merger

 ● Staying private and continuing operations

 ● Going out of business

The earlier the company’s stage of development the 

more difficult it becomes to predict these outcomes.   Future 

values are determined for each potential outcome, allocated 

to each share class, discounted by class and probabilities 

are assigned to each outcome. The sum of the probability 

outcomes estimates each share value.  

Compared to the OPM the PWERM can be complex 

and costly to implement. The estimates required for the 

OPM are less subjective than those for the PWERM. As well, 

the PWERM requires a number of assumptions which are 

often based on management estimates, which potentially 

may be biased.  The chapter discusses the various potential 

outcomes for the early stage company and provides 

interesting detailed valuation examples.  The PWERM 

provides valuators with another alternative to the valuation 

dilemma of the early stage company.  

Chapter six discusses applicable discounts for 

early stage companies.  The chapter discusses two well 

established methods: discounts for lack of marketability 

(DLOM) and discounts for lack of control (DLOC).  The 

chapter discusses these two methods and provides various 

examples of each method.  Beaton comments that many 

valuations of early stage companies use discount rates 

very similar to those used for traditional well developed 

companies, despite the high risk and uncertainties 

associated with the early stage entities.  Beaton believes 

current practice typically underestimates overall discounts.  

The uniqueness and subjectivity of risks associated with 

early stage companies place greater importance on the 

valuator’s practical experience with respect to the selection 

of appropriate discount rates.  

Chapter seven discusses advanced valuation topics 

for early stage companies.  Topics discussed include 

comparison of the option-pricing method (OPM) and the 

probability-weighted expected returns method (PWERM), 

sequential and compound options, allocating residual 

value, venture capital rates of return, and executive stock 

compensation. 

‘Valuing Early Stage and Venture-Backed Companies’ 

by Neil J. Beaton describes the uniqueness of the valuation 

process for early stage companies.  The first half of the 

book would be of particular interest to the less experienced 

valuators as the author provides a solid foundation 

for understanding the valuation process of early stage 

companies.  The later chapters provide illustrations and 

discussion of more sophisticated models for the more 

experienced valuator.  The theme throughout the book 

is one of warning.  Beaton constantly stresses the lack of 

reliable quantifiable data from early stage companies, the 

high existence of uncertainties, the high level of risk, and 

that the valuation process is more of an art than a science.  

Beaton relies on his years of valuation experience to 

overcome many of these obstacles.  In ‘Valuing Early Stage 

and Venture-Backed Companies’ Mr. Beaton has provided 

a number of valuation alternatives and shared his vast 

experience as a valuation expert.  

BOOK REVIEW
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Purpose

The Small and Medium-sized Enterprises and 

Entrepreneurship Review is focused at owners and 

operators of small and mid-sized enterprises (SME), 

those working in support of SMEs, and those interested 

in the practice of entrepreneurship. The journal has been 

created by the Canadian Council for Small Business and 

Entrepreneurship (CCSBE-CCPME) in partnership with the 

Centre for Management Development, Faculty of Business 

Administration, University of Regina to publish articles 

and information directly useful to “practitioners” - those in 

business and interested in business. 

Content

All articles have a practical orientation and are written 

for practitioners. While this is not an academic journal, 

all articles should be theoretically and/or empirically 

grounded. Content should address areas of interest to 

practitioners, such as:

Innovation

Start-up

High growth and innovative SME financing

Financing of intellectual property-based enterprises

Internationalization

Succession

Market information

Leadership

Corporate social responsibility

Ethics

Strategic alliances

E-business

Government relations 

Human resource practices

The journal publishes articles profiling the experiences 

of other SME managers and entrepreneurs as well as those 

popularizing recent research and theories on SMEs and 

entrepreneurship or providing information on markets and 

best practices. 

Submission Guidelines
The following is a summary of the guidelines:

· Electronic submission in Microsoft Word 

Format, Font Times Roman 12 (.doc or .rtf).

· 2000-2500 words (including references and 

notes) written in a normal, non-technical 

style. The intent is to communicate useful 

usable information to entrepreneurs and those 

that provide support and advice to them.

· Submissions should include the mailing 

and e-mailing addresses and one 

paragraph summary of the article.

· SMEE Review is bilingual and accepts English and 

French articles published in the language of their 

submission with a summary in the two languages.

· Attractive layout including effective use of 

headings and graphics (e.g., tables, etc.).

All articles will be reviewed by an editorial board 

composed of academics, practitioners, and service providers 

in the area of SMEs and entrepreneurship.

 For detailed guidelines and style formats,  

 please contact:

 Editor

 SMEE Review/Revue PMEE

 510, Education Building 

 Centre for Management Development

 Faculty of Business Administration

 University of Regina

 Regina, SK Canada S4S 0A2

 Telephone: 1 (306) 337-3220

 E-mail: smee.review@uregina.ca

AUTHOR GUIDELINES
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Reader Comments: 
..................................................................................

We encourage you to 
send your comments
about any of the articles
in this issue of the 
SMEE Review.

Please send in your comments to SMEE.Review@uregina.ca 
and we’ll publish in our next issue.

Nous vous encourageons à nous
faire parvenir vos commentaires

sur n’importe quel article paru
dans ce numéro de la 

Revue PMEE

Veuillez envoyer vos commentaires à l’adresse SMEE.Review@uregina.ca 
pour leur publication dans nos prochains numeros.
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The Canadian Council for Small Business & Entrepreneurship (CCSBE) is the only national membership-
based organization in Canada whose goals are to promote and advance the development of small business 
and entrepreneurship through research, education and training, networking and dissemination of scholarly 
& policy-oriented information. 
 
The organization was established in 1979 as the first affiliate of the International Council for Small 
Business (ICSB). Its members include academics, educators, representatives of small business support 
organizations, researchers, government officials, students of entrepreneurship, and policy makers. 
 
The Canadian Council for Small Business’ mandate encompasses the following objectives: 
 

 Facilitating networking among shareholders; 
 Encouraging research in the field; 
 Disseminating knowledge and research findings; and,  
 Furthering the cause of entrepreneurship and small 

business in the educational system. 
 
 
 
 
 
 
CCSBE membership includes the following major benefits: 
 

 Four issues annually of the Journal for Small Business & Entrepreneurship (JSBE) 
 Issues of the Small and Medium-sized Enterprise and Entrepreneur Review (SMEE) 
 Three issues of the CCSBE Electronic Newsletter 
 Participation at the annual conference 
 Eligibility to vote in elections and to run for the Board of Directors 

 
Your association with CCSBE includes an affiliate membership with ICSB, which gives you the following 
additional benefits: 

 
 Use of the ICSB online member database (at www.icsb.org) 
 The ICSB Bulletin 
 Four copies per year of the Journal of Small Business Management (JSBM) 
 Reduced fees at ICSB conferences  
 An electronic newsletter 

 
 

For further information on the CCSBE or to become a member, visit: 

www.ccsbe.org 
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