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For our cover interview this month we travel to Leeds to fi nd out how Asda CFO Richard 
Mayfi eld and his colleagues are dealing with the online shopping revolution at a time of 
intense competition and tough economic conditions in the retail sector. See page 14

SUPERMARKETS’ SWEEPING CHANGE
Trips to a ‘big’ supermarket were once a fairly frequent event for 
the Quick family, but the introduction of a much-fought-over iPad 
into the household has turned them into a rare occurence. Grocery 
shopping is now carried out on the kitchen table, or even the sofa, 
and delivered by one of the army of delivery vans now ploughing 
the streets of suburbia. This periodical bulk shop is topped up with 
smaller, more regular purchases from the trio of competing ‘local’ 
branches of big-name supermarkets that have recently established 
themselves on our local high street.

In corporate speak, we have modified our business model. And like 
other families who have joined this online revolution, we are enjoying 
cost benefits (less stress) and a corresponding increase in profits (more 
leisure time). But for Britain’s supermarket chains, the infrastructure 
and systems required for this change are expensive and difficult. 

Some have yet to set up an online grocery service. Others, including 
Britain’s second-largest chain Asda, are fully embracing the revolution. 
The pace of  change, says CFO Richard Mayfield, a retail veteran, is 
astonishing and will only accelerate further. Shoppers are not only 
moving online, but the way they shop online is changing. He reckons that 
by the middle of  the year over 50% of  Asda’s browsing will be on mobile 
and tablet. And the success of  the click-and-collect concept, allowing 
online customers to collect their ready-packed shopping at a store, 
has taken retailers by surprise. Asda is expanding its services in this 
area accordingly – as it also grapples with an increasingly cash-starved 
consumer base, intense competition and an industry-wide reputational 
issue in the form of  the horsemeat scandal. It is adapting its business 
model to face all these challenges.

The details might differ from industry to industry, but the quartet of  
challenges presented by the internet, intense competition, the difficult 
economy and ever-increasing public scrutiny is now standard fare for 
big-company CFOs. And those that adapt their models accordingly will 
fare better.

Chris Quick, chris.quick@accaglobal.com

DATA DILEMMA
The big-data 
era, with its 
blizzards of hype, 
is gathering 
pace. But could 
businesses lose 
sight of the 
information that 
really matters?
Page 26

WEATHER REPORT
As the UK faces 
more adverse 
meterological 
conditions, 
the financial 
management 
of weather risk 
never been so 
important
Page 55

BIG 
AMBITIONS?
For your next 
move, check out 
www.accacareers.
com/uk

CORPORATE FOCUS
AB Corporate, an Accounting 
and Business special edition,  
looks at the challenges facing 
business leaders and the 
skillsets they require from 
the finance function, as well 
as highlighting how ACCA is 
equipping members for the 

future. Find out more on page 82 or visit 
www.accaglobal.com/abcorporate 
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01 Five-year-old 
Rebekah Heesom 

gazes at a giant Easter 
egg in Covent Garden, 
central London. The egg 
was part of  the Lindt Big 
Egg Hunt, in support of  
Action for Children 

02 Xi Jinping (left), 
head of  China’s 

Communist Party, was 
due to take over from Hu 
Jintao as the president 
of  China at the National 
People’s Congress 

03 Women’s rights 
campaigners 

march past parliament 
in London to mark 
International Women’s 
Day. Singer Alesha Dixon 
fronted the protest

News in pictures6
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04 Yahoo! chief  
Marissa Mayer 

banned staff  from 
working from home, 
in a bid to improve 
communication and 
collaboration. See page 8 
for figures on the rise of  
home working  

05 Indian PM 
Manmohan 

Singh raised ‘serious 
concerns’ about the 
AgustaWestland deal 
during David Cameron’s 
three-day trade 
delegation to India 

06 Ikea was 
among many 

companies affected by 
the horsemeat scandal 
after authorities in the 
Czech Republic found 
horsemeat in its popular 
Köttbullar meatballs. 
Ikea withdrew them from 
sale in more than 20 
European countries

07 A Toy Fair 2013 
visitor touches 

Lego Friends sculpture 
Stephanie. Lego Friends, 
introduced in January 
2012, helped boost 
Lego sales by 25% last 
year, to US$4.2bn. Girls 
now account for 25% of  
Lego purchases

7
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    CURRENTLY    BOYCOTTING

      BELIEVE IT IS      MORALLY WRONG

CONSIDERING
BOYCOTT 

ANGERED BY MULTINATIONAL TAX
 AVOIDANCE 

1 NORWAY (2007: 1)

2 SWEDEN (3)

3 DENMARK (2)

4 NEW ZEALAND (4)

8 AUSTRALIA (12)

17 US (10)

18 UK (14)

22 IRELAND (20)

25 JAPAN (26)

27 KOREA (27)
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THE MOST EXPENSIVE CITIES TO LIVE IN ON THE PLANET
This year’s Worldwide Cost of Living survey from the Economist Intelligence Unit shows London up a place, the restoration of 
Tokyo to its traditional position at the top of the cripplingly expensive league, and 32 of 39 European cities sliding down the table.

YAHOO REPLAYS CANUTE AS HOME-WORKING TIDE CONTINUES TO RISE
The Yahoo CEO’s ban on staff working from home comes against a backdrop of a slow but sure shift towards 
using the home as the principal workplace or base for fieldwork, according to the Office for National Statistics.

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

WOMEN PAY FOR UK RECESSION
Women in the UK are less likely to be in work 
and suffer greater job insecurity and pay 
inequality than in 17 other OECD countries, 
according to PwC’s Women in Work Index. 
Progress on female economic empowerment has 
stalled in the UK since the global crisis.

AVOIDANCE DAMAGES THE BRAND
Public anger about multinationals’ tax 
avoidance practices has been measured by 
a Christian Aid survey. 85% of respondents 
said it was too easy for multinationals to 
avoid tax, and 34% had stopped buying from 
companies not paying a ‘fair’ amount of tax. 

1
TOKYO

3
SYDNEY

8
PARIS

=16
LONDON

=34
DUBLIN

=130

£30M
Value of  
HSBC’s 
audit 
account. 
The bank is 
reviewing 
its auditor, 
KPMG, 
which has 
had the 
contract for 
22 years, in 
accordance 
with 
governance 
code advice. 
More on 
page 10.

£300M
Expected 
total annual 
admin 
savings for 
businesses 
from the 
introduction 
of  real-time 
information, 
HMRC’s 
new PAYE 
reporting 
system. 
More on 
page 39.
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6% 
Global 

accounting 
network 
income 

growth in 
2012 (8% in 

2011).

US$145BN 
Combined 
revenue of 

leading global 
accountancy 

networks 
in 2012 

(US$137bn in 
2011).

180,529 
Global 

workforce of 
PwC, the firm 

with biggest 
fee income.

       PwC      +8%

$31,510M

$31,300M

$24,420M

$23,030M

$6,016M

$4,182M

$3,317M
$3,078M

$2,840M $3,987M

According to the survey, 18 of the 22 
networks surveyed grew revenue in 
2012, down from 21 in 2011. Of all 45 
surveyed networks and associations, 
23% reported a fall in revenues and 
11% saw double-digit growth (down 
from 27% in 2011). PwC remained the 
largest global network, a title that only 

Deloitte has ever wrested away from 
it – once, in 2010.

The year saw a surge in M&A activity 
among the larger mid-tier networks, 
with BDO International merging with 
PKF International’s firms in Australia, 
China and the UK.

Firms saw continued pressure on 

audit and accounting services, with 
advisory – and to a lesser extent tax – 
bringing in organic growth.

Worldwide, firms in Turkey (35%), 
China (28%) and India (20%) enjoyed 
strongest average growth in the year, 
as networks and associations invested 
heavily in these emerging economies.
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GLOBALS’ GROWTH SLOWS
Despite overall income growth in 2012, the 22 
leading global accountancy networks have seen 
their rate of growth dip for the first time since 2009 
as a result of pressure on fees, regulatory scrutiny and 
intense competition across the industry. According to the 
latest survey by International Accounting Bulletin, there 
has been virtually no change in the Big Four’s market share. 
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IIRC TO PUBLISH FRAMEWORK
The International Integrated Reporting 
Council (IIRC) is to publish its 
consultation draft framework on 16 
April and is calling on all accountants 
to ‘read it, challenge it and understand 
it’ before giving feedback. The 
framework will accelerate the changes 
in corporate reporting already taking 
place in the market, says the IIRC. The 
IIRC Pilot Programme has assisted 
the development of  the framework by 
reporting the experience of  80 leading 
global businesses and 25 investors. 
The programme is being supported by 
a new memorandum of  understanding 
signed by the International Accounting 
Standards Board and the Global 
Reporting Initiative. See page 34.

HSBC AUDIT GOES TO TENDER
HSBC is to put its annual audit out 
to tender, it announced in its annual 
report. The HSBC audit is the largest 
corporate audit in the UK – current 
auditor KPMG earned around £55m 
last year from audit, advisory and 
consultancy services for HSBC. KPMG 
has been HSBC’s auditor since 1991. 
A spokeswoman for the bank said: 
‘The decision was made in order to 
comply with the revised UK Corporate 
Governance Code.’ KPMG declined 
to comment.

MANX TACKLES UK TAX EVASION
The UK and Isle of  Man governments 
have agreed to share information 
on sheltered funds. Investors 
with accounts in the Isle of  Man 
will be given an opportunity to 
make voluntary disclosures and 
settlements before tax information 
is automatically shared. A wide 
range of  information on UK 
taxpayers’ activities in the Isle 
of  Man will be reported to HMRC 
under the agreement, in line with 
arrangements between the UK and the 
US. Talks are taking place with Jersey 
and Guernsey for a similar agreement. 
See page 63.

FRC ISSUES SANCTIONS GUIDANCE
The Financial Reporting Council has 
published guidance to the members 
of  its disciplinary and appeal 
tribunals when considering imposing 
sanctions on accountants or firms. 
The objective of  the guidance is 
that there should be proportionality, 
clarity, consistency and transparency 
in decision-making and to ensure 
all parties are aware from the outset 
what approach is likely to be taken 
by a tribunal. The guidance is not 
binding on tribunals, but if  they 
depart from the guidance they must 
explain their reasons for doing so.

FRC PUBLISHES TWO PAPERS
The Financial Reporting Council 
has published two papers on 
the presentation of  market risk 
disclosures and reporting on pay 
and performance resulting from 
Financial Reporting Lab projects. 
Lab director Sue Harding said: ‘The 
lab is exploring various themes in 
reporting, including how to make 
relevant information more accessible, 
and the potential for reducing 
“clutter”. Investors welcome a 
focus on reducing the volume and 
complexity of  reporting, while still 
conveying information proportionate 
to the underlying exposures.’ The 
project on pay and performance 
was initiated at the request of  
the Department of  Business, 
Innovation and Skills and achieved 
widespread consensus. 

RSM TENON CUTS LOSSES 
RSM Tenon has cut its 2011 operating 
loss of  £10.9m to just £0.6m last 
year. While revenues fell by £9.8m to 
£88.4m, operating costs were down by 
£19.5m. Chairman Tim Ingram said: 
‘The significant progress in turning 
RSM Tenon around is evidenced by 
these results. The business is now 
smaller, better organised and properly 
managed.’ Chief  executive Chris Merry 
has taken on the additional role of  
interim leader of  the firm’s London 
practice, following the departure of  
Peter Musgrave in January. Musgrave 
was also head of  audit, tax and 
advisory, but that role no longer exists 
due to reorganisation.

MEAT SCANDAL ‘WAKE-UP CALL’ 
The horse meat scandal is evidence 
that businesses need to conduct 
due diligence on their supply chains, 
says KPMG. ‘This situation offers 
a stark illustration of  the risk of  
supply chain failure and should 
serve as a large wake-up call for 
all organisations, not just those 
in the food sector,’ says Hitesh 
Patel, forensic partner at KPMG. 
He said the crisis demonstrated the 
need for ‘robust counterparty due 
diligence’. He added: ‘A drive to 

RBS TAKES £4BN CHARGE HIT
An accounting charge of £4.649bn 
represented the vast bulk of RBS’s 
£5.17bn loss for 2012. The charge 
reflected the higher potential costs 
for RBS to buy back its own liabilities. 
This follows a strengthened credit 
profile for the bank during last year. 
Credit default swap spreads more than 
halved during the year, while secondary 
bond spreads tightened by over 340 
basis points. In 2011, RBS losses 
were cut to just £766m because of a 
contribution from a positive accounting 
charge of £1.914bn after the markets 
lost confidence in the ability of the 
bank to service its own debts. Stephen 
Hester, group chief executive, said: 
‘2012 saw landmark achievements for 
RBS. It was also a chastening year.’ 

Stephen Hester: ‘chastening year’

10 News round-up
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cut costs through the supply chain can 
have unintended consequences.’

AUDIT CHANGES FOR COMPANIES
KPMG has won the audit contract 
for RSA Insurance Group, replacing 
Deloitte. Another insurer, Aegon, 
will appoint PwC from 2014 in 
place of  Ernst & Young, following a 
competitive tender. Aegon described 
the competitive tender process 
as ‘consistent with its sound 
corporate governance principles’. 
After another competitive tendering 
exercise, the prepaid gift voucher 
business Park Group appointed EY 
as auditor in place of  KPMG with 
immediate effect.

FILM SCHEME RULED ARTIFICIAL
A tax avoidance structure marketed 
by Goldcrest Pictures has been ruled 
by a tax tribunal as artificial and not 
legitimate. A Goldcrest subsidiary 
based in the British Virgin Islands 
sold rights in two feature films to 
hedge fund manager Patrick Degorce 
for a supposed £21.9m. But Degorce 
was only required to contribute 
£4.8m and immediately ‘sold’ the 
rights back to the Goldcrest company 
for a small fraction of  the amount 
paid, claiming the difference back 
as a tax deduction as a trading loss, 
potentially avoiding all tax on hedge 
fund profits of  £18.8m. Goldcrest is a 
leading film production company that 
was responsible for Gandhi, The Killing 
Fields and Chariots of Fire.

QC JAILED FOR TAX EVASION
A QC has been sentenced to three-
and-a-half  years in prison for failing 
to pay £627,839 in VAT, due over a 
period of  12 years. Rohan Pershad 
argued that he believed that his 39 
Essex Street Chambers in London 
was making the VAT payments on his 
behalf. He used his VAT registration 
number to collect the tax, which he 
then spent on two luxury homes and 
private schooling for his children. 
He was recorded as a missing trader 
by HMRC from 2003, backdated to 
1999, after he consistently failed to 
make VAT returns. HMRC has begun 

confiscation proceedings. Donald 
Toon, director of  criminal investigation 
at HMRC, said: ‘Pershad’s history of  
tax evasion was blatant theft from the 
public purse.’

NEW UK GAAP STANDARD DUE
Publication of  the new UK GAAP 
standard was expected as Accounting 
and Business went to press. The 
Financial Reporting Council approved 

FRS 102, The Financial Reporting 
Standard applicable in the UK and 
Republic of  Ireland, at its board 
meeting in early March. Based on 
IFRS for SMEs but with amendments, 
the new standard is due to apply to 
accounting periods beginning on or 
after 1 January 2015, with an option 
for early adoption.

REPORTING ‘NEEDS REFORM’
Good corporate reporting will play 
an important role in the recovery 
of  the global financial system, 
according to a KPMG study, The 
future of corporate reporting: towards a 
common vision. ‘If  there is one point 

of  consensus, it is that corporate 
reporting definitely needs to move 
on,’ said KPMG’s global chairman 
Michael Andrew. ‘It has to evolve if  
it is to be fit for purpose in a rapidly 
changing world.’ The business leaders 
surveyed said that reports need to 
be more forward-looking; achieving a 
balance between too much information 
and too little; and provide more useful 
real-time information. 

EY BECOMES A ‘SUPERBRAND’
Ernst & Young has been awarded 
the title of  accounting and business 
‘superbrand’ by the Centre for Brand 
Analysis in its annual league table 
for 2013. PwC won the title last 
year. Apple was the top business 
superbrand in Britain – and second in 
the consumer superbrand category, 
behind Rolex. Steve Cheliotis, chief  
executive of  The Centre for Brand 
Analysis said: ‘Ernst & Young is a 
powerful brand that has been firmly 
placed in the UK’s top 50 ever 
since 2006, when The Centre for 
Brand Analysis began the Business 
Superbrands survey.’

AUDITORS ‘SERVE EXECUTIVES’
Audit market competition is restricted 
by companies’ reluctance to switch 
auditors, the Competition Commission 
investigation has concluded. The 
commission said that auditors are too 
focused on serving executives, at the 
expense of shareholders. It added that 
companies find it hard to compare 
alternatives with their existing auditor, 
prefer continuity and face significant 
costs in switching. Non-Big Four firms 
find it hard to prove their experience 
and reputation to take on engagements 
with FTSE 350 companies. Suggested 
options to improve competition include 
mandatory tendering and rotation. 
Laura Carstensen, chairman of the 
Audit Investigation Group, said there 
is ‘significant dissatisfaction amongst 
some institutional investors’ about 
auditors’ tendency to serve executives 
rather than shareholders. ACCA 
welcomed the report. See page 18.
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Analysis
GOING CONCERN
Following Lord Sharman’s review into going concern, a new implementation plan 
will encourage businesses to look beyond the short term when managing solvency 
and liquidity risks. All very well in theory, but can it be put into practice?
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Politics

TREASURY’S BOOKS A MYSTERY
The Treasury’s accounts are 
‘impenetrable’, yet the department 
should be a good example in applying 
financial reporting transparency, 
says the House of  Commons Public 
Accounts Committee (PAC). It also 
criticised the Treasury for failing 
to prevent other departments from 
making bad decisions that had a 
damaging financial impact on the 
government. The PAC added that 
the Treasury’s high staff  turnover 
damages the department’s ability to 
respond to crises and manage public 
spending. PAC chair Margaret Hodge 
said: ‘The Treasury acts as both 
the finance ministry and economic 
ministry. But it appears to neglect 
its role as finance ministry. Its own 
accounts are impenetrable.’

EU PROPOSES CAP ON BONUSES
A cap on bankers’ bonuses has 
been agreed by both the European 
Parliament and a meeting of  EU 
finance ministers. If  the cap is 
approved, bonuses will normally be 
restricted to no more than annual basic 
salary. This can increase to twice basic 
salary if  supported by shareholders 
holding more than half  the bank’s 
shares, although a quarter of  the 
entire bonus would then have to be 
held back for at least five years. The 
EU also agreed that banks must hold 
a higher level – 8% – of  high-quality 
capital, mostly Tier 1. A formal vote on 
the plans will be held at the parliament 
this April.

G20 URGES FASTER CONVERGENCE
The G20 has made a plea to the 
International Accounting Standards 
Board (IASB) and US Financial 
Accounting Standards Board (FASB) to 
make better progress on accounting 
convergence and to finalise by the end 
of  the year their work on outstanding 
projects that would enable convergence 
to be completed. A major concern 

of  the G20 is the lack of  progress 
on a single standard for financial 
instruments convergence. The Financial 
Stability Board recommended to 
the G20 that the IASB and FASB 
prepare a roadmap for convergence on 
impairment, and for achieving broader 
convergence, by the end of  the year.

OECD CALLS FOR FAIRER TAXES
The Organisation for Economic Co-
operation and Development (OECD) 
has called for global solutions to 
protect small firms and individuals 
from an unfair tax burden, while 
multinationals avoid paying their fair 
share. An OECD study – Addressing 
Base Erosion and Profit Shifting – 
commissioned by the G20 found that 
some multinationals pay as little 
as 5% corporation tax, while small 
firms pay up to 30%. The OECD 
accused some small jurisdictions of  
acting as conduits, receiving in return 
disproportionately large amounts 
of  foreign direct investment. ‘These 
strategies, though technically legal, 
erode the tax base of  many countries 
and threaten the stability of  the 
international tax system,’ said OECD 
secretary general Ángel Gurría. ‘It is 
critical that all taxpayers pay their fair 
amount of  taxes.’

BRIBERY IN RUSSIA ON DECLINE 
Bribery in Russia is declining, with 
women taking the lead in refusing to 
make corrupt payments, according 
to a World Bank report, Russian 
Federation: National and Regional Trends 
in Regulatory Burden and Corruption. 
However, the report found that the 
consequence of  refusing to pay bribes 
is increased bureaucracy and time 
spent in dealing with government 
departments. The study examined the 
period from 2008 to 2011, in which 
time the frequency in which bribery 
was used when dealing with a state 
institution dropped from one in five 
occasions to one in 12. 

PETROS FASSOULAS
NO LIFTING OF ECONOMIC 
GLOOM FOR EUROPE
The EU’s statistical body recently 
published its latest flash estimate 
for the fourth quarter of 2012.

The figures show that eurozone 
GDP fell by 0.6% in Q4 2012 (and 
0.5% for the full year). This is 
worse than expected. Analysts were 
counting on a 0.4% decline, even 
though that figure seemed optimistic 
in the light of  a 0.6% decline for 
Germany and a 0.3% fall for France. 

For the European Central Bank’s 
forecasters, the figures suggest zero 
growth in the eurozone in 2013 and 
a worse than expected 2014, with a 
GDP increase of  1.1% rather than 
the 1.3% foreseen until now.

The fear now is that the eurozone 
states will not be able to meet their 
budgetary consolidation obligations. 
France has acknowledged it won’t 
meet the public deficit cap of  3% of  
GDP this year. 

EU economic affairs commissioner 
Olli Rehn has pointed out that a 
eurozone state can be given more 
time to correct its excessive deficit 
in the event of  deteriorating growth, 
provided it has made the budgetary 
effort required.

Petros Fassoulas is head of public 
affairs and policy, Europe, at ACCA
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Every successful business, no matter how big or small, relies  
on the health of its employees. Which is why Bupa offers a range 
of healthcare solutions to fit all business needs and budgets. 
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call 0808 115 0732† 
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V
isit Asda’s website, and your 
eyes are immediately drawn 
to the ‘click and collect’ 
button, inviting you to do your 

shopping online and collect it packed 
up and ready to go at one of its stores. 
More than half of Asda’s non-food 
products are now bought this way, and 
the 566-store chain is rapidly rolling 
the service out across its mainstream 
grocery business. 

The surging popularity of  click and 
collect initially took the market by 
surprise, according to Richard Mayfield, 
CFO of  the Walmart-owned retail 
giant, who joined from the John Lewis 
Partnership last year. It is part, he says, 
of  a rapid and unprecedented revolution 
in the way we shop that presents both 
threats and opportunities to retailers 
already grappling with an increasingly 
cash-strapped customer base. 

‘We’re in a period in which customers’ 
shopping habits have been changing 
faster than we’ve ever seen, and are 
continuing to do so,’ the 45-year-old 
tells Accounting and Business at Asda’s 
buzzing headquarters in Leeds – the 
business was founded by a group of  
Yorkshire farmers in the 1920s.

‘By the middle of  this year we reckon 
around 50% of  our browsing will be on 
mobile and tablet. The pace of  change 
is astonishing and will accelerate 
further,’ he says. ‘For me, this is the 
most exciting time to be in retail. It’s 
challenging, but exciting.’

As well as leading the finance 
function, Mayfield also heads up 
strategy. Prime among the challenges 
he and his executive colleagues – along 
with his 270-strong team – face is 
wrestling with myriad interconnected 
factors in judging how and where the 

supermarket giant should position its 
investment and infrastructure. How and 
where will customers want to shop? How 
will technology change things? What 
will rivals do? How can retailers deal 
with the multiple logistical challenges 
and still make a profit? What are the 
right store formats? Around 350 of  the 
chain’s stores are hypermarkets selling 
over 35,000 product lines, but the 2010 
purchase of  Netto UK’s 194 branches, 
for £778m, added many smaller outlets 
– even after the Office of  Fair Trading 
ordered Asda to sell 47 of  them.

Mayfield says: ‘Our purpose is to 
understand that you as a customer 
wants to engage with Asda in any 
way you want to. Sometimes you 
want something delivered at home, 
sometimes you want to go to a shop, 
and sometimes you want to shop online 
but pick up instore. We have organised 
ourselves in such a way that you can do 
that in a seamless fashion.’

Ahead of  the curve
Passing mentions of  the death by 
internet of  high-street stalwarts 
HMV, Blockbuster and Jessops show 
Mayfield and his colleagues clearly feel 
on top of  online. ‘Multichannel is the 
fastest-growing part of  our business. 
We think we’re doing pretty well. Our 
share in grocery home shopping is 
higher than our total share, but there 
are still opportunities to grow it. Our 
mobile apps are rated highly.’ He and 
colleagues regularly discuss how the 
supermarket of  the future will look.

Mayfield says the two things he hears 
all the time from customers are how to 
save money and how to save time. On 
the time front the appeal of  shopping 
from your desk or sofa, without 

SHELF CONFIDENCE
The online revolution is shaking up the way we shop, but Asda CFO Richard Mayfi eld – 
along with his 270-strong team – has plenty of retail ammunition in the locker

The tips
*‘There are two things to consider 
in building a business strategy. 
The what – the strategies, and the 
how – how do you engage people in 
building it? What is critical is getting 
complete alignment to the strategies 
– making sure that all 175,000 
colleagues are focused on the same 
big priorities.’

*‘In great teams you need 
different backgrounds, types of 
people, ways of thinking and 
skillsets. And as the finance function 
shifts its focus to be more forward-
looking and insightful, you have a 
greater need for strategic thinking 
and analytical skills.’

*‘If you want to get to the top, 
then you need to make sure you have 
great finance skills. But you also 
need to get out and understand your 
business – become a great leader, 
communicator and motivator.’
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The CV
FEBRUARY 2012

Appointed CFO of Asda.

2002–12 
Various roles at John Lewis 
Partnership: director of partnership 
services; FD of Waitrose; and head 
of financial strategy.

2000–02
Co-founder and CFO, Survey.com.

1998–2000
Manager, LEK Consulting.

1997–98
Strategy controller, House of 
Fraser.

1994–97 
Category analysis controller, 
Superdrug.

1991–94 
Audit senior, Ernst & Young.

having to pace the aisles or make sure 
someone is home to take a delivery, 
makes the appeal of  click and collect 
easy to understand. 

But what about money? Mayfield’s 
boss, chief  executive Andy Clarke, 
unveiled Asda’s full-year results in 
February, describing its 1% like-for-like 
sales growth over 2012 as pleasing in a 
difficult market. ‘I’m constantly shocked 
by how tough things are,’ says Mayfield, 
pointing to Asda’s income tracker, which 
shows that average weekly disposable 
household income for UK families in 
December 2012 is £10 lower than in 
December 2010 – more than £500 a 
year. ‘That’s roughly 26 average Asda 
shopping trips,’ he points out.

Benefit crunch
Will things improve? Mayfield has a 
wary eye on the upcoming Universal 
Credit benefit, saying that while it 
should improve the lot of  lower-income 
families, there’s a nervousness about 
implemention. He adds that better-off  
families will be hit by the loss of  child 
benefit. ‘It’s going to be a tough year 
for customers, so value is important. 
They’re having to shop around more and 
they’re shopping more frequently with 
smaller baskets.’ This, he says, is partly 
down to tighter cashflows and people’s 
desire to reduce waste, but also to the 
demand for fresh food – more popular 
than it has ever been.

On the horsemeat issue, Mayfield 
says that Asda is working with rivals, 
suppliers and the Food Standards 
Agency to do whatever needs to be done 
to regain the trust of  its customers, but 
he does not elaborate. As we went to 
press, Asda had found a single positive 
trace of  horse DNA in its own-brand 
beef  products.

Mayfield observes that despite the 
restricted demand-growth, retailers 
are rolling out more and more stores. 
Competition is hotting up not only 
from discounters such as Lidl and Aldi 
but also traditionally more upmarket 

engage, inspire and motivate people, 
then frankly you’re only going to go so 
far in a finance career.’ He points out 
that 20 years ago a CFO’s time would 
have been spent purely on financial 
issues as opposed to making strategic 
decisions about the future.

Pictures, images, visions
Mayfield has worked to develop these 
traits in his own career – for example, 
as head of  the John Lewis Partnership’s 
shared services division, the role he 
held before joining Asda following 
a five-year stint as finance director 
of  Waitrose. It was, he says, about 
putting himself  into a challenging 
leadership role in which he wouldn’t 
purely be a functional expert. ‘For the 
first time I fundamentally changed my 
communication style away from being 
graphs and numbers and lots of  detail 
and data, to being about pictures, 
images and visions of  the future, and 
what we are doing – getting people to 
understand and to motivate them.’ He 
also spent time as a strategy consultant 
to broaden his experience.

So why the move? ‘I joined Asda for 
a very specific reason, and that was 
around culture. There’s a buzz about the 
place; people care about this business.’ 
Friday is dress-down day at Asda’s 
headquarters, which from a distance 

big-brand rivals that are focusing more 
on price and value – Asda’s traditional 
strength. He draws a distinction 
between the price-matching activities of  
rivals and Asda’s ‘everyday low prices’, 
which feature heavily in its advertising. 
‘We are being challenged – and there 
are new competitors – so one of  the 
things we need to think about is how we 
continue to stand out.’

Much to chew on, therefore, for 
Asda’s leadership team. As a member 
of  this, he says: ‘I bring some specific 
skills as a finance professional, but 
ultimately it’s about the group leading 
the business to a bright future; it’s 
about motivation and inspiration.’

Communication and engagement, 
he says, are now vital for finance 
professionals wanting to progress. 
‘Businesses run on people. If  you can’t 
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The basics
ASDA 

SECOND
In the UK supermarket sector, Asda 
ranks second with a 17.7% share, 
behind Tesco (29.7%) but above its 
other ‘big-four’ rivals Sainsbury’s 
(17%) and Morrisons (11.8%).

1%
Like-for-like increase in Asda sales in 
2012. The Walmart subsidiary did 
not reveal turnover figure or profit, 
although it said the latter grew faster 
than the former.

175,000
Number of  employees in the UK.

35
Number of  countries where 
Asda’s George-branded clothing can 
be bought. 

looks like one of  its larger stores. Music 
is playing in the atrium lobby area, 
where a mini-football pitch has been set 
up as part of  a new product promotion. 
‘I came in for a day before I started and 
that was on a Friday, too. I could almost 
taste the buzz,’ adds Mayfield.

He says that while they may have 
different customers, Asda and John 
Lewis have similar cultures. A little-
known fact, he says, is that Walmart 
founder Sam Walton spent a month 
with John Lewis before setting up what 
was to become the world’s biggest 
retail chain. ‘They’re both very people-
focused businesses.’

Opportunities for accountants
Becoming part of  Walmart, which 
bought Asda for £6.7bn in 1999, 
has opened up wider prospects for 
Asda accountants. ‘There are lots of  
opportunities to progress as a pure 
finance professional in the UK, to take 
opportunities internationally, and 
indeed move into other functions.’

The Walmart link-up also means 
changes for the finance function, which 
is becoming more connected around 
the world. Mayfield now reports to 
international CFO Cathy Smith as well 
as the UK chief  executive. He says his 
job could be seen as both CFO of  Asda 
and CFO of  the UK arm of  Walmart. 

He’s already been to the US twice.  
Another trip is planned as we go to 
press. ‘Because the UK is a mature 
retail market, we’re seen as a centre 
of  best practice. For example, we are 
rolling out SAP, and we’ll then roll out to 
the rest of  the world. Our internal audit 
function is seen as a bit of  a leading 
light as well.’

The majority of  the ‘lean and cost-
effective’ finance function is situated 
at head office, with a smaller team at 
Lutterworth supporting the clothing 
business. ‘We are first and foremost a 
food retailer, but we have a great non-
food business with a fantastic brand in 
George,’ says Mayfield. There is also 
a small shared services team looking 
after accounts payable and receivable, 
in a separate building. The rest of  the 
function, says Mayfield, has a fairly 
typical structure with business partners 
and commercial finance people who 
support the key functions in the 
business, along with specialist functions 
such as tax, treasury and internal audit.

Among the achievements Mayfield 
has notched up since joining Asda, the 
father of  two proudly notes that he 
has converted one particularly tough 
Waitrose customer to Asda’s wares 
–  his wife. 

Chris Quick, editor

‘THERE ARE NEW
COMPETITORS – SO
ONE OF THE THINGS WE
NEED TO THINK ABOUT
IS HOW WE CONTINUE
TO STAND OUT’
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T
he provisional finding by the 
UK Competition Commission 
in February that the lack of 
competition in the large-

company audit market is detrimental 
to shareholders will surprise few. 
In fact, many critics of the current 
situation would describe the outcome 
of the 16-month investigation as a 
statement of the blindingly obvious. 

According to the commission, 
auditors are more focused on keeping 
management happy than meeting 
shareholders’ needs, even though 
auditors are appointed to protect the 
latter’s interests. This is because senior 
managers, not shareholders, play a key 
role in deciding whether to retain their 
auditor in future. It also concluded 
there was a lack of  competition in the 
market, which was ‘likely to lead to 
higher prices, lower quality and less 
innovation for companies’.

‘While we accept most audits are 
performed diligently and understand 
that those involved are behaving 
rationally in response to their incentives, 
auditors tend to focus on management 
interests over those of  shareholders,’ 
observes Laura Carstensen, chair of  the 
commission’s audit investigation group. 
‘Management may have incentives to 
present their accounts in the most 
favourable light, whereas shareholder 
interests can be quite different.’

The mid-tier accountancy firms 
have welcomed the commission’s 
provisional findings and its proposed 
‘remedies’ for improving the market. 
‘The Competition Commission couldn’t 
be any clearer that the audit market of  
the FTSE 350 isn’t working effectively,’ 
says Steve Maslin, Grant Thornton’s 
head of  external affairs and member 
of  the ACCA/IMA Accountants for 
Business Global Forum. ‘It has found 
that competition isn’t meeting the 
needs of  modern investors.’ 

But the Big Four have reacted angrily 
to claims that they are neglecting 
shareholders’ interests. ‘We fully 
recognise our duty to shareholders 
and the absolute importance of  our 
independence,’ insists Simon Collins, 
KPMG’s UK chairman. ‘Audit objectivity 
and appropriate levels of  scepticism 
are the mainstays of  what we do.’

Richard Sexton, PwC’s head of  
reputation and policy, believes the 
commission’s view that auditors put 
management above shareholders 
‘grossly underestimates the increasing 
impact of  audit committees’. ‘Our job is 
to report to the shareholders,’ he says. 
‘As a matter of  practicality, that involves 
dealing with their directly elected 
representatives, the audit committee. 
Yes, we do have a relationship with 
management, but I don’t see that as 
cosy. We have to maintain a professional 

relationship with management or we 
can’t find out what’s going on.’

At present, the Big Four audits 99 of  
the FTSE 100 – BDO audits mining 
company Randgold Resources. FTSE 
100 companies often have longstanding 
relationships with their auditors – 
Barclays’ with PwC dates from 1896, 
for example. And the commission found 
that 31% of  FTSE 100 companies and 
20% of  FTSE 250 companies have had 
the same auditor for over 20 years. 

In light of  the evidence, it may seem 
hard to dispute that there is a lack of  
competition in the large audit market. 
But the Big Four vigorously disagree. 
‘We don’t believe there’s a lack of  
competition and our day-to-day activity 
in the market suggests it’s incredibly 
competitive, including pricing,’ 
says Sexton. 

But Maslin contests whether price 
can be seen as a true indicator of  
competitiveness in a market where an 
audit might go out to tender ‘once every 
30 years’. ‘In virtually all markets, if  
you have a free flow of  competition, over 
time you get better quality, innovation 
and value for money,’ he says. 

Making the switch
Various factors inhibit companies from 
changing auditor, the commission 
observed. They find comparison 
of  alternative firms difficult, prefer 

BIG FOUR: 
RECIPE FOR 

CHANGE?
The Competition Commission has found that domination of the large audit market by the 
biggest fi rms is bad for shareholders and has come up with a set of corrective remedies
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‘AUDITORS TEND 
TO FOCUS ON 
MANAGEMENT 
INTERESTS OVER THOSE 
OF SHAREHOLDERS’

continuity and face significant 
switching costs. This is exacerbated 
by the chicken-and-egg situation 
where audit firms outside the Big Four 
struggle to break into the FTSE 350 
market because they find it difficult 
to show that they have sufficient 
experience and reputation to win those 
companies’ audit engagements. 

But Sexton points out there are 
other, perfectly sensible, reasons why 
companies stick with the status quo: 
‘Auditing is a complicated matter. It 
isn’t a commodity. Understanding a 
business requires investment from both 
the auditor and the company. You don’t 
make a change for the sake of  it. If  
you’re very confident that the product 
you’re getting is of  the quality you want 
at the price you want, why change?’

Others see it differently. ‘Investors 
believe the long term that auditors hold 
office can impact their independence 
and objectivity, and is something that 
needs to be addressed,’ says Liz Murrell, 
director of  corporate governance and 
reporting at the Investment 
Management Association (IMA). 

Meanwhile, Maslin argues that while 
putting an audit out to tender requires 

some investment of  management time, 
this is more than outweighed by the 
benefits. ‘You get an audit team with 
100 people and 100 pairs of  fresh eyes 
looking at the business from a fresh 
angle. With greater frequency of  change, 
there will also be more innovation in the 
way that audits are executed.’ 

Remedies
In its report, the commission puts 
forward a number of  remedies 
for improving competition in the 
audit market including mandatory 
tendering and mandatory rotation of  
audit firms (see box on the following 
page). These have met with a mixed 
response, with tendering generally 
preferred over rotation.

ACCA favours tendering and doubts 
that mandatory rotation would increase 
audit quality. It argues that it can take 
at least two years before a new auditor 
is up to speed with a client, and 
companies can suffer from disruption 
by losing the long-held knowledge that 
the previous auditor had.

The IMA also supports mandatory 
tendering, as per the Financial 
Reporting Council’s 2012 UK Corporate 

Governance Code. Under the code, 
FTSE 350 companies should put their 
external audit contract out to tender 
at least every 10 years, or explain 
why they have not done so. The IMA 
opposes mandatory rotation, however, 
on the basis that a company should 
decide the best time to change auditor 
in conjunction with its shareholders. 
This is to prevent companies being 
forced to change auditor at a sensitive 
time, such as during an acquisition or 
merger, or using rotation to conceal the 
fact that the auditor itself  may have 
chosen to stand down.

Mandatory rotation would also 
be difficult to implement at some 
companies where audits are notoriously 
complicated – banks, for example. 
Nevertheless, more frequent tendering 
processes could help to pave the way 
to a future where even the largest, 
most complicated organisations find it 
comparatively easy to switch auditor.

‘For the foreseeable future, it’s 
unlikely that we would submit 
ourselves for tender to be sole auditor 
of  a FTSE systemic bank,’ says GT’s 
Maslin. ‘That doesn’t mean to say 
there aren’t opportunities for a firm 

‘AUDITING IS A  COMPLEX 
MATTER… IT IS NOT A
COMMODITY. YOU 
DON’T MAKE A CHANGE 
FOR THE SAKE OF IT’

‘IF YOU HAVE A FREE 
FLOW OF COMPETITION, 
YOU GET BETTER 
QUALITY, INNOVATION 
AND VALUE FOR MONEY’

Richard Sexton, PwC

Laura Carstensen, 
UK Competition Commission

Steve Maslin, Grant Thornton
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‘WE RECOGNISE THE 
ABSOLUTE IMPORTANCE 
OF OUR INDEPENDENCE 
…APPROPRIATE LEVELS 
OF SCEPTICISM ARE 
THE MAINSTAYS OF 
WHAT WE DO’

‘PROGRESS COULD 
BE MADE – WITHOUT 
CREATING MORE RULES
– BY ENHANCING 
CORPORATE REPORTING
THROUGH INTEGRATED 
REPORTING’

like us in that sector. We’re finding 
that a number of  FTSE companies are 
interested in potentially having multiple 
auditors, or developing relationships 
with alternative providers by asking 
them to deliver non-audit services. 
Possibly down the line you could see 
an increase in the number of  firms that 
could credibly put themselves forward 
as sole auditor for these organisations.’

Increasing investors’ confidence 
in the wake of  the financial crisis 
is an important driver behind audit 
market reform and Sue Almond, 
ACCA’s technical director, believes 
that ultimately it is the end user’s 
experience that is vital. But she points 
out: ‘Audit is only one part of  this 
jigsaw and it is not the only way to 
tackle investor concerns. Progress 
could be made – without creating 
more rules – by enhancing corporate 
reporting through integrated reporting.’

So far, the commission’s findings 
remain provisional, and there will 
no doubt be much discussion and 
debate before any of  its proposals 
are developed. But at least there is 
some relief  for the Big Four among the 
conclusions. The commission did not 
find any evidence to support theories 
that the Big Four firms engage in tacit 
collusion, exercise undue influence 
on regulation through their powerful 
alumni networks or engage in certain 
other anti-competitive activities. 

Will the Big Four still hog the audit 
market in a decade’s time or will we 
have returned to the days of  a Big Six 
or even Eight? Much will have to change 
for either of  those visions to be realised, 
but in February the commission took 
the first steps in setting the audit 
profession on that course.

Sally Percy, journalist

The Competition Commission has said that it wants to create a situation where 
‘tendering and switching become the norm’, and where shareholders and the 
audit committee have greater influence over the company’s choice of auditor.

Its proposed ‘remedies’ to the existing lack of  competition in the large 
audit market include:

* Mandatory tendering. Companies would have to assess the quality, price 
and innovation of  their existing auditor, compared with other options, in 
a structured manner on a more frequent basis. The commission proposes 
tender periods of  five or seven years – less than the 10 years put forward 
by the Financial Reporting Council.

* Mandatory rotation of audit firm. Rotation would take place after a tender 
process conducted on an ‘open book’ basis.

* Expanded remit and/or more frequent reviews by the FRC’s Audit Quality 
Review team. The commission believes greater frequency and granularity of  
AQRT reporting would provide better transparency around audit quality and 
more timely and reliable identification of  emerging trends and issues. 

* Prohibition of ‘Big Four-only’ clauses in loan documentation. Contractual 
restrictions on the use of  non-Big Four firms should be removed.

* Strengthened accountability of the external auditor to the audit committee. 
The audit engagement partner would report directly to the audit committee 
chair. Only the audit committee and its chair would be able to negotiate audit 
fees and initiate tenders for audit work. 

* Enhanced shareholder-auditor engagement. This could include changing 
voting requirements on audit issues and/or changing the possible process 
of  dialogue between shareholders and the audit committee chair, or 
shareholders and auditors. 

* Extended reporting requirements. These would tackle the reluctance of  
management to disclose information about the audit process and thereby 
enhance transparency.

  *RECOMMENDATIONS

Simon Collins, KPMG

Sue Almond, ACCA
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O
ne of the key questions asked 
at the height of the financial 
crisis in 2008 was how it had 
been possible that banks 

and other companies could claim in 
their accounts that they were going 
concerns, only to hit the buffers 
months later.

In 2009, the Financial Reporting 
Council (FRC) rushed out its own 
guidance for auditors and companies 
on how they could sign off  accounts 
and judge whether or not the company 
was a going concern. At the time, 
companies were complaining that they 
could barely see a few months into 
the future, let alone predict that they 
would remain a going concern for the 
following 12 months. Visibility was, 
they said, very poor.

And then in 2011 Lord Sharman, 
KPMG’s former senior partner and until 
last year the chairman of  insurance 
giant Aviva, was asked by the FRC to 
chair an inquiry into going concern and 
liquidity risks.

The results of  the inquiry, published 
last summer, are now being followed up 
with a proposed implementation plan 
by the FRC. They are set to shake up 
this key aspect of  financial reporting.

Whereas previously companies and 
their auditors would assess whether 
or not a company was a going concern 
while preparing annual and half-
yearly financial statements, now it is 
proposed that such assessment should 
be integrated with ongoing business 
planning and risk management. And 
crucially there is no fixed time period 
for this look towards a company’s 
future liquidity and solvency position.

Not only will company directors 
be required to attest that they have 

obtained a high level of  confidence 
that solvency and liquidity risks can be 
managed effectively over a period of  
at least 12 months from approval of  
the accounts, but they will also need 
to consider risks over a longer period, 
covering the general economic cycle 
and the company’s own business cycle.

Implementation confusion 
However, this has created a certain 
amount of  headscratching in 
boardrooms. ‘People are trying to get 
their heads around exactly what this 
[implementation proposals] paper is 
saying and how the proposals will play 
out in practice,’ says Tracy Gordon, 
corporate governance partner at 
Deloitte. ‘Unfortunately, it has been 
presented as quite a step change from 
the 2009 guidance, and there are fears 
that it could cause more conservatism 
in approaches to going concern.’

Gordon observes that it is the 
notions of  a ‘high level of  confidence’ 
and ‘foreseeable future’ that are 
proving troubling. ‘There are so many 
potential areas where we can see that 
interpretation is going to be tricky, 
especially for smaller companies. How 
are they going to get themselves into a 
position where they have a high level of  
confidence for the future? What is the 
foreseeable future and how does this fit 
with a flatlining economic cycle?’  

This is a point echoed by Andrew 
Hobbs, head of  Ernst & Young’s 
regulatory and public policy team, who 
believes that the implied timeframe 
for the going concern report will cover 
a much longer period than directors, 
and auditors, are used to. And he 
believes this extended timeframe could 
throw up some surprises. ‘For smaller 

companies, the economic and business 
cycle may not be much longer than 
12 months; there’s nothing wrong 
with that, but does the market realise 
that, and if  it doesn’t, what will be the 
reaction from, say, providers of  debt 
or trade finance?’ he asks. ‘Will we see 
people pulling the plug?’

Tony Cates, head of  audit at KPMG, 
notes there are positive aspects of  
taking a forward-looking view of  
the business and economic cycles, 
but recognises the inevitable grey 
areas. ‘It is a positive move to be 
thinking about the longer term, to be 
thinking about the next five years and 
how the business can be developed 
and protected for the benefit of  
shareholders,’ he says, ‘as this takes 
away the short-term view of  life. But to 
then wrap this up in a black-and-white 
opinion of  whether the business is a 
going concern over the economic cycle 
is more difficult.’

But of  course, as Hobbs points out, 
is less transparency the alternative? 
‘You can argue this both ways, but 
if  you don’t want the market to be 
spooked what is the alternative?’ In the 
current environment, he argues, less 
transparency is not sustainable.

Radical but effective
For his part, Lord Sharman recognises 
that the proposals will be radical 
for many companies. But he also 
adamantly believes that if  the 
proposals are implemented effectively, 
they will support better risk decision-
taking, while ensuring that investors, 
creditors and other stakeholders are 
well protected and informed about 
the going concern risks, ‘and sustain 
an environment in which directors 

A LONGER VIEW
Under new going concern proposals, auditors and company directors will be asked to 
look ahead further than the current 12 months. They face some tricky judgments
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recognise, acknowledge and respond to 
economic and financial distress sooner 
rather than later’, he says.

Sharman also wants an enhanced 
role for the auditors. In addition to 
addressing the basis of  accounting and 
material uncertainty disclosures, the 
auditor should consider the directors’ 
going concern assessment process and 
narrative disclosures about the going 
concern status of  the business. 

Auditors will be required to include 
an explicit statement in the auditor’s 
report as to whether they have 
anything to add in relation to the 
disclosures made by the directors 
about the robustness of  the process 
and its outcome. ‘This should enhance 
confidence in the robustness of  the 
assessment undertaken,’ he told an 
international gathering of  accountants 
last year.

This could place auditors in a delicate 
position, though it is recognised that 
many of  the talks that take place at 
audit committee level, which are then 
subsequently reported, could ease this 
situation. However, there is concern 
that any additional comments made 
by auditors could become self-fulfilling 
prophecies, especially in banking.

‘It’s worse for banks,’ says Cates. 
‘If  there is any hint that things are not 
right, then it could be quite dangerous. 
But this could be true for any company 
– if  someone in your supply chain 
reads your report and accounts and 
there is any hint that something is 
wrong, then someone could pull the 
plug. You can make a situation worse 
than it is just by a hint that a company 
is in trouble.’ However, he goes on to 
add, if  a company is in trouble, then it 
will probably be worrying about more 

important things than the wording in 
the accounts.

The proposed timetable for 
introducing the new regime could also 
pose challenges for directors. The date 
that the FRC is working to is the same 
for the introduction of  other reporting 
requirements, such as the new narrative 
reporting regime, changes to the 
Corporate Governance Code and carbon 
reporting. ‘Although it is sensible to 
get it in place for September 2013 
year-ends because that coincides with 
a lot of  other reporting changes, is that 
really realistic?’ asks Hobbs.

Cates wonders whether corporates 
have really latched on to the proposals. 
He urges audit committee chairmen 
to focus on this area, though he 
recognises that there are many other 
initiatives taking up their time.

Directors, auditors and shareholders 
now have until the end of  this 
month to respond to the proposed 
implementation.

More at www.frc.org.uk.

Philip Smith, journalist

‘IT IS POSITIVE TO BE THINKING ABOUT THE LONGER
TERM, TO BE THINKING ABOUT THE NEXT FIVE YEARS
AND HOW THE BUSINESS CAN BE DEVELOPED’
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H
uge media attention is 
now focused on whether 
companies are paying the 
‘right’ amount of corporation 

tax. But as a recent PwC study shows, 
corporation tax is an increasingly small 
part of the total tax contribution – the 
total taxes borne and collected – now 
made by Britain’s largest companies. 

PwC’s report, Total Tax Contribution: 
Surveying The Hundred Group, shows 
that the profile of  taxes borne by the 
UK’s biggest companies has changed 
substantially since the first such survey 
in 2005. Corporation tax is now one of  
24 taxes levied on UK business; it is 
levied on profits but there are others on 
property, employment, consumption 
(irrecoverable VAT and various duties) 
and environmental impact (landfill tax, 
congestion charge and climate change 
levy). For every £1 that members of  the 
Hundred Group (most of  the FTSE 100 
plus several large private companies) 
now pay in corporation tax, they pay £2 
in other taxes – almost twice as much 
as in 2005. 

Corporation tax payments have 
followed a volatile path in recent years, 
affected by the impact of  recession on 
profits, but between 2005 and 2012 
they fell by 17%. This has, however, 
been more than offset by the relentless 
(one year excepted) increase in other 
taxes borne, which are typically less 
linked to corporate profitability. These 
rose by 58%, with the result that 
total taxes borne by the largest UK 
companies have increased by 19% 
since 2005. 

‘These latest results show the 
continued significant contribution 
of  Hundred Group companies to the 
UK economy, despite the double-dip 

recession,’ says Andrew Bonfield, 
chairman of  the Tax Committee of  The 
Hundred Group and FD of  National 
Grid. ‘The changing composition of  
taxes on businesses reflects the policy 
of  successive governments looking 
for stable tax revenues and economic 
growth. We’re in the middle of  a well-
trailed programme for reducing the 
rate of  corporation tax while other 
business taxes, such as employer’s 

national insurance contributions and 
irrecoverable VAT, have risen. These 
other taxes tend to be easier to collect 
and less volatile since they’re not 
dependent on profits.’

Global perspective
‘In the UK we have seen a move from 
direct to indirect taxes and corporation 
tax rates have come down,’ says PwC 
partner Andrew Packman. ‘But, while 
UK companies do pay a number of  
other taxes, so do corporates in other 
countries.’ According to another PwC 
report, Paying Taxes 2013, the world 
average total tax rate, which measures 
the cost of  all taxes borne in relation 
to profitability, is 44.7%. The Total Tax 
Contribution survey puts The Hundred 
Group’s 2012 total tax rate at 38.7% – 
slightly above the 2008 pre-recession 
level of  38.2%, but continuing the 
declining trend since 2009’s 64.4%, 
reflecting greater corporate profitability. 

The UK’s relative attractiveness as 
a place to do business has increased, 

Packman believes, in particular due 
to the reform of  the controlled foreign 
companies’ (CFC) regime, which is 
now seen as ‘very competitive’. London 
is back in favour, particularly for 
international groups deciding where to 
base European operations. ‘London is 
now on the list in a way it wouldn’t have 
been five years ago,’ Packman says. 

Nevertheless, Chas Roy-Chowdhury, 
ACCA’s head of  taxation, cautions: ‘The 

UK seems to think corporation tax is 
the main thing it needs to look at to 
enhance competitiveness, but a lot of  
airlines are shouting about the fact that 
air passenger duty is going up. Business 
rates have been going up. Stamp duty 
has gone up quite dramatically.’ Even 
if  the UK is competitive in European 
terms, it could still push itself  into a 
position where it is seen as a higher tax 
jurisdiction in global terms, he warns.

Regarding current government fiscal 
policy, reform of  the CFC regime 
received strong approval in PwC’s 
survey, with 90% of  respondents 
believing it would encourage businesses 
to use the UK as the base for their head 
office or other operations. However, only 
50% thought the incoming general anti-
abuse rule (GAAR) would achieve its aim 
of  tackling abusive tax avoidance while 
maintaining the UK’s attractiveness as a 
location for business investment. 

Although The Hundred Group survey 
was conducted when much detail 
concerning the GAAR still needed to 

BELOW THE RADAR
Headlines might focus on corporation tax, but the latest PwC/Hundred Group survey on 
the UK’s total tax contribution illustrates that it is just part of the wider landscape

‘WE’RE IN THE MIDDLE OF A PROGRAMME FOR
REDUCING THE RATE OF CORPORATION TAX
WHILE OTHER BUSINESS TAXES HAVE RISEN’
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be finalised, Roy-
Chowdhury believes 
the corporates’ 
concern is 
understandable. 
‘There is always 
the risk of  

mission creep and we could end up 
with a situation where more general 
transactions are caught,’ he says. 
‘While HMRC seems to be listening to 
feedback received, the memory of  what 
the GAAR originally set out to do could 
fade. So we need to be careful that we 
don’t set the UK up as a place that’s 
seen as bad to do business.’ 

2012 in focus
PwC’s study shows that taxes borne 
by Hundred Group companies in 2012 
totalled £24.8bn (see table), down 
2.7% from the £25.5bn borne in 2011. 
The end of  the ‘one-off’ bank payroll tax 
and fall in corporation tax was offset to 
some extent by the bank levy, increases 
in irrecoverable VAT, employers’ NICs 
and business rates. 

Despite its decreasing rate, 
corporation tax remained the largest 
individual tax cost, accounting for 
32.8% of  total taxes borne, followed by 
employers’ NICs (25.2%), and business 
and cumulo rates (the latter charged on 
telecoms networks), which accounted 
for 16.9% of  total taxes borne. 

Taxes collected by The Hundred 
Group (which include fuel duties, PAYE, 
tobacco and alcohol duties, net VAT and 
various other property, product, planet 
and other taxes) have been relatively 
stable, totalling £52.3bn in 2012 
(£51.7bn in 2011).

As the PwC study shows, overall, 
members of  The Hundred Group 

continue to make a substantial 
contribution to the UK exchequer, with a 
total tax contribution (taxes borne and 
taxes collected) of  £77.1bn in 2012, 
equivalent to 14.2% of  total government 
receipts. This is almost unchanged from 
2011 (£77.2bn).

The report also highlights the wider 
contribution beyond tax made by the 
UK’s biggest businesses to the economy. 
The Hundred Group employs two million 
people, 7% of  the UK workforce. Some 
15.8% of  UK expenditure on capital 
investment (£19bn) and 14.4% of  UK 
research and development (£2.5bn) was 
contributed by half  of  the companies 
participating in the latest survey.

Given the substantial media and 
public interest in corporation tax 
payments, business leaders could 
perhaps do more to communicate their 
total contribution to national wealth. 
‘There is a real job for companies to do 
to explain their tax profile more clearly,’ 
Packman suggests. ‘They need to 
explain the taxes they pay, and the wider 
economic contribution they make.’ 

Find the Total Tax Contribution report 
at http://tinyurl.com/d4kujhx

Sarah Perrin, journalist

Total tax contribution of  The Hundred Group 2012

Government benefits most 
from value distributed by 
Hundred Group companies

Corporation tax
Other taxes borne
Taxes borne
Taxes collected
Total tax contribution

£m

8,013
16,806
24,819
52,282
77,101

Percentage of 
government receipts

4.6%
9.6%

14.2%

Shareholders
Employees
Government
Finance

Of  the total value distributed 
by companies 43.5% went to 
government – 13% as taxes borne 
and 30.5% as taxes collected. The 
22.5% shareholder portion includes 
reinvestment capital retained by 
the business.

be finalised, Roy-
Chowdhury believes 
the corporates’ 
concern is 
understandable. 
‘There is always 
the risk of  

mission creep and we could end up 

Bonfield: significant 
contribution despite 
double dip

22.5%

27.5%

43.5%

6.5%
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BIG DATA BLIZZARD
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Before throwing m
oney at collecting and analysing enormous quantities of customer in

formatio
n, 

businesses need to decide what they really want to get out of deploying advanced data analytics
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B
usinesses are increasingly 
buffeted by blizzards of hype 
about big data, the latest IT 
trend. Companies that turn 

the growing mountains of information 
on their clients into knowledge will 
delight customers, get ahead of rivals 
and make a mint, with the rest left out 
in the cold – or so the hype runs.

One reason for the marketing push 
is that the proposition makes sense 
for the IT industry, according to a 
recent report by Transparency Market 
Research. The analyst says the sector 
was worth over $6bn in 2012, and will 
top $48bn by 2018.

But does an investment in big-data 
analytics make sense for business? For 
some, the answer is already ‘yes’. 

Supermarket chain Sainsbury’s, 
for example, spends an estimated 
£150m a year understanding customer 
behaviour from data collected through 
its Nectar loyalty scheme, via its online 
shopping channel and social media 
outlets. Given it has over 1,000 stores 
in the UK and more than 18.5 million 
customers a week, collating and 
analysing the data is no small task.

Nectar is pivotal to the success 
of  the big-data initiative, according 
to Sainsbury’s head of  insight Alex 
Owens. ‘It is the largest loyalty scheme 
in the UK and a crucial tool that allows 
us to understand who the customer is.’

Win-win system
Using data generated by Nectar, the 
chain monitors every purchase and 
interaction and builds up a unique 
profile for each customer. The business 
then tailors its offers to shoppers on 
the basis of  their individual habits 
and captures their reaction to them. 
‘The more relevant we can make the 
offers, the more profitable they tend to 
be due to their resonance and appeal 
to the customer,’ says Owens. ‘So it’s 
essentially a win-win.’

But the business does not solely 
depend on data from Nectar. It uses 
information gathered from its customer 
care teams, online store and more 
traditional forms of  market research 

to refine its marketing and improve the 
efficiency of  its supply chain. 

The process requires constant 
adaptation. Owens says: ‘Structuring 
and managing our data so that it is 
accurate, meaningful and gives us 
a joined-up, consistent view of  our 
customers and their behaviour is one of  
the great challenges we constantly face.’

Big data has also attracted startups, 
some of  which are building their entire 
business models on it. 

Insurethebox is one that could 
not exist without advanced data 
analytics. Launched in June 2010, the 
online car insurer sold over 65,000 
policies in two years. It provides each 
policyholder with a mobile phone-sized 

device, which they attach to the car 
beneath the dashboard. IBM Analytics 
technology captures data from GPS 
and other sensors in the box and 
analyses where, when, for how long 
and how well the car is driven. The 
statistics are fed back to Insurethebox 
and the driver can see them via an 
online portal. Customers initially buy 
a 6,000-mile allocation with their 
policy and the company rewards safe 
drivers with extra miles. 

The company says the data in the 
box is secure. Cars are monitored 
everywhere they go – which may 
have overtones of  Big Brother for 
some – but the company markets the 
customer benefit of  safer, cheaper 
driving. Mark Grant, Insurethebox’s 
business development director, says: 
‘Some younger drivers resist the 
idea, as they are entitled to do. On 
the whole, though, we find that young 
people embrace the benefits this 
technology can give them.’

He says there is a high level of  
customer interaction, both through 
questionnaires and social media. 
While this has not influenced the 

insurer’s overall strategy, it has made 
a difference to the way staff  deal with 
customers. Grant says: ‘We encourage 
our staff  to put themselves in the 
position of  the customer, and then 
provide the kind of  response they 
would want if  they were on the other 
end of  the phone.’

Some would say that that is just 
common-sense customer care. 
Backed up by big data, the results 
are impressing policyholders. One 
customer, Susan Tillbrook from 
Yorkshire, was involved in a small 
collision in which she was not at fault, 
according to a company case study. 
‘Insurethebox called me within an 
hour of  the car having the impact 

to acknowledge that some form of  
collision had happened and to see 
if  I was okay and wanted to make 
a claim,’ she said. 

While such stories are impressive, raw 
data is not. It is just a series of  zeros 
and ones until it has been reformatted 
to create information. In fact, James 
Berkeley, director at consultancy 
Berkeley Burke International, says 
information only becomes knowledge 
that the business can use when it is 
put into the hands of  the right people 
at the right time. And even then, it 
has to be used wisely, so it translates 
into something consistent with an 
enterprise’s overall strategy.

One of  the things that makes big 
data ‘big’ is the variety of  sources 
it can be drawn from. Ten years ago, 
large organisations would have kept 
plenty of  information about their 
customers’ habits and had intelligent 
ways of  mining and analysing it. 
Someone in the office might even have 
been listening to the crack and fizzle 
of  their 56kbps dial-up modem, hoping 
the connection did not drop before they 
had examined competitors’ web pages. 

MONITORING CARS EVERYWHERE THEY GO MAY
HAVE OVERTONES OF BIG BROTHER BUT THE FIRM
OFFERS ITS CUSTOMERS SAFER, CHEAPER DRIVING

BIG DATA BLIZZARD

27

UK_F_bigdata.indd   27 13/03/2013   10:40



‘YOU DON’T NEED TO SPEND LOTS OF MONEY.’ 
DON’T BE BAMBOOZLED BY THE IDEA THAT BIG 
DATA TECHNIQUES ARE ANYTHING SPECIAL

1 Start at the end. Define the 
business objectives and build your 
big data strategy around them.

2 Shrink the problem. Decide on the 
information of  greatest potential 
or risk to your business and focus 
your resources on harnessing it.

3 Get to grips with incoming data. 
Understand what you need to keep. 

4 Have a plan for what’s left. 
Deleting junk mail alone could 
free up 40% of  your server space.

5 Set up information management 
systems to channel, analyse or 
archive unstructured digital content 
such as emails and social media.

6 Know your legal obligations. 
7 Avoid analysis paralysis. Don’t get 

so lost in the detail looking for 
patterns and trends that you lose 
sight of  the big picture.

8 Get all employees on board. What 
you decide will touch everyone in 
the business. 

9 Consider your carbon footprint. 
Archived backup tapes consume 
a fraction of  the power of  other 
leading data-storage options.

10 Know where the data is and who 
is accountable for it. Always.

Source: Patrick Keddy, senior VP, 
Iron Mountain (Western Europe)

That is not something an off-the-
shelf  analytics package can decide. 
Businesses need to thoroughly 
understand what they need, he says, 
and be able to answer where, why and 
when they need it before embarking 
on their own big-data project. And if  
that sounds too daunting, a company 
could just start with the 10% of  its 
operations that makes most profit.

Nor is it enough to throw money at 
equipment and expensive consultants 
once you have a clear idea of  what 

you want to achieve. Simon Metson, 
ecology engineer at distributed 
database company Cloudant, says: 
‘In the vast majority of  organisations, 
there needs to be a fundamental 
cultural shift in relation to the use of  
and dissemination of  large-scale data 
analytics and data mining projects.’

Keeping an open mind
Metson says a narrow-minded CEO 
can derail the whole project by 
bringing their own prejudices to the 
interpretation of  information. ‘The 
ability to examine a data set without 
preconceptions or the underlying 
desire to validate an existing premise 
is essential if  a data analytics project 
is going to have any chance of  
succeeding,’ he adds. 

Having the right staff  is essential. 
Analytics software generally organises 
data into buckets of  information 
relating, for example, to sales or 
complaints. It creates a visual output, 
so staff  can easily see what people are 
talking and writing about, and whether 
that fits in with expectations. But good 
analytics tools will also make novel 
suggestions when they see unexpected 
spikes of  activity and trends.

‘Organisations find they need to 
reskill people working on data analytics 
to think more strategically,’ says 
Steve Rosier, analytics director at data 
solutions company Verint. ‘They do less 

trawling with the tools, and are focused 
much more on analysis and strategy.’

For smaller businesses, adopting 
these new techniques does not 
necessarily mean spending big money. 
The recent Big Data for Small Budgets 
report by research consultancy 
Aberdeen Group says the ‘big’ aspect 
of  big data is often in the eye of  the 
beholder, because the concept of  ‘too 
much information’ is relative to the 
size of  each enterprise. It says smaller 
organisations have been customising 

open-source software such as Hadoop 
to help structure data and run analytics 
on ordinary servers.

Memset, a data hosting and cloud 
infrastructure service company, has 
used Xen – a similar program – to 
shrink its carbon footprint. It has cut 
the number of  bottlenecks in its cloud 
structure and reduced the energy 
consumed by each virtual machine 
from 28W to 4.7W without investing in 
new equipment or staff. The company 
has also used home-made analytics 
tools to help it predict demand for its 
infrastructure services.

‘Our project proves you don’t need 
to spend lots of  money on big data,’ 
says Memset managing director Kate 
Craig-Wood. ‘Train up the existing 
development team and don’t worry 
about storage – it’s incredibly cheap.’ 

She also warns against being 
bamboozled by the idea that big-
data techniques are anything special. 
She says any database programmer 
could do them on standard hardware. 
‘All small companies should start 
collecting data and have a little faith 
that it will be useful – it has certainly 
worked in our case and in some 
unexpected ways.’ 

It seems that companies do not have 
to believe the hype in order to benefit 
from big data.

Arthur Piper, journalist

   *HOW TO BEGIN

Gartner research vice president Doug 
Laney coined the 3V model of  big data 
– volume, velocity, variety – back in 
2001. But it was not until the advent of  
social media channels, the popularity 
of  online shopping and faster telecom 
speeds that the volume and velocity at 
which data could be collected became 
hard to manage. Today, businesses 
can categorise and sort incoming 
information from speech, email and 
text as it flows into the organisation 
in real time, so there is a risk of  being 
swamped with unstructured data.

Those looking to big data need a 
clear strategy. ‘What do we pick out 
of  the data that’s most valuable?’ asks 
Berkeley. ‘That’s what it’s all about.’

28 

UK_F_bigdata.indd   28 13/03/2013   10:40



LSBF-Apr13.indd   1 13/03/2013   15:11

http://www.lsbf.org.uk/AB
http://www.lsbf.org.uk/AB
http://www.lsbf.org.uk/AB


CHINA GROWS 
THE WORLD
China’s ‘going global’ policy is providing an 
investment-hungry global economy with 
much-needed capital injections. The country’s 
overseas acquisitions have expanded so rapidly 
that 400,000 US workers alone are predicted to 
be on Chinese payrolls by 2020
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China booms: with 
state-owned oil 
company CNOOC’s 
recent US$15bn 
acquisition of Canada’s 
Nexen, China’s foreign 
economy is as vibrant 
as its domestic scene, 
where developments 
include Wanda Plaza 
commercial centre 
(opposite) in Fuzhou

B
ig spenders aren’t always 
popular, especially when they 
are nations with a taste for 
foreign assets. In the 1960s 

French journalists and politicians 
warned that US multinationals were 
buying up the world. Japan became 
the target of global animosity in the 
1980s when its companies splurged 
on overseas acquisitions, including 
New York’s iconic Rockefeller Center. 

Now it is China’s turn. Over the 
past decade the Middle Kingdom 
has shot from nowhere in the league 
tables of  global investors to one of  
the top spots. Last year the nation 
pumped a record US$88bn into foreign 
ventures, according to the Heritage 
Foundation, a seven-fold increase on 
2005 when China first announced a 
policy of  ‘going global’. That looks set 
to put China second only to the US in 
the worldwide rankings. As we went 
to press, it had also just completed 
its biggest foreign takeover ever, with 
giant state-owned oil company CNOOC 
acquiring Canadian oil company Nexen 
for US$15bn. 

Not surprisingly this burst of  
spending from China has provoked 
some nervousness. A poll showed that 
seven in 10 Canadians had wanted 
their government to veto CNOOC’s 
acquisition of  Canadian oil. Some 

US politicians also worry that China 
is seeking to gain privileged access 
to natural resources and technology 
– to the detriment of  other nations. 
Even small purchases, such as the 
US$257m bid by China’s Wanxiang for 
a US lithium battery maker, are subject 
to intense scrutiny by wary politicians. 

But as with worries about investment 
by Japan, many economists believe 
such fears over China are overdone. 
In fact, like most capital infusions, 
Chinese investment is overwhelmingly 

positive for the recipients, creating 
jobs, boosting growth and possibly 
helping to lower the price of  energy 
and minerals across the globe. The real 
danger is that economic nationalism 
will slow down the precious flow of  
capital from China. 

Role of  the state
In recent years one of  the main 
concerns about China’s spending spree 
is that it has been led by government-
controlled companies. Critics say 

that, far from being motivated by 
profit, such investments are intended 
to boost the nation’s political and 
diplomatic power. The Canadian prime 
minister Stephen Harper recently 
declared that state-owned buyers 
would face extra scepticism. ‘To be 
blunt, Canadians have not spent 
years reducing the ownership of  
sectors of  the economy by our own 
governments only to see them bought 
and controlled by foreign governments 
instead,’ he said in December. While 

approving CNOOC’s purchase of  
Nexen, he warned that other state 
bids would be approved only in 
‘exceptional circumstances’.

This policy could prove a costly 
mistake, according to investment 
expert Karl Sauvant of  Columbia 
University. He says: ‘State-owned 
companies have been buying up assets 
abroad for decades with no sinister 
effects. In China these companies 
are generally allowed to run on sound 
commercial principles.’ 

‘NATIONS THAT ALLOW JINGOISM TO GET IN 
THE WAY OF FOREIGN DIRECT INVESTMENT 
WILL BE SHOOTING THEMSELVES IN THE FOOT’

31

UK_INT_AP_F_Investment.indd   31 13/03/2013   10:44



caption style

In fact, the biggest state investors 
are not from China. Topping the 
rankings is French utility company EDF, 
which employs 55,000 foreign citizens 
and derives about US$33bn of  its 
revenues from abroad. The next largest 
state investors are Sweden’s utility 
Vattenfall and Norway’s Statoil. ‘There 
is nothing wrong with state-owned 
investors in principle,’ says Sauvant. 

Deep pockets
In making life harder for China’s 
state-owned companies, Western 
nations also risk missing out on some 
lucrative opportunities. ‘Around two-
thirds of  the cash value of  China’s 
outbound investment still comes from 
the state-owned enterprises,’ says 
Thilo Hanemann, research director of  
Rhodium Group, a consultancy with 
offices in the US, China and India. 
‘These companies have deep pockets.’ 

China’s 59 listed state-controlled 
companies have a total of  US$167bn 
of  cash on their balance sheets and 
the capacity to borrow far more. This 
gives them the financial firepower to 
pay handsome premiums to investors 
– 61% more than the undisturbed 
market value of  Nexen. 

State titans also have the funds 
to invest in boosting the output of  
companies they have bought. For 
investment-hungry nations like Canada, 

whose government recently announced 
that it needed US$650bn of  capital 
invested in its natural resources over 
the coming decade, China’s state 
companies offer a valuable source of  
finance. ‘With such a huge need for 
money, Canada can ill afford to turn 
its nose up at state-owned investors,’ 
says Phil Weiss, an analyst at Argus 
Research in New York. ‘After all, these 
are the most likely buyers.’ 

Scaremongers also exaggerate the 
strategic power that China gains when 
it buys resources overseas. ‘The notion 
that a nation gives up sovereignty by 
allowing such investment is entirely 
mistaken,’ says Mark Williams, top 
China expert at consultancy Capital 
Economics. ‘In the unlikely event 
of  a global shortage, Canada or the 
US would be able to stop or restrict 
exports of  oil and other minerals. In 
extreme circumstances they could even 
nationalise Chinese assets. So they 
have not totally surrendered control.’ 

In fact, the whole world benefits from 
lower prices when these state titans 
plough money into boosting the output 
of  energy and minerals, says Nick 
Lardy, an economist at the Peterson 
Institute in Washington. He explains: 
‘Once China gets ownership of  these 
resources, the oil, gas or minerals go 
to the open market in most cases; they 
are not usually funnelled directly back 

to China and taken off  the market. 
And since Chinese investment boosts 
the global supply, the nation is helping 
lower prices for the world.’ 

Meanwhile, there is far more to 
Chinese investment than just state 
money. While much of  the cash still 
comes from the government, China’s 
non-state companies account for 
two-thirds of  the nation’s foreign 
purchases. ‘Much of  the momentum is 
now coming from the market economy,’ 
says Hanemann. ‘Chinese companies 
have been eager to diversify away from 
the purely domestic market, and have 
been pumping money into sectors 
from entertainment and software to 
industrial machinery.’ 

Jobs motor
This is likely to have ever more 
beneficial effects for recipient 
countries. Struggling European 
economies are especially in need of  
outside capital. So far, China’s foreign 
subsidiaries already support 45,000 
jobs in Europe, according to Rhodium, 
and the figure is rising fast. In the 
US, Rhodium believes that Chinese 
companies – which currently have 
27,000 US workers on their payrolls – 
could employ up to 400,000 by 2020. 

Investment by the Middle Kingdom 
can deliver an even more powerful 
boost to the smaller economies of  

Constructing Africa’s infrastructure: Chinese workers busy on a water supply system in 
Lusaka, Zambia, that will provide clean, drinkable water for 120,000 local people
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sub-Saharan Africa. China has been 
the biggest investor in the region over 
recent years, according to Heritage 
Foundation data. Yet even this spending 
has come under attack. One criticism 
has been that Chinese investment 
creates little work for Africans, since 
most of  the workers are brought in 
from China. 

This accusation is unfair, says 
Dambisa Moyo, a former World Bank 
and Goldman Sach consultant and 
author of  Winner Take All: The Race for 
the World’s Resources. In Zambia, for 
example, Chinese projects employ 13 
domestic workers for every one of  their 
own nationals. 

More effective than aid
In addition, there is strong evidence 
that most Africans are happy with 
China’s presence. A Pew Research 
Center poll in 2007 showed that 
86% of  people surveyed in Senegal 
believed China’s involvement in 
their country helped make things 
better. Only 56% felt the same way 
about the US. Meanwhile in Kenya, 
91% believed China’s influence was 
positive. ‘China has been an engine for 
growth in Africa,’ says Moyo. ‘China’s 
focus on investment and trade has 
been more effective at raising living 
standards than the failed aid policies 
of  the West.’ 

Nor is China’s contribution to Africa 
confined to cash. China has helped 
beef  up the continent’s infrastructure 
by building roads and electric 
generation networks. 

Overall, most economists believe 
China’s going global policy should 
be celebrated rather than feared. 
‘There is still a lot of  irrational 
nationalism over foreign direct 
investment,’ says Sauvant. ‘In fact, 
allowing foreign ownership usually 
creates employment, boosts economic 
growth and increases access to 
international markets. China is no 
exception to this. Nations that allow 
jingoism to get in the way will be 
shooting themselves in the foot.’

Christopher Alkan, journalist

China may have had a record-breaking year of investing abroad but experts say it 
is premature to worry about the nation becoming too powerful in foreign markets.  

Even after a US$88bn splurge in 2012, China’s total stock of  foreign assets 
still amounts to no more than around US$450bn. That is still barely 2% of  the 
value of  assets held by foreigners, according to figures from UNCTAD, the UN 
trade and development agency. ‘That doesn’t seem excessive for the world’s 
second largest economy,’ says Nick Lardy of  the Peterson Institute. 

Many smaller economies own a larger chunk of  global assets, as the graphic 
above shows. For example, Singapore, the 41st largest economy in terms of  
global GDP, owned US$339bn worth of  overseas assets at the end of  2011. 
Germany, which ranks fourth, owned foreign investments worth US$1.4 trillion 
– three times more than China. And the US owned foreign assets valued at 
US$4.5 trillion – 10 times more than China’s stock of  foreign investments. 

‘We don’t need to fret about China buying up the world,’ says the Heritage 
Foundation’s Asia expert Derek Scissors. ‘They have a long way to go before we 
need to start talking about that.’ 

  *A LONG WAY TO GO
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In simple words, integrated reporting 
makes sense. ‘An integrated report is 
a concise communication about how 
an organisation’s strategy, governance, 
performance and prospects lead to 
the creation of value over the short, 
medium and long term’ is how the 
International Integrated Reporting 
Council (IIRC) describes its baby. And 
next month sees the publication of 
the framework which it hopes, after 
consultation, will bring it about.

But the world has seen all-singing, 
all-dancing frameworks for corporate 
reporting before, and they have tended 
to founder. The argument is that this 
time, as ever, it is different. And it is. 
In the past the focus tended to be on 
financial reporting alone. This time 
the effort is aimed at a much wider 
objective – everything that affects 
and drives corporate strategy. We are 
talking about connecting, rather than 
talking about silos.

That makes a difference. And in the 
lingering aftermath of  the financial 

Comment

crisis, the view that figures alone do 
not make a company more resilient 
and sustainable, nor give investors 
and the wider world a clear view of  
what is going on, is a strong one. And 
partly below the radar, though mostly 
above it, integrated reporting has been 
gathering momentum.

Jessica Fries, executive chairman 
of  The Prince’s Accounting for 
Sustainability Project, crystallises the 
change. ‘If  I think back to the first 
discussions at the launch of  the IIRC at 
the Accounting for Sustainability Forum 
in December 2009, it was a completely 
unheard-of  concept,’ she says. ‘There 
was excitement and an appetite. It 
was a vision for changing the reporting 
model so that it drove sustainability.’ 

She contrasts this with the 

atmosphere at the equivalent forum in 
December last year. ‘At the roundtable 
we held for CFOs, they were bringing 
up integrated reporting tools naturally 
as a way of  driving change, particularly 
within business,’ she says. ‘You could 
sense the change in practice. There 
was a growing body of  evidence from 
all around the world. It was bringing 
change within company behaviours. 
You could see that taking shape.’

IIRC CEO Paul Druckman sees 
the same change. ‘There has been a 
significant increase in engagement,’ 
he says. ‘There is much more of  a 
feeling that this is going to happen.’ 
The publication of  the prototype of  
an integrated reporting framework 
last December and the forthcoming 
publication of  a framework for 
consultation should keep that 
momentum going. It will emphasise the 
five topics at the heart of  the system: 
connectivity, value, the business model, 
materiality and the six capitals. 

It is this last topic, the capitals, 
that seems to be causing the most 
problems (see box opposite). In the 
words of  Sallie Pilot, research and 
strategy director at corporate reporting 
consultancy Black Sun: ‘They are my 
bugbear.’ The problem seems to be 
that good corporate reporting folk, still 
governed by a culture that relies too 
heavily on boilerplate, are taking them 
too literally. ‘They are challenging,’ 
says Pilot, ‘but we need to get the idea 
of  them as a guide across. Companies 
are trying to label things in terms they 
don’t talk about.’ 

Druckman agrees. ‘The six capitals 
have been incredibly well received as a 
concept and it brings an understanding 
of  the breadth of  integrated reporting,’ 
he says, ‘but the hardest thing to get 
across is that they don’t have to be 
implemented in all companies.’ He 
gives an example of  a company in the 

This time it’s different 
[This month’s unveiling of the International Integrated Reporting Council’s draft framework is a step towards 

giving businesses a better tool for communicating with investors and driving change, says Robert Bruce
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Far East that was fretting because it 
had developed a system that had nine 
primary areas, and worried that it 
would have to turn it all upside down to 
change to the six capitals. ‘We would 
say: “Don’t do anything. If  they can be 
mapped to the six, then fine.” We are 
not dictating. It is its own decision.’

‘The framework is quite a technical 
document,’ explains Pilot, ‘and people 
want to tick the boxes. It needs to be 
seen as principles and not something 
prescriptive which they need to report 
against. People have had enough 
of  that.’ Druckman agrees. ‘It is 
about being market-driven,’ he says. 
‘If  integrated reporting becomes a 
compliance issue we will have failed.’

Nevertheless, recent weeks have 
seen a strengthening of  relationships, 
first with the International Accounting 
Standards Board and then with the 
Global Reporting Initiative. The IIRC has 
signed memorandums of  understanding 
with both. It is another sign of  global 
recognition and momentum. ‘It is to 
show that people are working together 
and are not at odds,’ says Druckman, 
‘and it demonstrates that corporate 
reporting is getting its act together.’ 

It is this recognition that is starting 
to drive change. ‘Companies see a really 
fundamental shift in the way they do 
business and want to have integrated 
reporting as a way of  communicating 
to their investor base,’ says Fries. 
‘Integrated reporting is a really powerful 
tool to effect that conversation.’ 

Charles Bowman, senior corporate 

reporting partner at PwC, runs the 
firm’s Building Public Trust Awards, 
which this year introduced an integrated 
reporting award. ‘The trend that is 
doing most to redefine the future 
landscape of  corporate reporting is 
integrated reporting,’ he says, ‘and 
as I went round the room talking to 
chairmen, CEOs, CFOs and leaders from 
the public sector and the investment 
community, it was clear this trend 
towards integrated reporting had struck 
a real chord, particularly at a time when 
trust in business, and in our institutions 
more generally, is at such a low ebb.’

But it will still be hard work, despite 
the sheer number of  pilot projects 
going on, despite the 100 or so 
roundtables planned for after the April 
framework launch, and despite the 
raft of  information on the database of  
integrated reporting practices that Black 
Sun has compiled. For every vigorous 

Step forward: 
integrated 

reporting will also 
cover human and 

intellectual capital

company taking it up there are, in Pilot’s 
words, many for whom ‘it is another 
thing for preparers to worry about’ 
instead of  being ‘the umbrella that 
could future-proof  their reporting’.

In the short term it is going to come 
down to momentum. ‘Most resistance,’ 
says Druckman, ‘is as simple as: 
“This is a radical change.” But it is an 
evolution leading to radical change. 
And we do live in a world of  inertia.’ 
On the other hand, he feels the force 
is with him. ‘The momentum is so 
strong and it is a market-led drive.’ 
Roll on the April launch.

Robert Bruce is a commentator 
and journalist

Next month: look out for in-depth 
coverage of the international integrated 
reporting draft framework in the May 
edition of Accounting and Business

The prototype of the international integrated reporting framework spells out 
the concept of the six capitals at the heart of the reporting system. 

This is how it was explained: ‘All organisations depend on a variety of  
different forms of  “capital” for their success. In this framework, the capitals 
comprise: financial, manufactured, human, intellectual, natural, and social and 
relationship capitals, although this categorisation is not required to be adopted 
by all organisations preparing an integrated report. These capitals are, in one 
form or another, the inputs to the organisation’s business model. They are also 
increased, decreased or transformed through the value-adding activities of  
the organisation, in that they are enhanced, consumed, used up, modified or 
otherwise affected by those activities. For example, an organisation’s financial 
capital is increased when it makes a profit, and its human capital is increased 
when employees become better trained.’

  *CAPITAL CONCEPT
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Credit-rating agencies have proven 
remarkably capable of withstanding 
the opprobrium of politicians. At the 
start of the financial crisis, politicians 
pilloried the agencies, and warned of 
dire consequences for their part in the 
crisis. But the tough talk has barely 
touched the work and the output of 
the rating agencies.

Perhaps inevitably, the discomfort 
of  a UK sovereign downgrade from 
its coveted AAA status by the rating 
agencies has been seen partly through 
the prism of  the political damage 
inflicted on UK chancellor George 
Osborne. But he is not alone: the UK 
has merely followed in the footsteps of  
the US and France in 2011 and 2012. 

A few weeks before Moody’s 
delivered its ratings verdict on the UK 
economy – and some would say on the 
chancellor’s stewardship – European 
politicians delivered theirs on how 
rating agencies should act in future. 

Off the hook

Comment

[Peter Williams explores the contrast between the impassioned scapegoating of the ratings agencies 
during the onset of the fi nancial crisis with the meek acceptance of the recent UK sovereign downgrade

Those judgments could hardly have 
been more different.

The new EU rating agency rules 
amount to little more than an invitation 
to carry on as before. The final package 
aims to reduce the overreliance on 
ratings and make it easier to sue 
the agencies if  they are judged to 
have made errors when, for example, 
ranking the creditworthiness of  debt. 
In particular, the agencies will have 
to be more transparent when they are 
rating sovereigns, respect timing rules 
on sovereign ratings and justify the 
timing of  publication of  unsolicited 
ratings of  sovereign debt. The 
politicians’ stance softened markedly 

during negotiations with the agencies. 
The proposal for a state-funded agency 
was quietly shelved.

It is a far cry from the blood 
and thunder that politicians were 
threatening back when the financial 
crisis was still raw and unfolding. 
The mood then was summed up by 
US politician Henry Waxman, who 
declared: ‘The story of  the credit-rating 
agency is a story of  colossal failure.’ 
The agencies’ failure to spot the 
problem with securities had broken the 
bond of  trust and put the entire global 
financial system at risk. They were told 
to expect a radical overhaul, perhaps 
an entirely new system. 

The House of  Lords report into the 
agencies in July 2011 was tellingly 
entitled Sovereign Credit Ratings: 
Shooting the Messenger? The four-
month-long inquiry criticised the 
agencies’ role in the 2008 banking 
collapse but concluded its EU 
sovereign downgrades ‘merely reflected 
the seriousness of  the problems in 
some member states’. The politicians’ 
overall view on the agencies? They 
should learn from their past failure 
to spot emerging risks. Well, yes.

A little later, at the height of  the 
eurozone crisis in August 2011, one 
leading politician agreed with the 
Lords’ stance: ‘Credit-rating agencies, 
however imperfect, are trying to give 
market investors some idea of  the 
creditworthiness of  economies and 
businesses. They did not cause this.’

Such a view is perfectly reflected in 
the light-touch ratings-agency regulatory 
regime now swinging into operation. The 
politician who struck the conciliatory 
note of  reality? Yes, you guessed it: he 
of  the recent credit downgrade, UK 
chancellor George Osborne. 

Peter Williams, accountant and 
journalist
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A shareholder spring on audit?
[Bringing down the barriers to shareholders subjecting company management to frank and public 

questioning at the annual general meeting will take more than a beefed up auditor’s report, says Jane Fuller

‘The first resolution of this AGM 
will be related to the receipt and 
consideration of the company’s 
accounts and the reports of the 
directors and the auditors.’

So there it is, the number one item 
at the annual general meeting of  a 
typical quoted company. Cue a well-
informed debate between investors 
who have studied all x hundred pages 
of  the annual report, the directors 
who produced it and the auditors who 
scrutinised their work. 

Dream on. In the real world the 
only contentious issue is likely to be 
directors’ pay. One audit partner told 
me that in many years of  attending 
annual meetings he was asked only one 
question: ‘Is the audit partner here?’ 
The answer was ‘yes’ and that was it.

A key point of  initiatives to beef  
up the auditor’s report is that it will 
provide ‘hooks’ for a dialogue between 
the company and its shareholders, and 
even (whisper it softly) between the 
auditor and the shareholders.

So will it lead to a shareholder spring 
of  protests at AGMs along the lines of  
those seen over pay? Maybe, eventually, 
but there are several barriers.

Sadly, it is a romantic notion 
that the AGM is a forum for frank 
public debate on fundamental issues 
between a company’s owners and their 
managing agents. As the Kay Review 
of  UK equity markets pointed out, 
ownership is very fragmented. More 
than 40% of  the market is attributed 
to non-UK holders; UK pension funds 
and insurers hold only about 20%, 
individuals 11%. 

But even for those based in the 
UK, the diversity of  their portfolios 
and the concentration of  AGMs into a 
March-June season make it physically 
impossible for most shareholders to 
attend; hence, the reliance on proxy 
voting agencies.

An awkward question may be asked 
by an individual, but the risk is high 
that this tiny stakeholder will be fobbed 
off. It does help, however, if  something 
specific in the audit committee’s 
report – and, in future, the auditor’s 
commentary – can be pointed to.

Another issue is the passage 
of  time between the preliminary 
announcement, the publication of  the 
annual report and the AGM. At present 
the most incisive bout of  public 

questioning comes via the company’s 
webcast presentations to analysts on 
the day of  the announcement. 

But two problems remain: the prelims 
do not have all the notes; and even 
when the annual report is published at 
the same time (hats off  to HSBC), no 
one has time to study the information 
properly before the meeting.

The best opportunities to question 
management are afforded to big 
institutional investors, the ones the 
management wants to see, in one-
to-one meetings in the days after 
the preliminary announcement. They 
should not get any new price-sensitive 
information, but such access is highly 
prized. The FT reported last month 
that some asset managers were paying 
brokers $20,000 an hour to meet CEOs. 

Better reporting by audit committees 
and auditors cannot improve the 
dialogue by itself. More opportunities 
need to be provided  to pose the 
prompted questions – preferably in 
public via webcasts, and definitely not 
in paid-for privacy. 

This process should start after 
publication of  the annual report and 
run for some weeks, taking in the AGM. 
Questions could be emailed in advance 
to the audit committee chairman and 
the audit partner – some could be dealt 
with via a dynamic frequently asked 
questions page. The meeting itself  
should be asked to approve – not just 
receive – the financial and audit reports.

Anything that aids a considered 
approach to a company’s accounts and 
prompts auditor independence should 
benefit the company, its long-term 
shareholders and market efficiency. 
That would be green shoots indeed.

Jane Fuller is former financial editor 
of the Financial Times and co-
director of the Centre for the Study of 
Financial Innovation think-tank
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[China’s experience of IFRS convergence 
makes a convincing case for other economies, 
says ACCA president Barry Cooper

Given China’s increasing influence in the world, not only as 
producer but as major consumer, there’s growing interest 
in how to do business there. I’ve worked in China on and 
off for over 25 years and have been fascinated to see how it 
has developed into an economic world power.

With that growth has come some challenges, not least 
in the US where the Securities and Exchange Commission 
recently raised questions about the ways in which Chinese 
companies report their performance. So I was particularly 
interested to see some research commissioned by ACCA, 
which has looked at the impact of  China’s convergence with 
International Financial Reporting Standards (IFRS), and 
what it has meant for corporate reporting.

The ACCA report, produced independently by Dr Edward 
Lee and Professor Martin Walker of  Manchester University, 
together with Dr Colin Zeng of  the University of  Bristol, 
shows that IFRS convergence has benefitted the Chinese 
economy, by making accounting earnings more informative and 
therefore more useful to domestic and international investors. 
After examining all Chinese companies listed on the Shanghai 
and Shenzhen stock exchanges between 2003 and 2009 the 
study found that the value relevance of  earnings (the degree 
to which changes in reported earnings affect share prices) had 
increased following IFRS convergence in 2007, almost certainly 
as a result of  convergence itself. The research also revealed that 
IFRS convergence resulted in better-quality corporate disclosures 
only where there were other strong incentives for companies to do so, 
such as a high level of  dependence on the equity markets for funding.

The findings underline the importance of  IFRS as the international 
standard for financial reporting, particularly where companies have 
legal, governance and commercial incentives to provide high-quality 
disclosures. Convergence has undoubtedly worked for China. Other 
emerging economies – along with some significant developed ones 
yet to converge with IFRS – must now take notice. 

To consolidate and build on the benefits of  convergence, 
the legal and regulatory accounting framework will 
need to be enhanced on a continuous basis, which 
will provide challenges and opportunities for 
all finance professionals.

Professor Barry J Cooper is 
head of the School of 
Accounting, Economics 
and Finance at 
Deakin University, 
Australia

China makes the case
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Q What is your role at Grant Thornton (GT)?  
A I deal with multiple assignments and teams, 
ensuring the delivery of  high-quality work 
and supporting senior managers on larger 
multinational audits. I am also the office 
champion for our audit and data-interrogation 
software and financial reporting.

Q What is it like to work for a global organisation?  
A GT is focused on people, both internally and with 
its clients. The partners and directors take the time 
to get to know everyone, and working in an open 
plan office helps create a friendly atmosphere. Since 
day one I’ve always felt part of  a team. Beyond my 
own work I’ve been involved in designing training 
sessions for FDs, and created an intranet portal 
with guidance on data analytics and other 
assurance matters. Colleagues from 
different departments are always 
available to help with questions and 
share their knowledge. 

Q You won PQ Magazine’s Newly 
Qualified Accountant of the Year 
2013 Award and an ACCA global 
prize for the 
Advanced Audit and 
Assurance exam, 
and were highly 
commended in the 
British Accountancy 
Awards’ New 
Accountant of the 
Year category. How 
will this benefit you? 
A I have networked 
with industry figures 
and entrepreneurs, who 
provide support and 
career advice. I’m now 
involved in a number of  
programmes supporting 
and developing leaders 
of  tomorrow. 

FAST FACTS
Favourite hobbies: football, 
squash, tennis and running

RTI GUIDANCE ON OFFER
ACCA and other accountancy and 
tax institutions have issued joint 
guidance on the implementation 
of  real-time information (RTI) from 
April. Practitioners are encouraged 
to review their existing engagement 
letters and to update these as 
appropriate. As the deadline 
drew closer, HMRC stepped up its 
information campaign to ensure 
that all employers are aware of  the 
fundamental changes. Ruth Owen, 
HMRC’s director general for personal 
tax, said: ‘This is the biggest 
revolution in PAYE in around 70 years 
and over time will reduce the costs 
of  administration for businesses.’ 
Richard Burchell, owner of  Burchell 
& Associates in South Croydon, a 
chiropodist with five PAYE employees, 
said: ‘We have been part of  the [RTI] 
pilot since June last year and have 
had no trouble with RTI at all. The 
key is to get good software and make 
sure your data is up to date.’ 

IR35 TOOLS ‘FLAWED’
HMRC is using flawed software 
tools to assess whether contractors 
are legitimately self-employed, 
according to ContractorCalculator, 
which provides its own assessment 
tools to contractors. It says that 
as a result of  the flaws, HMRC 
wastes resources on investigations 
that will inevitably not lead to 
successful action. The results of  a 
ContractorCalculator survey of  more 
than 10,000 contractors show that a 
third of  those classed as high-risk, 
according to HMRC’s tests, would be 
found outside IR35 when the actual 
legislation is applied. 

The view from: 
Milton Keynes: Jonathan Simons 
ACCA, assistant manager, assurance, 
Grant Thornton UK
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fi nancial impact of 
weather risk; how to 
make change projects 
yield up their benefi ts; 
ACCA conference 
tackles cybercrime
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There’s a cannonball that takes pride 
of place on Geoff Barnes’ mantelpiece 
at home. It is no ordinary cannonball 
– it last saw active service during 
the American Civil War in the 1860s. 
Barnes brought the ball back home 
after delivering a speech to colleagues 
a few years back. Knowing his 
enthusiasm for all things to do with 
the war, the partners at one of the 
network’s US member firms presented 
him with the gift. Getting it back into 
the UK was a problem, however – the 
ball required considerably more 
paperwork than a traditional after-
speech gift would have needed.

As president of  Baker Tilly 
International, the network that spans 
156 firms in 131 countries, Barnes is 
no stranger to international travel 
bureaucracy, as he reckons he spends 
around nine months each year out of  
the UK. The extent of  the Baker Tilly 
International empire is such that, in 
any given month, he regularly passes 
through Heathrow to a meeting in say 
Beijing, having just visited colleagues 
in Latin America.

He’s 67, an age at which you might 
think such international travel would 
take its toll, but he looks remarkably 
well on it. Perhaps his appearance is 
buoyed by the solid performance that 
his network has just announced – fees 
are up 3% to reach $3.3bn ($3.2bn in 
2011), consolidating its position as the 
eighth largest international network of  
accountancy firms in the world.

‘I’m very pleased with that, given the 
global marketplace at the moment,’ he 
says. ‘The Asia Pacific region has been 
a big growth area, specifically China, 
which has seen enormous growth, 
coming in with revenue of  between 
US$150m and US$160m. Two years 
ago it was $66m.’ Barnes also reveals 
that Latin America has grown 14%, 
while Europe has grown 8%, a solid 

performance despite flat fee growth in 
the UK. ‘We have seen growth in Russia, 
the ’Stans, Netherlands and Germany.’

However, the network has 
experienced a fall in its US fee income, 
in part through losing two major firms 
after a rebranding campaign that led to 
one of  its largest US firms gaining 
exclusive rights to the Baker Tilly 
name. ‘They left to join other networks, 
but it’s a temporary drop, and we are 
talking to a number of  other major 
firms – if  we had this conversation next 
year we would see a different 
complexion to the US numbers.’

Keeping up standards
He notes two other fast-growing areas 
– the Middle East and Africa – but also 
accepts these markets are coming from 
a low starting point and it is established 
firms in mature marketplaces that are 
bringing in the lion’s share of  fees. ‘We 
expect our G20 members, who account 
for about 80% of  our global revenues, 
to be looking at serious growth.’

Alongside this growth, he expects the 
firms to maintain high-quality services. 
But how does he ensure this happens?

‘That is the challenge, frankly, for all 
networks, including the big guys. We are 
still a young network, having been 
around for only 25 years. But when we 
select firms, we are looking for a 
particular type. We have a common 
strategy, a global business plan based 
on the four pillars of  branding, 
positioning, consistency and 
collaboration. There may be different 
local nuances but these are the four 
cornerstones. And we expect all of  our 
member firms to follow these strategies. 
This means that, hopefully, we are all 
marching in the same direction.’

At the same time, he and his network 
have to deal with outside regulators, an 
issue that has been concentrating the 
minds of  international networks for 
many years now. It is an aspect that is 
not easy because, as Barnes observes, 
the regulators are not ‘joined up’.

‘Regulation in the UK may be a little 
bit different from regulation in 
Australia, or New Zealand, or Chile. So 
when you are undertaking global 
assignments, there are issues. But 
regulation is fundamental, and you 
have to comply with it.’

Opportunity knocks
Which brings us neatly on to Europe 
and the so-called Barnier proposals 
that are set to rumble on well into the 
summer before any clear decisions 
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Battle for the numbers
Baker Tilly International is the eighth largest international network of accountancy fi rms in the 
world. Its president, American Civil War fan Geoff Barnes, explains the network’s success 

The basics
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* No of countries: 131 
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* No of professional staff: 
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are made. Here, Barnes sees an 
opportunity. The notion of  shared 
audits, as opposed to joint audits, 
where mid-tier firms audit subsidiaries 
of  multinational companies that are 
audited by one of  the Big Four, is 
gaining support. ‘We can do subsidiary 
work, and that works because audit 
committees and CFOs are realising 
that we can perform. And we can show 
we are hungry to perform at a fraction 
of  the cost,’ he explains, adding: 
‘I’m not a Big Four basher, but the 
dynamics of  the economy are such 
that it does require more choice.’ 

It is a topic that has dominated 
Europe but one that has also 
percolated through to other areas. 
‘What it has done is wake up the 
buying community to the possibility of  
choice,’ he says. However, Barnes does 
acknowledge that the mid-tier groups 
need to ensure they have the resources 
to move into new markets.

One such new market is China. 
Barnes believes the accountancy 
profession should recognise and salute 
China’s progress and play its part in 
helping resolve the challenges that 
remain. So what is Baker Tilly 
International doing in the country?

‘We, along with others, see China as a 
major market, and a big driver of  not 
only our Asia Pacific region but 
internationally.’ Baker Tilly China 
operates as a single firm, based in 16 
locations, having merged with another 
firm, Vocation International CPA in 
2010. It is one of  China’s top 10 firms.

The network demonstrated its 
commitment to China when it held its 
annual world conference in Beijing last 
October. During the conference, Barnes 
told the assembled congregation that 

in the next decade five of  the biggest 
Chinese audit firms were likely to be 
international players. ‘The accounting 
profession in China is relatively young 
but it is on an accelerated upward 
trajectory; it is not unrealistic to expect 
a number of  Chinese firms to be 
challenging the dominance of  
established international networks in 
the near future,’ he said.

The Chinese government is keen to 
create domestic accountancy firms 
capable of  auditing the country’s huge 
state-owned enterprises (SOEs) as well 
as the legion of  rapidly growing 
businesses, especially as they 
increasingly look overseas for growth 
opportunities. A recent regulation is 
that audit firms should have a 
minimum of  60% of  partners qualified 
as CICPAs by 2014. ‘At Baker Tilly 
China we are some way ahead in this 
regard. All of  our senior partners and 
management team are Chinese 
nationals and our active programme of  
secondments is providing newly 
qualified CPAs with valuable 
international experience,’ Barnes says.

Into Africa
The network also wants to be a big 
player in that other continent of  growth 
potential – Africa. ‘Go back 15 or 20 
years,’ says Barnes, ‘and the mid-
market accountancy firms had very little 
coverage in Africa; it was the domain of  
the big firms. But now we are all over 
Africa, it is a major part of  our strategy.

‘Doing business is a challenge; there 
is still corruption and instability, and a 
lack of  understanding about how capital 
markets work. But we are very excited.’

The network is pulling together to 
ensure the more developed firms help 

The CV
Geoff Barnes began his 
accountancy career with Deloitte 
Haskins & Sells, where he 
studied for both the ACCA 
and ICAEW qualifications. After 
becoming a partner at 27, he was 
seconded to HM Treasury and 
then to the firm’s Paris office.

He then joined West End M&A 
boutique Casson Beckman, which 
merged with Baker Tilly in 1997. 
At the time Casson Beckman was 
a member of  Summit 
International, while Baker Tilly 
was a member of  BKR. The 
merged firm went with Summit.

In 2000, Barnes, now a senior 
partner, was approached to run 
the international network out of  
New York. But he didn’t want to 
move to the US – so the network 
moved its HQ to London, and 
Barnes took up the position of  
CEO and president. Two years 
later, the network rebranded as 
Baker Tilly International.

Married, with children and 
grandchildren, Barnes maintains 
his passion for the American Civil 
War, and is looking forward to 
watching Lincoln as soon as it is 
available as an inflight movie.
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less developed ones across the 
continent. When the network announced 
new firms in Mozambique and Angola, 
the Portuguese firm was quick to lend 
its support in developing the practices.

The Middle East is also proving 
fruitful, including Palestine, where there 
is a vibrant stock market. ‘It is another 
area we should be in, and our move 
into the territory was fully supported by 
the Israeli firm,’ he explains.

As well as growing organically 
through exposure to high-growth 
markets, mid-tier firms are looking at 
growth through acquisition. Indeed, in 
January this year Baker Tilly Monteiro 
Heng merged with Moore Stephens AC 
in Malaysia to create the sixth largest 
accountancy firm in the country. And 
equally, there has been plenty of  talk 
over the last few years of  mergers at a 

network level, though Barnes is 
sanguine about such possibilities. 
‘There have been many mergers at a 
firm level, but it is a much taller order 
for network mergers,’ he believes, 
adding that such tie-ups could affect 
the ‘one-firm-per-country’ policy that 
Baker Tilly International guards very 
jealously. ‘It could be the next step for 
some,’ he says. ‘But do I have any 
evidence of  that? No.’

Retaining talent
Another challenge for many 
organisations, including Baker Tilly 
International, is that of  talent 
retention. Barnes acknowledges that 
the millennial group of  up-and-coming 
accountants can become bored with 
the routine of  auditing. ‘We have a 
reservoir of  graduates who want to be 

stimulated through the whole of  their 
career, who want to use their grey 
matter,’ he explains, fearing that a 
more automated audit process will 
become an ever-increasing turn-off. 

He adds: ‘We have been driven down 
this path by regulators, who believe 
that auditor independence can be 
compromised when auditors give 
advice to their clients. But young 
people like that element of  advice, not 
just ticking boxes.’

It is an age-old problem, one that 
Barnes and his colleagues around the 
world will continue to grapple with for 
some time, making the problem of  
importing a cannonball through the 
arrivals hall at Terminal Five look like a 
stroll in the park.

Philip Smith, journalist
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A good MBA cares 
for your career
‘ The various management practices on the MBA 
programme strengthened my effectiveness as  
a leader and improved my confidence. I now 
communicate with stronger impact with colleagues. 
The skills and knowledge are taught in a very relevant 
and practical way, so you understand how to apply 
them at work to improve your performance.’

Henry Happy Ngabo
financial controller, CARE International

www.accaglobal.com

http://www.accaglobal.com
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Q What does your department do? 
A It prosecutes all criminal 
cases in Scotland and 
investigates suspicious and 
unexpected deaths. We have 
50 offices across Scotland. My 
responsibilities include finance, 
HR, prosecution policy, IT, 
strategy, change management, 
estates and communications. 

Q How has being an FCCA helped you? 
A I started as a statistician and then qualified 
with ACCA in my 30s. I was the first professionally 
qualified finance director of  the Scottish Office, 
which became the Scottish Government, and the 
qualification helped me reach my present level.

Q What has been the impact of greater devolution? 
A The Scottish legal system was always separate 
from England and Wales, so the direct impact was 
limited. When I was finance director for the Scottish 
Office, devolution was an opportunity to form our 
own financial framework. We set up Audit Scotland, 
a single public-sector body, modernised public-
finance language and set up an effective system 
for elected representatives’ scrutiny of  the budget. 
There is vastly increased accountability. I now get 
more scrutiny of  our £108m budget than I had for 
£25bn as finance director prior to devolution.  

Q What was the impact of austerity? 
A We had a 9% cash reduction and then flat in 
cash over the next two years. We progress all cases 
reported to us and we cannot reduce our office 
numbers. We must cut staffing without compulsory 
redundancies and meet public expectations to 
improve our service. We redesigned all key business 
processes and restructured on a functional rather 
than geographical basis. We cut senior management 
costs by over 20% in cash terms and introduced a 
shared service for estates and health and safety. 

FAST FACTS
Crime reports received each year: 270,000
Staff: 1,500
Budget: £108m

‘CITY DEALS’ EXTENDED
The government has given a further 
20 English cities additional financial 
powers under the ‘City Deal’ initiative. 
Eight ‘core cities’ – the largest in 
England – already have the extra 
powers, which have now been 
extended to the next-biggest cities. 
The project – led by deputy prime 
minister Nick Clegg – is intended to 
boost economic activity away from 
London and the South East. The 
additional powers include greater 
freedom to set and spend budgets 
and to depart from statutory planning 
constraints. The 28 cities now 
included cover 71% of  the population 
and 68% of  the jobs in England. 

Rhian Kelly, CBI’s director for 
business environment, said: ‘Giving 
cities the opportunity to bid for 
greater planning powers and 
autonomy over training and skills 
budgets should encourage investment 
in critical local infrastructure and 
help plug skills gaps.’

‘TOO MANY ADJUSTMENTS’ 
The government’s accounts contain too 
many accounting adjustments to be 
transparent or properly understood, 
according to the leading economics 
consultancy the Centre for Economics 
and Business Research. CEBR referred 
to the transfer of  assets from the Royal 
Mail pension fund to the government; 
a £3.8bn transfer from the Bank of  
England Asset Purchase Facility – the 
quantitative easing programme – to the 
government; and receipts from the sale 
of  4G mobile spectrum. In addition, the 
accounts of  both Northern Rock and 
Bradford and Bingley were reclassified 
to the government. 

The view from: 
Scotland: Peter Collings FCCA, 
deputy chief executive, Crown Offi ce 
and Procurator Fiscal Service (COPFS) 
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‘INFRASTRUCTURE CAN BE A GOOD INVESTMENT 
FOR A LOCAL GOVERNMENT FUND AS PART OF A
PORTFOLIO OF DIFFERENT TYPES OF INVESTMENTS’

The government’s aim to use pension 
funds to increase investment in key 
public-sector infrastructure projects is 
beginning to make serious progress, 
after 18 months of intensive dialogue 
between the Treasury and the pension 
fund sector.

Pension funds are seen by the 
Treasury as helping to fill the gap 
created by the reduction in use of  
the Private Finance Initiative (PFI), 

following substantial criticisms by 
the Public Accounts and Treasury 
select committees. 

The Pensions Infrastructure Platform 
(PIP) is being developed by the 
National Association of  Pension Funds, 
with the support of  the Treasury. It 
aims to raise £2bn for infrastructure 
investment and has so far obtained 
commitments of  £1bn through 
contributions from 10 pension funds. 
These include three local government 
pension funds, along with those of  
British Airways, BAE Systems, BT, 
Lloyds TSB and the railways.

The largest of  the public-sector 
schemes involved is the London 

Pension Fund Authority (LPFA). 
Its involvement marks a more 

aggressive approach to 
investment by the fund, 
following the appointment 
by the mayor of  London, 
Boris Johnson, of  
Edmund Truell 
as chairman last 

December. 
Truell is an 
experienced 

private-

sector pension fund manager, who 
founded the Pension Insurance 
Corporation. He says that the fund 
must reduce its holding of  low-interest-
rate gilts and find alternatives that 
provide returns better suited to 
the fund’s liabilities to overcome a 
potentially unsustainable deficit.

‘The LPFA is committed to meeting 
its liabilities for the long-term benefit 
of  pensioners and the PIP helps 

achieve that,’ says Truell. ‘We are 
delighted to be able to support this 
initiative while at the same time being 
confident that our funds will enjoy 
attractive, risk-mitigated returns.’

Reluctant to engage
When the appointment was made, 
Johnson stressed that the use of  the 
fund to increase investment in London 
infrastructure was a priority. However, 
the Treasury’s efforts to use pension 

funds to boost infrastructure investment 
have hit problems – in particular, 
because funds have been reluctant 
to engage in high-risk projects. 
This anxiety has been addressed 
by the PIP, which intends to invest 
in core infrastructure that is free of  
construction risk. Projects will be paid 
for on an availability basis, to avoid 
the funds being exposed to variable 
demand as economic activity fluctuates. 

PIP will be professionally managed, 
but with low fees (about 50 basis 
points) and low leverage. Target 
long-term returns are 2% to 5% over 
inflation. The National Association of  
Pension Funds says it welcomes 
investments of  all sizes from other 
pension funds.

Infrastructure can be an appropriate 
investment for pension funds, provided 
that there is not overexposure or too 
much risk involved, says John Wright, 
a partner and head of  public sector at 
Hymans Robertson, one of  the leading 
advisory firms to local government 
pension funds. 

‘Infrastructure can be a good 
investment for a local government fund 
as part of  a portfolio of  different types 

Pension power
The creation of the Pensions Infrastructure Platform heralds a new era in the way that 
pension funds are being accessed to support core public sector projects

The genesis of the Pensions Infrastructure Platform dates from chancellor 
George Osborne’s Autumn Statement 2011. It was then announced that 
the Treasury’s infrastructure finance team was ‘working with the pension 
industry to develop new routes to market for public- and private-sector 
pension schemes to invest in infrastructure’. It was hoped that this would lead 
eventually to £20bn of pension fund investments going into infrastructure 
projects, with the London Pension Fund Authority mentioned as a target to 
persuade into involvement. 

Since then, the National Association of  Pension Funds has been actively 
involved, with Treasury support, in getting the PIP under way and meeting 
the expressed anxieties of  pension funds that were reluctant to invest in 
infrastructure. Those concerns included anxiety about the level of  risk, a desire 
for government guarantees and unhappiness that the proposal was politically 
motivated and did not take due regard for the interests of  scheme beneficiaries. 

 *PIP: UNLOCKING POTENTIAL INVESTMENT
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of  investments,’ says Wright. ‘But 
there are some conditions to that. 
If  you look at the responsibilities of  
trustees, what they are bound to do 
is pick the assets most likely to meet 
the liabilities over the long run. Good 
practice means a mix of  assets.’

Funds should have some assets 
that are safe and secure, others that 
are high-growth and even some 
investment in private equity – often 
avoided by public-sector pension 
funds – provided that charges are 
transparent and reasonable, and 
management is efficient.

Finding a balance
However, adds Wright, there are 
different types of  infrastructure 
projects and these come with a 
variety of  risks attached – which 
is why the PIP has taken the 
controlled approach to risk 
required by pension funds. ‘It 
is important to find the right 
balance between risk and return,’ 
says Wright. ‘It is good to get some 
guarantees and certainties about 
returns in the long term. So it is 
important to find the right types of  
investments, not taking big bets on 
single projects.’

Until now, the lack of  a suitable 
investment vehicle that was geared 
to pension funds and not burdened 
by large charges was a barrier 
to pension fund investment in 
infrastructure. The establishment 
of  PIP overcomes this. The use of  
bonds by infrastructure projects is 
another approach being developed.

Increasing infrastructure 
investment is just one of  the reforms 
that Truell is overseeing. He is also 
determined to generate better 
economies of  scale through mergers 
with other pension funds, in 
particular within London. This 

might also 
increase the 
potential for 
infrastructure investment, by 
extending the spread of  risk.

Proposals for consolidation, are 
however, controversial, with many 
of  the 99 local government funds 
protective of  their independence and 
ability to make decisions based on 
locally determined objectives.

A spokesman for the Local 
Government Association says that 
there is no consensus about whether 

scheme mergers are a good idea. ‘We are 
necessarily a bit agnostic about this,’ he 
says. ‘There is a diversity of  views.’

Wright says that the objective of  
cutting costs can be achieved without 
losing local control. The benefits of  
scale include greater negotiating 
power, greater diversification of  
investments and access to more 
specialist resources – all achievable 
through greater collaboration, rather 
than necessarily full merger. 

‘Some people feel very strongly 
that local government pension funds 

are about localism, with a local 
investment approach,’ says 
Wright. He argues that 
collaboration can enable 
individual funds to decide 
their investment mix to meet 
locally determined investment 
and return objectives.

Whether or not to merge 
pension funds could now 
become a major political 
debate – as it already is in 
some countries. But whatever 
decisions are taken, they 
are likely to also involve 
an increased stake in the 
development of  the UK’s 
core infrastructure.

Paul Gosling, journalist
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House Price Index
2009 2010 2011 2012 2013

January 517.2 535.7 522.6 514.2 519.8
February 515.3 537.2 523.3 514.3
March 508.3 543.1 524.8 528.9
April 508.6 552.7 525.3 521.7
May 520.7 547.6 525.4 523.6
June 514.0 538.5 529.6 528.3
July 520.1 544.8 533.1 526.3
August 524.1 546.6 524.6 518.5
September 533.5 529.6 525.5 519.3
October 535.4 534.9 531.8 517.2
November 536.0 528.4 520.4 521.1
December 541.3 522.7 510.7 524.0
All Houses (January 1983 = 100) Source: Halifax 

April 2013
Figures compiled on 5 March 2013

Bank Base Rates

LIBOR

Mortgage Rates

Date Rate
7.8.97 7.00%
6.11.97 7.25%
4.6.98 7.50%
8.10.98 7.25%
5.11.98 6.75%
10.12.98 6.25%
7.1.99 6.00%
4.2.99 5.50%
8.4.99 5.25%
10.6.99 5.00%
8.9.99 5.25%
4.11.99 5.50%
13.1.00 5.75%
10.2.00 6.00%
8.2.01 5.75%
5.4.01 5.50%
10.5.01 5.25%
2.8.01 5.00%
18.9.01 4.75%
4.10.01 4.50%
8.11.01 4.00%
6.2.03 3.75%

Date Rate
10.7.03 3.50%
6.11.03 3.75%
5.2.04 4.00%
6.5.04 4.25%
10.6.04 4.50%
5.8.04 4.75%
4.8.05 4.50%
3.8.06 4.75%
9.11.06 5.00%
11.1.07 5.25%
10.5.07 5.50%
5.7.07 5.75%
6.12.07 5.50%
7.2.08 5.25%
10.4.08 5.00%
8.10.08 4.50%
6.11.08 3.00%
4.12.08 2.00%
8.1.09 1.50%
5.2.09 1.00%
5.3.09 0.50%

Date Rate
1.6.01 7.00%
1.9.01 6.75%
1.10.01 6.50%
1.11.01 6.25%
1.12.01 5.75%
1.3.03 5.65%
1.8.03 5.50%
1.12.03 5.75%
1.3.04 6.00%
1.6.04 6.25%
1.7.04 6.50%
1.9.04 6.75%
1.9.05 6.50%
1.9.06 6.75%

Date Rate
1.12.06 7.00%
1.2.07 7.25%
1.6.07 7.50%
1.8.07 7.75%
1.1.08 7.50%
1.3.08 7.25%
1.5.08 7.00%
1.11.08 6.50%
1.12.08 5.00%
1.1.09 4.75%
1.2.09 4.50%
1.3.09 4.00%
1.4.09 3.50%
4.1.11 3.99%

Existing Borrowers - Source: Halifax 

2010 2011 2012 2013
January 0.62% 0.77% 1.08% 0.51%
February 0.64% 0.80% 1.06% 0.51%
March 0.65% 0.82% 1.03%
April 0.68% 0.82% 1.01%
May 0.71% 0.83% 0.99%
June 0.73% 0.83% 0.90%
July 0.75% 0.83% 0.74%
August 0.73% 0.89% 0.68%
September 0.74% 0.95% 0.60%
October 0.74% 0.99% 0.53%
November 0.74% 1.04% 0.52%
December 0.76% 1.08% 0.52%
3 MONTH INTERBANK - closing rate on last day of month

Retail Prices Index
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

January 159.5 163.4 166.6 171.1 173.3 178.4 183.1 188.9 193.4 201.6 209.8 210.1 217.9 229.0 238.0 245.8
February 160.3 163.7 167.5 172.0 173.8 179.3 183.8 189.6 194.2 203.1 211.4 211.4 219.2 231.3 239.9
March 160.8 164.1 168.4 172.2 174.5 179.9 184.6 190.5 195.0 204.4 212.1 211.3 220.7 232.5 240.8
April 162.6 165.2 170.1 173.1 175.7 181.2 185.7 191.6 196.5 205.4 214.0 211.5 222.8 234.4 242.5
May 163.5 165.6 170.7 174.2 176.2 181.5 186.5 192.0 197.7 206.2 215.1 212.8 223.6 235.2 242.4
June 163.4 165.6 171.1 174.4 176.2 181.3 186.8 192.2 198.5 207.3 216.8 213.4 224.1 235.2 241.8
July 163.0 165.1 170.5 173.3 175.9 181.3 186.8 192.2 198.5 206.1 216.5 213.4 223.6 234.7 242.1
August 163.7 165.5 170.5 174.0 176.4 181.6 187.4 192.6 199.2 207.3 217.2 214.4 224.5 236.1 243.0
September 164.4 166.2 171.7 174.6 177.6 182.5 188.1 193.1 200.1 208.0 218.4 215.3 225.3 237.9 244.2
October 164.5 166.5 171.6 174.3 177.9 182.6 188.6 193.3 200.4 208.9 217.7 216.0 225.8 238.0 245.6
November 164.4 166.7 172.1 173.6 178.2 182.7 189.0 193.6 201.1 209.7 216.0 216.6 226.8 238.5 245.6
December 164.4 167.3 172.2 173.4 178.5 183.5 189.9 194.1 202.7 210.9 212.9 218.0 228.4 239.4 246.8
13th January 1987 = 100  Source: ONS

“OFFICIAL RATE”*
Effective Date Rate
6.3.99 6.25%
6.1.02 5.00%
6.4.07 6.25%
1.3.09 4.75%
6.4.10 4.00%

*Benefits in Kind: Loans to employees
earning £8,500+ - official rate of interest.
Official rate for loans in foreign currencies: Yen:
3.9% w.e.f. 6.6.94; Swiss F: 5.5% w.e.f. 6.7.94
(previously 5.7% w.e.f. 6.6.94).

INTEREST ON UNPAID / OVERPAID
INHERITANCE TAX

Effective Date Rate
27.1.09 1.00%/1.00%
24.3.09 0.00%/0.00%
29.9.09 3.00%/0.50%

INTEREST ON LATE PAID
INCOME TAX, CGT, STAMP DUTY

AND STAMP DUTY RESERVE
Effective Date Rate
6.12.08 5.50%
6.1.09 4.50%
27.1.09 3.50%
24.3.09 2.50%
29.9.09 3.00%

INTEREST ON OVERPAID
INCOME TAX, CGT, STAMP DUTY

AND STAMP DUTY RESERVE
Effective Date Rate
6.11.08 2.25%
6.12.08 1.50%
6.1.09 0.75%
27.1.09 0.00%
29.9.09 0.50%

MARCH DECEMBER
YEN US$ SFr € YEN US$ SFr €

2006 205 1.74 2.27 1.43 2006 233 1.96 2.39 1.48
2007 233 1.97 2.39 1.47 2007 222 1.99 2.25 1.36
2008 198 1.99 1.97 1.25 2008 130 1.44 1.53 1.04
2009 142 1.43 1.63 1.08 2009 150 1.61 1.67 1.13
2010 142 1.52 1.60 1.12 2010 127 1.57 1.46 1.17
2011 133 1.60 1.47 1.13 2011 120 1.55 1.45 1.20
2012 132 1.60 1.44 1.20 2012 139 1.62 1.48 1.23

Certificates of Tax Deposit
w.e.f. 6.3.09 w.e.f. 6.2.09 w.e.f. 9.1.09

up to £100K 0.00% (0.00%) 0.00% (0.00%) 0.00% (0.00%)
£100K+ 0-1 mth 0.00% (0.00%) 0.00% (0.00%) 0.00% (0.00%)
£100K+ 1-3 mth 0.75% (0.00%) 1.00% (0.50%) 1.50% (0.75%)
£100K+ 3-6 mth 0.75% (0.00%) 1.00% (0.50%) 1.25% (0.50%)
£100K+ 6-9 mth 0.75% (0.00%) 1.00% (0.50%) 1.25% (0.50%)
£100K+ 9-12 mth 0.75% (0.00%) 0.75% (0.25%) 1.25% (0.50%)
Encashment rates shown in brackets. Above rates are paid gross but are liable to tax. 

HM Revenue & Customs Rates

Data specially compiled for            by

% Annual Inflation
2008 2009 2010 2011 2012 2013

January 4.1% 0.1% 3.7% 5.1% 3.9% 3.3%
February 4.1% 0.0% 3.7% 5.5% 3.7%
March 3.8% -0.4% 4.4% 5.3% 3.6%
April 4.2% -1.2% 5.3% 5.2% 3.5%
May 4.3% -1.1% 5.1% 5.2% 3.1%
June 4.6% -1.6% 5.0% 5.0% 2.8%
July 5.0% -1.4% 4.8% 5.0% 3.2%
August 4.8% -1.3% 4.7% 5.2% 2.9%
September 5.0% -1.4% 4.6% 5.6% 2.6%
October 4.2% -0.8% 4.5% 5.4% 3.2%
November 3.0% 0.3% 4.7% 5.2% 3.0%
December 0.9% 2.4% 4.8% 4.8% 3.1%

Source: ONS

% Change Average Weekly Earnings
2008 2009 2010 2011 2012

January 3.6% -1.7% 0.6% 4.3% 0.1%
February 4.6% -5.7% 5.2% 1.0% 0.7%
March 4.8% -1.1% 6.6% 2.4% 0.9%
April 4.8% 1.7% 0.4% 2.5% 2.4%
May 4.2% 0.9% 1.1% 2.4% 1.8%
June 3.4% 1.1% 2.1% 3.4% 1.4%
July 3.2% 0.3% 1.8% 3.1% 1.6%
August 3.2% 0.3% 2.1% 2.1% 2.3%
September 2.8% 0.9% 2.3% 1.8% 1.8%
October 3.6% 0.7% 2.1% 2.1% 1.3%
November 2.3% 0.8% 2.1% 2.1% 1.3%
December 2.5% 0.7% 1.3% 2.0% 1.3%*
Whole GB economy unadjusted Figures include bonuses and arrears
*Provisional                                                                          Source: ONS

Exchange Rates on last working day

Source: Barclays

www.moneyfactsgroup.co.uk
The UK’s largest provider of savings and mortgage data

Tel: 01603 476 476

Late Payment of Commercial Debts
From              To Rate
1.7.11 31.12.11 8.50%
1.1.12 30.6.12 8.50%

The Late Payment of Commercial Debts (Interest) Act 1998
For contracts from 1.11.98 to 6.8.02 the rate applying is the Bank of England
Base Rate that was in place on the day the debt came overdue plus 8%.
The Late Payment of Commercial Debts (Interest) Regulations 2002
For contracts from 7.8.02 the rate is set for a six month period by taking the
Bank of England Base Rate on 30 June and 31 December and adding 8%.

Courts
ENGLISH COURTS
Judgment Debts: High Court (& w.e.f. 1.7.91 County Courts) 8% w.e.f.
1.4.93 (previously 15% w.e.f. 16.4.85).

Funds in Court: Special Rate (persons under disability) 0.5% w.e.f.
1.7.09 (previously 1.5% w.e.f. 1.6.09). Basic Rate (payment into court)
0.3% w.e.f. 1.7.09 (previously 1% w.e.f. 1.6.09).

Interest in Personal Injury cases: Future Earnings - none. Pain &
Suffering - 2%. Special Damages: same as “Special Rate” - see Funds
in Court above (½ Special Rate payable from date of accident to date
of judgment). 

Interest Rate on Confiscation Orders in Crown & Magistrates Courts:
same rate as applies to High Court Judgment Debts.

SCOTTISH COURTS
Decrees: Court of Session & Sheriff Courts 8% w.e.f. 1.4.93 (previously
15% w.e.f. 16.8.85).

NORTHERN IRISH COURTS
Judgment Debts: High Court: 8% w.e.f. 19.4.93 (previously 15% w.e.f.
2.9.85). County Court 8% w.e.f. 19.4.93 (previously 15% w.e.f. 19.5.85).
Interest on amounts awarded in Magistrate Courts 7% w.e.f. 3.9.84.

ADMINISTRATION OF ESTATES
England & Wales: Interest on General Legacies: 0.3% w.e.f. 1.7.09
(previously 1% 1.6.09). Interest on Statutory Legacies: 6% w.e.f.
1.10.83 (previously 7% w.e.f. 15.9.77).

From 1.10.10 the standard interest rate will be the BoE published
monthly avge mortgage interest rate. Can claim mortgage interest
on, up to £200,000  of the motgage. Waiting period 13 weeks.

Effective Date Rate
17.12.06 6.58%
18.2.07 6.83%
17.6.07 7.08%

Effective Date Rate
12.8.07 7.33%
13.1.08 7.08%
16.3.08 6.83%

Effective Date Rate
18.5.08 6.58%
16.11.08 6.08%
1.10.10 3.63%

Income Support Mortgage Rate

DATA PAGE

From              To Rate
1.7.12 31.12.12 8.50%
1.1.13 30.6.13 8.50%

the adviser’s portal

All rates and terms are subject to change without notice and should be checked before finalising any arrangement. No liability can be accepted for any direct or
consequential loss arising from the use of, or reliance upon, this information. Readers who are not financial professionals should seek expert advice.
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Q What does the role of lead 
cluster accountant involve? 
A It is an accounting 
governance role ensuring 
that all the legal entities and 
businesses within Siemens 
prepare accurate financial 
statements in accordance 
with Siemens group reporting 
requirements. The team 
covers the whole of  north-west 

Europe, which includes a number of  legal entities. 
Each lead cluster accountant has a portfolio 
of  entities and divisions. We provide monthly, 
quarterly and annual accounting governance 
activities to the businesses. We also coordinate 
external audits and prepare information for other 
key external stakeholders such as statutory 
accounts and quarterly disclosure reports. 

Q What’s it like to work for a business superbrand? 
A Siemens is an excellent company to work for. 
There is a great variety of  staff, who each bring 
vast amounts of  experience and knowledge 
together and help create a great culture. We 
operate in four very interesting and varied sectors 
– energy, healthcare, industry, and infrastructure/
cities – which are constantly changing. 

Q As an AAT, what made you choose ACCA? 
A I began my career working in practice as a college 
leaver, where I undertook the AAT qualification in 
order to gain a solid understanding of  accounting. 
I decided to continue my studies with ACCA as I 
believe it gives a good grounding to further your 
career. I was also attracted to the partnership 
between ACCA and Oxford Brookes University. 
This will allow me to work towards a degree to 
complement the experience I have already gained 
without incurring the large debt typically associated 
with university attendance. 

Q What are your career ambitions and how do you 
plan to achieve them? 
A I would like to progress to a senior position. I will 
achieve this by continuing to expand my knowledge 
of  accountancy and the commercial aspects of  
business while developing the soft skills that will 
allow me to manage a team. 

EXCEPTIONALS CAN MISLEAD 
Companies that report underlying 
earnings figures under International 
Financial Reporting Standards may 
misrepresent past and future earnings 
when they separate out exceptional 
items, warns Standard & Poor’s. A 
report – How Exceptional Accounting 
Items Can Create Misleading Earnings 
Metrics – argues that scrutinising 
exceptional items can give a 
clearer view of  performance. ‘The 
separation of  exceptional or special 
items that companies consider are 
one-off  or non-recurring can lead 
financial statement users to focus on 
subjective, adjusted profit measures, 
rather than on the unadjusted figures 
that the International Accounting 
Standards Board mandates 
companies to disclose,’ said S&P’s 
Sam Holland. Examination of  10 FTSE 
100 company reports led S&P to 
suggest that examples of  misleading 
accounting included treating recurring 
restructuring costs as a one-off  cost.

ACCOUNTABILITY KEY
Businesses need to recognise the 
benefits of  greater accountability in 
the post-crisis environment, an Ernst 
& Young report says. For the first time, 
major business opportunities now 
include leveraging corporate social 
responsibility and public confidence, 
notes Business Pulse: Top 10 risks 
and opportunities in 2013 and beyond. 
Gerard Gallagher, markets leader 
for EY’s advisory business, says that 
companies are increasingly being 
held accountable ‘by other relevant 
stakeholders, who especially through 
their use of  social media have become 
society’s new spokespeople’. 

The view from: 
Engineering: Scott Rodgers ACCA, 
lead cluster accountant, Siemens

49 Corporate The view 
from Scott Rodgers of 
Siemens; Specsavers’ 
shared services vision; 
business-sale tips for 
SMEs; managing the 
fi nancial impact of weather 
risk; how to make change 
projects yield up their 
benefi ts; ACCA conference 
tackles cybercrime 

39 Practice The view 
from Jonathan Simons of 
Grant Thornton UK; how 
Baker Tilly made it to the 
top table of international 
accountancy networks

45 Public sector The 
view from Peter Collings 
at COPFS; the Pensions 
Infrastructure Platform 
could transform core 
funding  

49Corporate
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In 2004, Dilesh Magdani, now head 
of finance at the shared services 
centre (SSC) of Specsavers, decided 
it was time to make the move away 
from accountancy-based roles to 
something ‘a little more outside my 
comfort zone’. So after five years as 
finance manager with National Grid, 
he became manager of the shared 
services centre of a large food group. 
Two weeks after he joined, the new 
centre went live – and nothing worked. 
‘It was the biggest learning curve 
of my career,’ he says with a smile, 
‘but also one of the best from an 
experience perspective. I certainly 
learned how not to set up a shared 
service centre.’ 

Four years later, with the centre now 
operating smoothly, Magdani moved 
on to a multinational travel group as 
head of  finance operations – only to 
find the company had just discovered a 
sizeable hole in its financial accounts. 
His role to set up an SSC and review 
the company’s outsourcing strategy 
had to be put on hold while they spent 
nine months working with PwC to get 
things back on track.

Eventful though these few years 
were, they proved invaluable experience 
at Specsavers, the world’s largest 
privately owned optical group, when 
Magdani joined the business in April 
2010.

Specsavers started life in the spare 
bedroom of  Doug and Dame Mary 
Perkins in 1984. The couple had moved 
to Guernsey after selling a small chain 
of  opticians in the West Country, but 
the opening up of  the sector in 1984, 
when opticians were allowed to 
advertise their services for the first 

time, proved too tempting to resist. The 
result was Specsavers. 

The group has 1,600 stores in 10 
countries run by ‘partners’ on a 
joint-venture basis; each store is a 
separate legal business but A shares 
are held by the partners, and an equal 
number of  B shares are held by the 
Specsavers group. The group now 
employs over 30,000 people. Turnover 
in the last financial year was £1.7bn.

The Specsavers group takes care of  
much of  the back-office finance for its 
partners in return for a management 
fee. The finance SSC deals with staff  
salaries and pensions, PAYE, VAT and 
other taxes, financial accounts and the 
payment of  suppliers for partners, who 
now number more than 2,000. Until 
2008 the finance team was based in 
Guernsey, but the now international 
company had, as Magdani puts it, 
‘outgrown the island’. Work began on 
setting up an SSC at a new site in 
Nottingham.

When Magdani joined the group, the 
SSC had a number of  areas that 
needed improving. He explains: ‘Many 
SSC setups experience a “them-and-
us” scenario with the rest of  the 
business, but teething issues and poor 
management style added to our lack  
of  acceptance and lack of  stakeholder 
buy-in. 

‘This led to failed relationships, 
unacceptable outputs and exceptionally 
low employee morale. Broken 
relationships made engagement and 
management difficult from the outset; 
attempts to transform the SSC were 
always going to be challenging.’

Magdani’s aim was to turn the SSC 
around using the company’s core 

The shared services 
vision at Specsavers
Continuing our series on fi nancial professionals at the heart of 
front-line projects and initiatives, Dilesh Magdani FCCA explains 
how he transformed a struggling shared services centre

The tips
*On culture: ‘Don’t reinvent the 
wheel – drive culture through your 
vision and values.’

*On people: ‘Create a supportive 
environment by focusing on people 
engagement and enablement.’

*On communication: ‘Introduce 
morning huddles, encourage your 
team to communicate and be open 
about continuous improvements.’

Corporate: The challenge50

asset: its people. He says he 
understood the importance of  ‘living 
the vision and values of  the company’ 
and using this as a guiding principle in 
managing the SSC. The Specsavers 
vision, he adds, is ‘consistently to 
exceed customer expectations every 
time’ and Specsavers’ values ‘revolve 
around treating people as we would 
like to be treated ourselves’. 

UK_YCORP_Specsavers.indd   50 13/03/2013   10:48



515151515151515151515151515151515151515151515151

achieved without the use of  
consultants.’ Magdani praises the 
creativity of  those involved and the 
collaborative approach between SSC 
leadership, customers, employees and 
the rest of  the business.

Last year, Magdani picked up 
two European Awards through the 

Shared Services and Outsourcing 
Network: Excellence in Culture 
Creation, and Excellence in People 
and Communication. His SSC was 
shortlisted for SSC of  the Year by 
the National Outsourcing Association, 
and the company was also 

The SSC was transformed by aligning 
its culture with the company’s values. 
Magdani recalls: ‘We relentlessly drove 
to improve our interfaces, output and 
performance by being down to earth, 
positive and grounded. We encouraged 
everyone to be positive and 
communicated clearer long-term 
strategies for the team. The result was 
improved employee motivation, as this 
style of  relationship engagement 
inspired the team to perform.’ 

Two years on, customer satisfaction 
has rocketed from 8% to 70%, 
employee engagement from 51% to 
76% and the perception that the SSC 
produces errors has fallen from 52%  
to 13%. 

Magdani says: ‘The SSC is clearly a 
happier place, and there is an obvious 
and vibrant buzz as you walk through 
the office. And all this has been 

‘THE SSC IS CLEARLY A HAPPIER PLACE, AND  
THERE IS AN OBVIOUS AND VIBRANT BUZZ 
AS YOU WALK THROUGH THE OFFICE’

shortlisted at this year’s Business 
Finance Awards. 

Magdani is clearly ambitious and 
doesn’t believe his work is done. As for 
the future, the sky seems the limit, as 
the business remains resolutely 
entrepreneurial; Specsavers is already 
the market leader in six of  the 

countries it operates in and is the 
largest provider of  home-delivery 
contact lenses in Europe. There is no 
danger, though, that the back office will 
be unable to keep up.

Liz Fisher, journalist
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Selling a business is something that 
few owners experience more than once 
or twice in their career. Whether it is 
done with a heavy heart or a spring in 
the step, it is important to understand 
the process once the decision has 
been made to sell. Inevitably, human 
frailty and emotional attachment will 
play a part. Clarity of thought and 
a clinical attention to the desired 
outcomes will be essential. Treating 
the process as a project with defined 
scope, programme and deliverables 
will smooth the journey. 

Selling your business
In the second of a three-part series looking at options for SMEs in the diffi cult economic 
climate, Steve Bailey and Steve Priddy look at how to sell your business successfully

Before a sale is concluded, but after 
discussions have reached a reasonable 
level of  interest and understanding, it 
is usual to put in place an ‘exclusivity 
agreement’. This will specify a period 
of  time to enable due diligence to take 
place. The length of  the exclusivity 
arrangement should be reasonable and 
allow for both sides to satisfy each 
other on the feasibility, implementation 
and conclusion of  the deal.

It would be naive to assume that 
existing advisers – accountants, 
bankers, business brokers and lawyers, 

among others – have the experience or 
skills to conclude a deal and, more 
importantly, ensure a smooth post-deal 
integration. Existing advisers will play a 
key part in the due-diligence phase but 
will not necessarily have the capability 
or desire to take on a pseudo-executive 
role in preparing ‘The Bible’. 

This is the multi-faceted collection of  
information and responses provided by 
the parties and their advisers in order 
to satisfy themselves of  the veracity, 
cost and value of  the deal before 
completing the transaction. Also 

Corporate52
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LAST MONTH: DO NOTHING, 
GROW OR SELL? PAGE 52
www.accaglobal.com/dragons1

LAST MONTH: DO NOTHING, LAST MONTH: DO NOTHING, 
GROW OR SELL? PAGE 52
www.accaglobal.com/dragons1

VALUATION OF THE BUSINESS IS NOT LIKELY TO BE 
SCIENTIFIC OR EVEN LOGICAL. NEGOTIATION AND 
JUSTIFICATION WILL BE THE ORDER OF THE DAY

included will be details of  warranties 
and retentions that are conditional to 
the deal. Vendors should consider 
using external skills before and during 
the due-diligence phase to avoid 
suffering from deal fatigue and to 
enable them to focus on continuing to 
run their business. 

Owners often overlook the creation 
and updating of  their own contracts of  
employment. They typically function as 
employees as well as directors and 
shareholders, and should put one in 
place before looking to sell a business. 

It is not unusual for an owner to create 
a contract that is tailored specifically 
to their personal circumstances, 
reflecting their responsibilities and 
historic commitment to the business. 
An acquirer will always require details 
of  these contracts. An owner is in a far 
stronger negotiating position with an 
acquirer when these terms are 
established and in place. 

Specific areas that should be 
considered include role, location, title, 
pension arrangements, benefit 
schemes (including family members), 
extended notice periods, annual leave, 
salary and commission schemes, 
dividend arrangements, home-working 
and car allowances. 

The buyer is likely to require the 
vendor and key staff  to make 
commitments regarding their future 
relationship to the business, non-
competition arrangements and the 
mitigation of  any potential conflicts 
of  interest. The length of  these 
commitments will be negotiable and 
will generally continue after an exit. 
This may be of  great significance to 
the parties depending upon their 
commercial considerations and 
personal aspirations.

Valuation of  the business is not 
likely to be scientific or even logical. 
Negotiation and justification will be the 
order of  the day. Most organisations 
have combinations of  valuation criteria 

which will potentially produce very 
different metrics. These may include 
EBITDA, annuity income, intellectual 
property, discounted cashflows, 
forward orders, a recognised brand 
and tangible asset values. 

An established business will have a 
higher value to an organisation looking 
to buy – rather than build – a business 
presence as solvency risk is 
diminished. Acquiring a competitor – 
to take it out of  the market or acquire 
its products and customer base – may 
warrant a higher valuation than can be 

justified using conventional techniques. 
This is also applicable where an 
acquisition is predicated upon 
acquiring skilled staff  and synergistic 
or complementary capabilities.

It is worth noting here that tax losses 
are effectively an asset of  the business 
and should be recognised as such. A 
rationale for arguing for a higher 
valuation will be based upon the 
efficiencies and synergies to be gained 
from a scalable and combined 
business, and the removal of  
duplicated functions. The latter point 
implies a plan for the elimination of  
such functions, and the associated 
termination costs.

Valuation is, however, only one side 
of  the coin. The timing of  payments 
and structure of  a deal will be critical 
to achieving a mutually successful 
outcome. Effective personal tax 
mitigation needs to be considered. It is 
sensible for the deal to consist of  
upfront payments with any earn-out 
occurring over an extended period 
based upon achievement of  agreed 

future criteria. Both sides will be 
required to make formal commitments 
to enable this to come to fruition. It is 
likely that unforeseen events will 
change the anticipated future 
outcomes, and the responses to them 
need to be agreed. These will include 
over- or under-achievement and 
voluntary or involuntary exits. Leaver 
clauses are a standard component of  
the sale and purchase agreement, and 
should be drafted with care.

A buyer will take steps to avoid 
taking on a risk or exposure that lies 
within the business that is being 
acquired. When these are identified, 
they will be quantified and often 
uplifted to provide additional 
contingency. Sums will then be held 
over and deducted from the anticipated 
purchase price using an ‘escrow’ 
account. The escrow arrangement 
will allow for the release of  withheld 
funds over an agreed fixed period 
as uncertainties are resolved or 
crystallised. Uncertainties may cover 
items such as outstanding debts, 
probable new sources of  income or 
pending legal actions.

A vendor will be well advised to 
identify, and if  possible to rectify, 
issues that will raise concerns for a 
buyer. Onerous leases, litigation, 
disputed debts, pension scheme 
shortfalls and dubious tax avoidance 
schemes are very typical examples of  
areas that are likely to generate a great 
deal of  negativity from a prospective 
buyer, consequently leading to a 
reduced payment to the vendor.

Borrowing and lending will also 
directly have an effect on the valuation 
of  an acquisition. By way of  example, 
an invoice factoring facility, loans to 
the business or an overdraft will be 
deducted from the settlement. These 
will be generally valued and calculated 
on the date of  the completion of  the 
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THE MOST OVERLOOKED ASPECT OF MERGERS AND 
ACQUISITIONS, WHETHER FROM THE SELLER’S OR 
BUYER’S PERSPECTIVE, IS POST-DEAL INTEGRATION

responsibility, and a great opportunity 
for career enhancement.

The most overlooked aspect of  
mergers and acquisitions, whether from 
the seller’s or buyer’s perspective, is 
post-deal integration. It is generally 
accepted that the vast majority of  
completed transactions fail to achieve 
the desired outcome for either or both 
of  the parties. This is due to factors 
such as the lack of  experienced focused 
resource within either the vendor or 
buyer, and in particular the absence of  
a comprehensive and properly funded 
integration plan. 

Steve Bailey FCCA is a director of 
Mergers, Acquisitions and Integration 
Ltd, and an ACCA Council member. 
Dr Steve Priddy FCCA is head of 
research at the London School of 
Business and Finance

DUE DILIGENCE
The investigation of  a business prior 
to a merger or takeover to uncover 
all materially relevant information. 
The costs of  the process, together 
with the extended time involved, 
unfamiliar scope, risk and general 
uncertainty, can be daunting.

DEAL FATIGUE
Negotiating the deal and the due 
diligence process can be prolonged 
and exhausting – which is where 
experienced advisers come into 
their own.

MAXIMISING VALUE
There are many ways of  increasing 
the value of  the deal to the vendor, 
often in ways that will be completely 
acceptable to the buyer.

THE VALUE GAP
Closing the gap between the gross 
value of  the deal and the net value 
received is fundamental – so, too, 
is the timing and construction 
of  the deal. This will often involve 
a joined-up consideration of  
the business, and the vendors’ 
personal tax and financial planning 
arrangements.

BUSINESS AS USUAL
It is critical to the vendor that the 
business continues to perform during 
the due-diligence period. Not all 
deals will close successfully – some 
will abort – and a stalled or damaged 
business will diminish owner value.

‘THE BIBLE’
The common term given to the 
collection of  data and the repository 
of  information and responses 
provided by the parties and their 
advisers.

POST-DEAL INTEGRATION
The most overlooked element of  
mergers and acquisitions. This is 
where the majority of  deals fail to 
achieve the desired outcome, for 
both or either of  the parties.

  *JARGON BUSTER

acquisition, or estimated and adjusted 
post-deal, using withheld funds.

The buyer will require the vendor 
to leave sufficient working capital in 
the business. The structure and value 
of  this will be subject to agreement 
between the parties and their 
advisers. Any shortfall or surplus in 
the working capital cash requirement 
– together with the settlement of  
directors’ loan accounts – will be 
adjusted in the distribution of  funds 
to the vendor at completion. 

Once the deal itself  is concluded, 
vendors have to accept that they no 
longer own their business – and that 
the transition to a different culture is 
not an easy thing to come to terms 
with. Some vendors will simply wish to 
exit at the earliest opportunity. Others 
may see it as a great opportunity to 
realise value, remove risk or onerous 
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That traditional British pastime – 
moaning about the weather – now has 
a financial dimension. The big freeze 
which gripped Britain in January may 
have brought gloom for some CFOs but 
it brought cheer to others.

During the two weeks that Britain 
was buried in snowdrifts, sales at 
Debenhams stores dropped by 10%, a 
flake or two more than the decline for 
the retail sector as a whole. A couple 
of  months later, the snow had melted 
– and so had a slice of  Debenhams’ 
profit. The company issued a profits 
warning, blaming the poor weather for 
the hit to its full-year margins.

The bad weather took a bite out of  
sales at the Domino’s pizza chain as 
well. During the worst two weeks of  
the freeze, 498 of  the business’s 
shops were closed at one time or 
another. Like-for-like sales in the first 
seven weeks of  2013 rose more slowly 
than the previous year. The markets 
didn’t like that and the Domino’s 
share price took a hit.

But while the Debenhams and 
Domino’s finance directors were 
frowning, Nick Luff, group finance 
director at Centrica, which is the 
parent company of  British Gas, may 
have had difficulty in suppressing a 
sly smile. Colder weather raised sales 
to domestic customers, boosting 
Centrica’s profits from domestic 
energy supply by 11% in 2012.

And it’s not just winter woes that 
affect a company’s bottom line. Poor 
summers – like the dismal one in 2012 
– can also hit a company where it most 
hurts. Last summer, companies as 
varied at Scottish drinks maker AG 
Barr, sports retailer JJB Sports and 
DIY group Kingfisher said the weather 
had affected their financial results.

So, in the future, should CFOs be 
looking as much at the weather 
forecast as at their spreadsheets? 
For every drop of  rain there is a 

Whatever the weather
CFOs often regard extreme weather events as acts of God. But while they cannot be 
controlled, it is possible to manage the fi nancial impact of weather risk more effectively

commensurate rise or fall in the 
demand and supply of  about 90% of  
the UK’s goods and services, says 
Jim Dale, founder of  British Weather 
Services, a company that provides 
meteorological advice to businesses.

But CFOs have not been that quick to 
take the weather into their calculations, 
Dale says. ‘Companies that monitor the 
weather to maximise their business 
opportunities have been on a slow 
rather than a fast train.’ But he adds: 
‘Weather and economics go together 
and anybody who doesn’t think that’s 
the case is living in cloud cuckoo land.’

Given the rise in extreme events 
caused by climate change, many CFOs 
should be taking a more urgent view 
of  the impact of  weather on business. 

The global impact of  extreme weather 
dwarves the effect of  almost every 
other single factor, including wars, 
famines and market crashes.

Dr Matt Huddleston, a principal 
consultant at the Met Office, says: 
‘Often businesses write off  weather 
impacts as unforeseeable acts of  God 
and let them hit the bottom line, share 
price and reserves of  capital.’

And it’s not just the weather in the 
UK that British CFOs have to worry 
about. Extreme weather conditions in 
other parts of  the world can force up 
the price of  basic commodities which 
companies rely on.

For example, last year’s Russian 
wheat harvest was below normal as a 
result of  a drought in some regions 
earlier in the year. World wheat prices 
rose as a result, affecting a wide range 
of  food businesses.

55

UK_YCORP_weather.indd   55 13/03/2013   14:10



Risk and opportunity
But just what can a CFO worried about 
the financial impact of  weather do? 
There are two main ways in which CFOs 
might want to think about the financial 
risk and opportunity. The first is simply 
by trying to forecast how weather in the 
near future might affect business.

The Met Office and some private-
sector firms specialise in providing 
tailored forecasts for business. 
‘Companies want different forecasts 
for different reasons,’ explains Dale. 
For example, organisers of  a large 
outside event may want a forecast 
which covers the next couple of  hours.

Logistics companies and 
supermarkets ask for colour-coded 
alerts which provide weather warnings 
for the next one to 10 days. Logistics 
businesses need to know if  adverse 
weather is likely to cause delivery 
problems. Supermarkets want the 
opportunity to flex their product ranges 
to take account of  weather-driven 
demand – more salad sales in hot 
weather, for example.

Fashion companies look for general 
forecasts for a month or even three 
months ahead so they can plan what 
clothing ranges to offer in their stores.

All this activity has some value but it 
can’t affect those longer-term weather 
threats to a business which lie beyond 
the forecasting horizon. And this raises 
the second key area which CFOs could 
consider – weather derivatives.

CFOs facing a decision about 
whether to hedge weather risk in their 
company should think about the 
question in four clear steps, says Dan 

Tomlinson, a managing director at 
Allianz Risk Transfer.

The first of  these steps is to explore 
how weather affects the company, he 
says. For example, a wind farm needs 
wind, a company selling sun-dried 
tomatoes needs sun. In each case, if  
there is not enough wind or sunshine, 
the ability to supply the product could 
be constrained.

If  not supply, then the weather could 
create a demand factor. During a 
miserable summer, fewer people buy 
ice-creams, while in a warm winter, 
gas suppliers see their revenues 
dropping away.

But even if  a company is not affected 
by these supply and demand factors, 
it could fall foul of  weather-related 
operational issues. Last year’s rainy 
summer was a bad season for music 
festivals – there’s only so much mud 
even the most dedicated festival-goer 
can take. And three years ago, logistics 
operator UK Mail issued a profits 
warning when snow-covered roads 
slowed down its Christmas deliveries.

Then there is a special kind of  
weather risk – when a company offers 
a weather-related guarantee for 
promotional or marketing reasons. 
Canadian company Bombardier offered 
customers a $1,000 rebate if  they 
didn’t get an agreed level of  snow on 
which to use their new snowmobiles.

The four risk factors – supply, 
demand, operational, promotional – 
provide a structured methodology 
which companies can use to decide 
how vulnerable their revenues are to 
weather risk, says Tomlinson.

Value of  the risk
The second step is to quantify the 
monetary value of  the risk, Tomlinson 
says. ‘When you know what the 
problem is, you can address the 
question of  how much it costs when 
the wrong things happen.’

 Tomlinson recommends initially 
making an estimate of  the costs or 
revenue shifts. He points out that a 
finance team can spend hours trying 
to refine the costs down to the last 
percentage point. ‘You can get very 
close very quickly and then decide 
whether to refine further,’ he says.

‘The key is to get a picture of  the 
order of  magnitude of  the problem, 
which will allow you then to make an 
educated decision about whether you 
want to hedge the risk or not.’

If  the CFO decides to hedge, then 
Tomlinson’s third decision step comes 
into play – how to structure the hedge. 
‘You must decide at what level you are 
prepared to self-protect by retaining 
risk and at what level you want to 
pass the risk to another organisation,’ 
he says. The guiding light is the 
organisation’s tolerance of  revenue 
change or cost risks.

‘If  you’ve got deep pockets, then 
maybe you want to hedge only against 
extreme events and bear the cost of  
less serious losses,’ says Tomlinson. 
‘If  you are more vulnerable to a volatile 
cashflow, consider hedging closer to 
your normal revenue flows.’ The hedge 
structure should also define when 
cashflows will, if  triggered, be paid.

The final step in Tomlinson’s 
approach is execution. ‘This is 

             *UNDER THE UMBRELLA: WEATHER RISK MANAGEMENT
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essentially defining the price, making 
sure that the price makes financial 
sense and, if  not, restructuring so that 
the new structure hits your price point.’

It is not possible to change the 
weather – at least, not yet. But it is 
possible to manage the financial 

impact of  weather risk more effectively.
The trouble is that not many CFOs 
separate out the financial impact of  
weather risk from other factors – 
except when they’re looking for a 
profits warning excuse.

‘It’s quite common that businesses 

don’t manage weather risk,’ says 
Huddleston. ‘But to manage weather 
risk is a huge opportunity. It can make 
companies more competitive and 
more resilient.’

Peter Bartram, journalist

             *UNDER THE UMBRELLA: WEATHER RISK MANAGEMENT
Jens Boening is president of the Weather Risk Management 
Association, a global organisation of some 40 companies 
offering specialist services.

A WRMA survey estimates the worldwide market for 
weather derivatives at $11.8bn.

Boening estimates that more than two-thirds of  weather 
derivative transactions, and also the majority of  the notional 
amount of  risk transferred, are temperature-based contracts. 
He says that rainfall, and especially wind-based contracts, 
have gained in importance and some market players confirm 
that approximately half  of  new enquiries are for rainfall, wind 
and other non-temperature weather parameters.

He says: ‘The energy and agricultural industries are the 
biggest users of  weather risk management products. Larger 
gas and electric utilities in North America and across the 
UK and continental Europe have used these instruments for 
more than a decade. 

‘I expect the weather market to grow continuously as more 
industries appreciate the huge volatility and unpredictability 
of  weather, and risk managers and finance directors 
become aware of  the availability of  a market to mitigate 
these risks.’ Boening points to evidence of  greater weather 
volatility in last year’s weather in Britain, such as the wettest 
April to June on record.

He says: ‘For many businesses across industries, the 
weather can have a huge impact on revenues and earnings, 

as well as costs. If  earnings volatility or the unpredictability 
of  costs are a concern, and these fluctuations are believed 
to be weather-dependent, it is paramount to explore the use 
of  weather risk management products.’

The weather derivatives market in its present form kicked 
off  in the mid-1990s and was, originally, largely the preserve 
of  big energy companies. But Boening points out that now it 
caters for all sizes of  firm. 

‘Clients range from individual farmers or outdoor event 
organisers to global multibillion energy utilities,’ he says. 
‘Innovative companies like Climate Corporation, CelsiusPro 
and eWeatherRisk have emerged over the years and they 
tend to focus on offering tailor-made solutions for small- 
and medium-sized enterprises.

‘The number of  players in the market has grown 
consistently and the products available have proven to be 
very relevant risk management instruments for corporations 
across many industries and continents. While the traded 
volumes and publicly available numbers of  transactions 
of  the secondary market might not have shown significant 
growth recently, the bilateral customised weather market 
definitely has.

‘Many players now realise that the weather market 
isn’t a traded market, but one where risks can 
be transferred between companies based on 
tailor-made structures.’
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With change a constant in business, 
few organisations are without at least 
one project to refashion, integrate 
or streamline their operations at 
any given time. But in just about 
every industry, many projects fail to 
keep their promises. Yet ensuring 
that they deliver their business 
benefits is neither a complicated 
nor an expensive process. And the 
finance function can play a key role 
in getting it right. 

Alongside the desire to introduce 
changes to the business there is a 
conflicting pressure to restrict costs 
and to ensure that the investment in 
the project delivers real value. Making 
this happen is not a skill that many 
businesses have developed with much 
success, although most undoubtedly 
have the expertise to do so.

Ensuring that the benefits promised 
are actually realised will certainly 
improve the return on the investment 
but is often overlooked in the rush to 
complete a project. Given its role, the 
finance team is well placed to 

champion the introduction of  the 
disciplines and the reporting required 
to hold executive sponsors to account 
and to improve the project delivery 
track record at minimal extra cost.  

All sectors have a patchy record of  
delivering the benefits they identify to 
justify investment in change projects. 
Moreover, many business cases fail 
to align the benefits to the corporate 
goals and are poorly defined. 

Start at the top
Business cases usually originate 
from within the business, from the 
bottom up, often with the result that 
most of  the proposals are initiated by 
the IT department. In more mature 
organisations, a top-down approach will 
be adopted, with the executive team 
identifying how the business needs to 
change to deliver the corporate goals. 
Specific areas of  the business can 
then be asked to propose how they will 
deliver the changes. Such an approach 
ensures the available resources and 
funding are focused on projects that 
are key to the organisation. 

Traditionally business cases are 
justified on financial criteria. Few 
organisations effectively identify 
non-financial benefits such as better 
service levels. This emphasis on the 
financial justification of  business cases 
ensures that the project focus remains 
on the return to shareholders. 

By contrast, benefits realisation 
management – a technique developed 
by the Office of  Government Commerce 
to support the delivery of  successful 
programmes – enables proposals with 
non-financial benefits to be considered, 
although that will have to be the 
subject of  a separate article.

As part of  the business case review 
the finance team can provide a 
valuable service by challenging the 
underlying assumptions and quality of  

the document. The sign-off  process 
should include a rigorous review and 
justification of  the benefits claimed. 
In many organisations, the finance 
function is uniquely placed to provide 
this challenge. Steve Parkinson, CEO of  
retirement and insurance solutions at 
IFDS Group, says: ‘Stakeholders should 
be naturally sceptical of  the benefits 
claimed in order to promote a debate 
on their likely delivery.’  

When planning the delivery of  a 
change programme, many project 
managers will focus on the tasks 
required to deliver the end goal – for 
example, a system implementation. 
This is likely to result in the majority 
of  the benefits being delivered late in 
the project lifecycle, often more than 
12 months into the future. 

Alternatively, the project plan can be 
developed with regular and frequent 
delivery of  benefits throughout the 
lifecycle of  the project. To encourage 
early delivery of  benefits, managers 
should question why tasks are being 
undertaken unless they can be shown 
to be building towards delivering a 
benefit. A key advantage of  this 
approach is the powerful message it 
communicates to stakeholders; regular 
and frequent benefit delivery will 
maintain support for the project across 
the stakeholder community.  

Vital signs
Throughout the life of  the change 
project, progress on delivering the 
benefits should be monitored and 
reported as part of  the project’s 
reporting governance. A report 
should also form part of  the regular 
management information prepared for 
senior stakeholders. Once again, the 
finance team can be influential, taking 
the lead to define the reporting with 
a set of  key performance indicators 
(KPIs) and providing the information to 

Healthy project payback
Organisational change requires huge funding and resources, but the benefi ts often fail to 
materialise. Paul Kennedy FCCA looks at how businesses can improve their delivery 

Every project starts with an 
expectation that key benefits will 
be delivered, but few organisations 
gain the payback they have been led 
to expect.

The irony is that more value from 
major change investments can be 
delivered by most businesses, 
usually at a small incremental cost. 

Ensuring the benefits are clearly 
defined in the business case and 
improving reporting by the finance 
team can greatly improve the 
outcome, raising the profile of  the 
finance business partners and 
increasing the likelihood of  
successful project delivery.

   *A LITTLE EXTRA
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ENSURING THAT THE BENEFITS PROMISED ARE 
ACTUALLY DELIVERED IS OFTEN OVERLOOKED IN 
THE RUSH TO COMPLETE A PROJECT

lost their way. The executive team 
will be provided with the relevant 
information to enable them to form an 
opinion about continued investment, 
enabling projects that are not 
delivering to be stopped.

Beyond the duration of  the project, 
once the project team is disbanded, 
there is the temptation to cease further 
reporting on benefit delivery, even 
though there may be considerable 
scope to deliver benefits as the 
changes are embedded into the 
business as usual environment. Rather 
than risk the benefits being lost it is 
therefore important to continue with 
reporting beyond the formal project 
lifecycle to ensure the executive 
sponsor is accountable for delivering 
the change and to avoid any cost or 
resource savings being reassigned 
elsewhere in the organisation.   

In a nutshell
Improving the return on investment in 
change initiatives is within the grasp 
of  every organisation and is a simple 
and cost-effective way of  delivering 
value for money and improving the 
performance of  the organisation. 

The changes to management 
disciplines and the additional 
reporting required are minimal. 
Every organisation already has the 
ability. The finance team can play 
a key role raising awareness of  
progress against the business case 
by refining the reporting focus. This 
will concentrate stakeholders and 
raise awareness of  the benefits for 
the business. 

Looking ahead, improving the benefit 
realisation capability will increase the 
effectiveness of  change initiatives 
and the likelihood of  achieving the 
corporate goals, with huge potential 
payback for the organisation. 

Paul Kennedy FCCA is a consultant who 
has led transformation programmes in 
financial services. Firstspring.co.uk

project sponsors and their peer group 
for review and challenge. 

Another chance to highlight progress 
is at project stage gateways, when 
additional reporting can compare 
progress against the promised benefits. 
Parkinson says: ‘Gateway reviews are 
a useful tool which can identify when a 
high proportion of  the benefits have 
been delivered with minimal cost outlay 
– for example, when 80% of  the 
promised benefits may have been 
delivered for 50% of  the total project 
costs. In this case the sponsor may 
decide not to continue the project, 
preferring to forgo the extra benefits 
and avoid the additional costs.’

Introducing KPIs to monitor the 
progress of  benefit delivery, along with 
a robust stage gateway review, will have 
the added advantage of  promoting 
debate about projects that may have 
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Cy Vance, Manhattan district 
attorney, addresses the audience

If asked to picture a crime scene, 
most people conjure up a vision of 
flashing police lights, splattered blood 
and barriers of plastic tape. But this 
image is behind the times, says Cy 
Vance, Manhattan district attorney. 
‘The crime scene of this century is 
the internet,’ he warned, speaking at 
an ACCA conference in New York at 
the end of February. ‘As the high-
tech and digital world becomes more 
sophisticated so do criminals who are 
using technology to take advantage of 
unsuspecting victims.’ 

Vance’s worry is borne out by a flurry 
of  data detailing a sharp rise in IT 
attacks. As many as 71 million people 
in the US suffered from cyber attacks – 
costing them around $21bn in damage 
– according to CNET.com. A study by 
Deloitte reported that costs related to 
cybercrime had climbed to nearly $6m 
a year on average for the companies 
they surveyed, while computer attacks 
on the US government had multiplied 
more than six-fold in recent years. And 
the US is far from alone. 

Across the globe, computer crooks 
have become a menace that companies 
ignore at their peril, according to a 
panel of  experts who spoke at the ACCA 
conference at Pace University in New 
York. The aim of  the gathering was to 
help companies work out how to protect 
themselves from this new generation of  
digital delinquents. But experts are also 
clear that businesses will need plenty 
of  help from government, law 
enforcement and universities. 

The greatest vulnerability, said ACCA 
chief  executive Helen Brand, is often 
among mid-sized companies. ‘Very 
large and complicated organisations 
at least have the resources to invest 
heavily in defending themselves,’ she 
argued. Meanwhile, smaller companies 
are less often targets and have small 
systems, so that any threat is easier to 

contain. The biggest challenge instead 
lies with the medium-sized companies, 
which can afford fewer IT specialists 
to protect them, yet make a tempting 
target for criminals. Closing this gap 
requires leadership from the very top 
of  an organisation, Brand said. This 
is not an issue that can be left solely 
to the technology team. 

One alluring but possibly deceptive 
short-cut for companies is cyber 
insurance. This is not the panacea it 
initially seems, said Kelly Bissell, a 
principal at Deloitte & Touche. ‘Cyber 
insurance is still in its infancy,’ he told 
the audience. Most policies will not 
fully cover the costs resulting from an 
IT breach. Worse still, if  the insurer can 
prove that the company neglected to 
institute proper measures to defend 
itself, they can refuse payment. So far, 
only around a fifth of  companies have 

bought specific insurance against cyber 
attacks, according to Zurich Insurance. 

Instead there is no substitute for 
taking more direct action. Many 
companies have not been sufficiently 
pro-active, according to recent surveys. 
One Harvard Business School Review 
found that, while three-quarters of  
respondents expressed concern about 
IT security, only 16% had designated a 
tech chief  to oversee cyber risks. Less 
than half  had increased their spending 
to protect against attacks.

The price of  apathy
Such neglect could cost companies 
dearly. ‘Criminals are looking for easy 
targets,’ argued Christopher Novak, who 
co-founded the investigative response 
unit for phone company Verizon. As a 
result, the least diligent companies can 
become a magnet to criminals. Merely 
meeting the standards set by regulators 
does not guarantee safety. Even 
companies that spend lavishly on 
top-quality software to defend their 
IT systems, Novak warns, often then 
neglect the basics, including the 
quality of  firewalls. This, he says, is 
much like a home owner installing a 
state-of-the-art alarm system only to 
leave their front door open.

It is also not sufficient just to be 
vigilant to outside threats. After all, 
a business’ own employees have the 
greatest access to information. That 
raises the challenge of  how to vet 
insiders with access to sensitive 
information. This is even a problem for 
the US government, which has elaborate 
mechanisms for checking out potential 
employees for security clearance. One 
ever more common stumbling block for 
individuals seeking security clearance is 
a poor credit score, which might make 
people financially strained and therefore 
tempted by the easy money offered 
by criminal activity. This raises the 

Taking on cyberspace’s delinquents
An ACCA conference in New York on cybercrime tackled the thorny topic of combating the 
global threat from digital delinquents, and why it is crucial to preserve the ‘crime scene’
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‘EVERY NEW WAY OF PAYING FOR SOMETHING IS
VULNERABLE. WE MUST IDENTIFY VULNERABILITIES 
BEFORE A NEW METHOD GOES TO MARKET’

(L to R): moderator Paul Mahon, assistant special agent in charge of the US Secret Service New York Field Office; Kelly Bissell of 
Deloitte & Touche; ACCA’s Helen Brand; Darren Hayes, CIS program chair at Pace University; Joseph D Leonard, officer at Technology 
Services Group, Federal Reserve Bank of New York; Christopher Novak of Verizon; and executive district attorney David Szuchman

possibility that companies too may 
need to probe more deeply into the 
background of  key staff. 

Suppliers are frequently another weak 
point in a company’s defences. ‘The 
bad guys may think it is too difficult to 
hack into a big company, so they will 
target a supplier,’ warned Bissell. Large 
businesses need to keep tabs on the 
quality of  security systems of  suppliers 
– demanding proof  that they are taking 
adequate precautions. This can be 
especially difficult when dealing with 
overseas contractors. A vast amount of  
company data is now stored in India 
and other developing countries, making 
them a prime target for assault. 

ACCA’s Global Economic Conditions 
Survey showed that the second-highest 
country worried about cybercrime 
was India. ‘If  you think about where 
information is being held, there is so 

much outsourcing to this kind of  
market that cyber legislation in the US 
will not be enough,’ said ACCA’s Brand.

Card fraud abounds
A key message from the conference was 
that companies need to be especially 
vigilant when devising methods of  
payment. For a start, financial 
institutions have been trying to 
reinforce the security of  existing forms, 
such as credit and debit cards. One 
great hope is the introduction of  
chip-and-pin technology for the US, a 
device already prevalent in the UK. This 
is a vulnerability that criminal gangs 
have been exploiting, taking stolen cards 
from Europe across the Atlantic. The 
US payment industry has aimed to plug 
this technological loophole by 2015. 

Still, most experts on the ACCA 
panel were sceptical that this target 

would be achieved. More importantly, 
experts doubt that this will do more 
than plugging one leak of  many. As one 
technology becomes more fortified, IT 
villains move on to the next one. That is 
a big problem, since payment methods 
are constantly evolving. Tech experts 
believe that consumers will increasingly 
move towards paying with cell phones. 

‘Every new way of  paying for 
something is vulnerable,’ warned 
Deloitte’s Bissell. ‘The criminals try to 
stay on the cutting edge. This means 
we need to identify the vulnerabilities 
before a new method goes to market.’ 
His accounting firm encourages clients 
to talk to them about new payment 
offerings before they go live.

Of  course, there is only a limited 
amount that companies can do alone 
to protect themselves. Wise ones will 
make full use of  law enforcement to 
help. The stigma associated with being 
the victim of  a cybercrime has meant 
many companies are wary of  admitting 
their security has been breached. An 
added worry is that calling in the police 
will be highly disruptive, with officers 
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‘WE WORK COLLABORATIVELY WITH COMPANIES… 
HOW [ELSE] DO WE GET THE HACKER SITTING 
IN BELARUS OR UKRAINE OR KAZAKHSTAN?’

Top: moderator Paul Mahon (left) of the 
US Secret Service New York Field Office 
makes a point while Kelly Bissell of 
Deloitte & Touche listens

Above: ACCA chief executive Helen 
Brand says the greatest vulnerability 
to cybercrime is often among mid-
sized companies

obliterate the evidence needed to 
prosecute the perpetrators. This can be 
equivalent to erasing all incriminating 
fingerprints and cleaning up all blood and 
fibre samples before the police arrive. 

In all nations, the police need to 
evolve as fast as the criminals. Law-
enforcement officials need to be trained, 
not only in technology, but also in 
the law and business. There are new 
procedures on how to ‘tag and bag’ 
evidence so that it can be used in court. 
Without such efforts it will be impossible 
to clamp down effectively on criminals 
and call them to account.

The international nature of  
cybercrime is another reason why 
government and law enforcement are 
essential in the fight. Tracking down 
and stopping IT bandits spread across 
the globe demands a concerted effort 
by states. The countries of  the former 
Soviet Union are a particular hotbed of  
criminality as there are large numbers 
of  well-educated IT professionals with 
few legitimate opportunities. 

This makes life hard for the police 
in rich countries since they do not 
generally have extradition treaties with 
these states and domestic criminal laws 
are weak or non-existent. ‘How do we 
get the hacker that is sitting in Belarus 
or Ukraine or Kazakhstan?’ asks 
Szuchman. At present, he complains, 
the only solution is to lure them to 
countries where they can be arrested. 

A longer-term solution would be for 
rich nations to sign treaties with other 
governments to enable raiders to be 
prosecuted, wherever they are. That 
would require a concerted diplomatic 

drive by governments in North America 
and Europe. Cyber villains are becoming 
more prevalent and sophisticated. Still, 
there is optimism that, if  companies 
and governments take the threat 
seriously, the tide can be turned. 

Christopher Alkan, journalist based 
in New York

ripping out servers and dragging them 
away to distant crime labs. 

Such fears are misguided, said David 
Szuchman, executive district attorney, 
chief  of  the investigation division at 
Manhattan District Attorney’s Office. 
‘We work collaboratively with companies,’ 
he pledged. That said, law-enforcement 
officials still have much work to do to 
fully get this message across. An 
unwillingness to alert the authorities can 
have disastrous results. One common 
problem is that companies wait too long 
before involving the authorities and in 
the meantime inexperienced IT staff  
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AUDIT 

PROCEDURES
The International Federation 
of  Accountants has 
produced a Guide to Practice 
Management for Small- and 
Medium-Sized Practices. 
This includes sections 
on strategic planning, 
managing staff, client 
relationship management 
and succession planning. 
Case studies are used to 
illustrate the concepts and 
example checklists and 
forms are also available. 
http://tiny.cc/lkymtw

FINANCIAL REPORTING

IFRS FOR SMES

The latest update on support 
made available by IFRS 
Foundation on IFRS for SMEs 
can be found at http://tiny.
cc/4mymtw and includes 
latest translations and 
educational material. Details 
on the UK’s FRS 102 can be 
found at www.accaglobal.
com/uk/members/technical

RELATED PARTIES
A new factsheet is available 
that provides guidance on 
the collection and disclosure 
of  related-party transactions 
within statutory financial 
statements. The factsheet 
considers the legislative 
requirements, accounting 
standards and contains 
example disclosures. 
www.accaglobal.com/uk/
members/technical

MICRO-ENTITIES
The short consultation 
has just closed on simpler 
financial reporting for 
micro-entities. It was 
issued on 27 February and 
closed on 22 March with a 
promise of  final proposals 
in spring 2013. It is part 
of  the long-running push 
by the Department for 
Business, Innovation and 
Skills (BIS) to implement 
the Micros Directive and 
to exempt micro-entities 
from certain financial 
reporting requirements. 
www.accaglobal.com/en/
technical-activities

TAX

ISLE OF MAN
The HMRC disclosure facility 
with the Isle of  Man is 
available until 30 September 
2016. The government 
signed an agreement – 
‘Manx Disclosure Facility’ 
– with the Isle of  Man to 
clamp down on offshore tax 
evasion. This provides a new 
disclosure opportunity for 
individuals and companies 
to settle unpaid UK tax 
liabilities. The key points are:

* the facility will be open to 
any taxpayer not already 
under investigation, who 
has or who had relevant 
property in the Isle of  
Man between April 1999 
and December 2013; 

* liabilities arising prior to 
April 1999 will not be 
taxable; 

* penalties for periods up 
to April 2009 will not 
exceed 10% and for later 
periods 40%; 

* time-to-pay arrangements 
for ‘hardship’ cases may 

be agreed by HMRC. 
www.hmrc.gov.uk/news/

lsle-of-man-disclosure.pdf

BAD DEBTS
HMRC has issued Notice 
700/18: Relief from VAT 
on Bad Debts. It provides 
guidance on claiming relief  
from VAT on bad debts 
incurred and repayment of  
VAT claimed which you have 
not been paid for.

The notice is effective now 
and replaces the December 
2002 edition, with examples 

reworked to reflect the 20% 
standard rate of  VAT. 

Details at www.accaglobal.
com/uk/members/technical

INSURANCE
HMRC has issued Notice 
701/36: Insurance, providing 
guidance on VAT liability of  
insurance transactions and 
other related services. It is 
effective now and replaces 
the May 2012 edition. It has 
been amended to reflect 
the treatment announced in 
Revenue and Customs Brief  
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The majority of the International Auditing and Assurance 
Standards Board’s (IAASB) 12-14 February meeting in 
Brussels was devoted to progressing IAASB’s priority 
Auditor Reporting project. Two drafting teams have been 
set up – one to focus on what will likely be a new 
International Standard on Auditing (ISA) to deal with 
auditor commentary, and the other to revise ISA 700; 
former ACCA president Brendan Murtagh is a member of 
the latter. Much work has been undertaken to develop 
criteria for determining the ‘key audit matters’ for listed 
companies, and work will now begin on developing 
illustrative examples. 

The IAASB continues to work to develop exposure drafts 
of  the revised Auditor Reporting standards for approval at 
its June meeting. It was briefed on the preliminary 
findings from the post-implementation review of  the 
clarified ISAs; a summary will be published following the 
June meeting and the steering committee will take these 
into account in developing its strategy and work plan for 
2015–2019 which will be exposed for public comment 
following the December meeting.

The proposed change to the International Ethics 
Standards Board for Accountants (IESBA) Code of  Ethics 
relating to the definition of  ‘the engagement team’ had 
been confirmed, so IAASB was able to approve changes to 
ISA 610 relating to applying to direct assistance, which 
come into effect for periods ending on, or after, 15 
December 2013

Any feedback from is very welcome – please email sue.
almond@accaglobal in the first instance. 

Sue Almond, ACCA technical director

 *IAASB MEETING HIGHLIGHTS

63

UK_T_update.indd   63 13/03/2013   14:11

http://tiny.cc/lkymtw
http://tiny.cc/4mymtw
http://www.accaglobal.com/uk/members/technical
http://www.accaglobal.com/uk/members/technical
http://www.accaglobal/com/en/technical-activities
http;//www.hmrc.gov.uk/news/isle-of-man-disclosure.pdf
http://www.accaglobal.com/uk/members/technical
mailto:sue.almond@accaglobal.com


The notice is effective now 
and replaces the June 2011 
edition. It has been amended 
to reflect Machine Games 
Duty (MGD) changes (see last 
month’s Accounting and 
Business). The following 
summary is in section 11.2, 
under ‘How do I work out the 
amount due?’ It states:

* ‘the takings from relevant 
machine games will be 
subject to VAT at the 
standard rate 

* where MGD is chargeable 
on the net takings from 
playing dutiable machine 
games, no VAT will be due 
as the supplies are 
exempt. The net takings 
constitute the value of  the 
exempt supplies

* where a machine offers 
taxable “relevant machine 
games” and other games 
or activities that are not 
taxable, the payments 
received should be directly 
attributed to each activity 

* where it is not feasible to 
attribute or apportion 
takings and winnings 
between relevant machine 
games and other games 
or activities then any 
attribution or 
apportionment should be 
done on a just and 
reasonable basis.’

Details at www.accaglobal.
com/uk/members/technical

CHARITIES ONLINE
From 22 April 2013 charities 
and Community Amateur 
Sports Clubs (CASCs) will 
be required to use HMRC’s 
charities online service to 
obtain repayment of  Gift 
Aid. The current R68(i) print-
and-post repayment form 
will be replaced by three 

options for making claims. 
HMRC describe these as:

Option one: claim using an 
online form
This option is best for those 
who normally file Gift Aid 
claims for fewer than 1,000 
donors. It can be used to 
submit details for up to 
1,000 Gift Aid donors by 
completing and attaching 
a spreadsheet to the online 
claim form. This has fields 
you must fill in and will 
automatically check that 
information has been entered 
in the correct format. 

Option two: claim through 
your own database
This option is for those who 
file Gift Aid claims for more 
than 1,000 donors, although 
it can be used to make 
smaller claims. Users will 
be able to send one claim 
per day directly from their 
own internal database or 
system, with details for up 
to 500,000 Gift Aid donors. 
Charities and CASCs wishing 
to use this system will 
either need to develop their 
own compatible software 
package or purchase a 
suitable package from a 
software provider. 

Option three: claim using a 
paper form
This option is for those 
who don’t have access to 
the internet. A new paper 
repayment claim form, 
called a ChR1, will replace 
all existing R68 claim forms 
and can be ordered from 
the HMRC Charities Helpline 
(0845 302 0203). You will 
then need to complete 
the form and return it by 

*

*

com/uk/members/technical

CHARITIES ONLINE
From 22 April 2013 charities 
and Community Amateur 
Sports Clubs (CASCs) will 
be required to use HMRC’s 
charities online service to 

 *ACCA BUDGET UPDATE

The Budget was due as Accounting and Business went 
to press; by the time you read this, ACCA will have a 
Budget update available which includes guides for you 
to take and use. Visit http://uk.accaglobal.com/uk/
members/technical/advice_support/tax/budget/

33/12. These changes are in 
paragraph 10.2 to 10.4.

Section 3 – ‘VAT and 
particular supplies of  
insurance’ – includes 
guidance on supplies by 
friendly societies, supplies 
by medical and welfare funds, 
supplies by protection and 
indemnity (P&I) clubs, funeral 
plans, vehicle breakdown 
services, guarantees and 
warranties, run-off  business 
and sale of  part-paid 
endowment policies.

Details at www.accaglobal.
com/uk/members/technical

CUSTOMS – CFSP
HMRC has issued 
Notice760: Customs Freight 

Simplified Procedures (CFSP). 
It explains HMRC’s view of  
the legislation, explains the 
purpose of  CFSP and takes 
businesses through the main 
principles: authorisation, 
accelerated removal/release, 
electronic reporting and 
audit. The notice is effective 
now and replaces the April 
2012 edition. 

Details at www.accaglobal.
com/uk/members/technical

GAMES DUTY
HMRC has issued Notice 
701/29: Betting, gaming 
and lotteries. It provides 
general guidance on how 
VAT applies to betting 
and gaming.
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post to HMRC. The form 
is designed so that HMRC 
can automatically scan the 
information into the new 
system and payments can 
be made more quickly. Old 
R68 forms or photocopies 
of  the ChR1 will not be 
accepted because the new 
system will not be able to 
scan the information.

There will be no limit to 
the number of  claims that 
can be submitted. 
Continuation sheets for the 
form can be requested so 
you can send in the details 
of  up to 90 Gift Aid donors 
with each individual claim.

DISTRIBUTIONS
HMRC has issued a guidance 
note that highlights its view 
on the tax treatment of  
payments as a result of  a 
capital reduction. Guidance 
on tax treatment of payments 
to individuals and other non-
corporates following share 
capital reduction starts by 
stating that the ‘guidance 
applies to payments from 
UK incorporated companies 
undertaking such reductions 
[payments received by 
individuals and other non-
corporates from reserves 
created following a share 
capital or share premium 
reduction] in accordance 
with UK company law. It also 
applies to payments from 
other UK resident companies 
that are incorporated 
outside the UK which 
have undertaken capital 
reductions in accordance 
with the company law of  
the company’s territory of  
incorporation.’ The guidance 
can be found at http://tiny.
cc/7h0rtw 

   *EUROPEAN UNION: IN, OUT OR A THIRD WAY? 

ACCA and the Institute of Export (IoE) will be holding the next Professionalism 
in International Trade events on the 17 April. These provide an opportunity to 
hear and share views on current export topics. The topics are European Union 
membership and international trade and will take place from 6pm to 7.30pm in 
north London, central London, Birmingham, Manchester, Nottingham, Glasgow, Belfast, 
Cardiff, Sheffield and Liverpool. You can expect a lively and practical debate.

The debate will consider the impact on trade for each of  the following 
standard positions:

* Would it be, as the Europhiles assert, a recipe for economic suicide, with a loss of  
influence and the creation of  a whole host of  potential barriers to trade?

* Could we go it alone and be better off  in the process? Norway and Switzerland both 
benefit from the single market in Europe without being part of  the EU, but a 
forthcoming, highly critical EU evaluation report on Norway opens the way for the EU 
to impose sanctions for the country’s failure to implement EU directives.

* Or is there a third way – a re-negotiation of  our relationship with the EU short of  
actually leaving the club – and would the rest of  the EU allow us to do this?
Details on how to register can be found at www.accaglobal.com/uk/members/technical

DOCUMENT SCANNING
Taxpayers’ affairs have 
been moved around, with 
several redistributions to 
larger offices. HMRC has 
also introduced scanning 
at certain offices. If  you 
don’t want risk having a 
document destroyed you 
should ask for its return. A 
recent note stated that ‘the 

original post is scanned 
onto the Caseflow system at 
Netherton and immediately 
checked that it is clearly 
scanned and complete 
with any attachments. The 
original item is then kept at 
Netherton for three months. 
The team in Netherton may 
contact you occasionally to 
check if  you want an original 

item returned, but original 
items such as passports will 
automatically be returned 
following scanning.’

ENGAGEMENT LETTERS
Suggested clauses to 
engagement letters, to take 
account of  the cash-basis 
option for self-employed 
individuals or partners 
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carrying on the smallest 
businesses from 2013/14, 
are available. They, together 
with a short business guide 
that explains the changes 
and limits, can be found at 
www.accaglobal.com/uk/
members/technical 

Also, practitioners 
providing payroll services to 
clients may wish to review 
their engagement letters. 
Technical factsheet 173, 
Engagement Letters for Tax 
Practitioners, has been 
updated for Appendix B6. 
Both this and the 
engagement letter CD 
changes can be found at at 
www.accaglobal.com/uk/
members/technical

PROPERTY SALES CAMPAIGN 
If  you have ever sold a 
residential property, other 
than your main home, in the 
UK or abroad, and not told 
HMRC about it, you may 
be liable to capital gains 
tax. This new campaign 
started in March 2013. 
Details at www.hmrc.gov.uk/
campaigns/news.htm. 

Please also refer to 
‘Changes to the taxation of  
UK property’ at www.
accaglobal.com/uk/
members/technical

TAX TREATIES
A number of  agreements, 
including ‘new’ country 
agreements, have come 
into force. You can find 
and check details of  the 
agreements at www.hmrc.
gov.uk/taxtreaties/news.htm

VAT RATES 
There have been a number 
of  changes across Europe. 
You can find details of  VAT 

rates across the European 
Union at www.accaglobal.
com/uk/members/technical

LAW AND REGULATION
TRUSTEE DUTIES 
The Charity Commission 
has brought together 
information and guidance 
into one document that 
aims to support trustees’ 
judgment and help their 
decision making. It’s your 
decision – guidance on 
decision making sets out 
the principles that should 
guide trustees when 
considering important 
decisions and assessing 
associated risks. 

The guide sets out 
conditions and principles 
– for example, that trustees 
must be able to show how 
they have: 

* acted within their powers, 
using the correct 
procedures 

* acted in good faith and 
only in the interests of  
the charity 

* adequately informed 
themselves 

* taken into account all 
relevant factors 

* disregarded any irrelevant 
factors 

* managed conflicts of  
interest 

* made decisions that are 
within the range of  
decisions that a 
reasonable trustee body 
would make. 

Visit www.charity
commission.gov.uk

FUNDING FOR LENDING
BBA and the banks have 
produced guidance on 
their funding approach. 
This details the current 

offerings from a number of  
banks and is available at 
www.accaglobal.com/uk/
members/technical

ONLINE BUSINESS
There are a number of  
online communities. 
One of  these is Barclays 
Connector, which helps 
business owners meet 
like-minded people, share 
experiences and find new 
customers. Launched last 
year, more than 4,000 
businesses have already 
joined, including some of  
our ACCA members.

Barclays Connector aims 
to help businesses:
1 find a project they can 

bid for, 
2 post a project they need 

doing, 
3 ask a question to solve a 

business challenge,
4 answer a question to help 

other members. 
Further details at www.

accaglobal.com/uk/
members/technical

BUSINESS NAMES
Business names 
requirements cause 
confusion, with different 
requirements and 
obligations depending on 
the type of  entity. Many 
are also confused by the 
fact that obligations for 
companies, partnerships 
and sole traders are all 
contained within the 
Companies Act. The 
government’s ‘Company 
and business names: Red 
Tape Challenge’ consultation 
looks at simplifying 
the requirements and 
provides reassurance, with 
paragraph 34 stating that 

if  ‘all statutory instruments 
were repealed there would 
still be protections afforded 
by primary legislation: 

* A name which is offensive 
or which could constitute 
an offence (eg, contains a 
swear/blasphemous/
racially offensive word) 
would be prohibited from 
being registered; 

* Approval would still be 
required for the use of  
a name which suggests 
a connection with 
government or a 
local authority; 

* All companies and 
businesses would still 
be required to indicate 
their company type or 
legal form (eg plc, ltd 
– unless they qualify for 
an exemption); 

* No business may be 
carried on in the UK 
under a name that gives 
so misleading an 
indication of  the nature 
of  its activities as to be 
likely to cause harm to 
the public; and 

* A new company could be 
required to change its 
name, following a 
complaint, if  it was too 
similar to another on 
the register.’ 

The consultation then 
goes on to look at ‘sensitive’ 
and ‘same-as’ words. It 
also lists the specified 
words and expressions 
applicable to sections 
55(1) and 1194(1) of  the 
2006 Act. It is open for 
comment until 22 May 
2013 and can be found at 
http://tiny.cc/x01rtw

You can also send your 
comments to ACCA at 
advisory@accaglobal.com

             *INTELLECTUAL PROPERTY
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Intellectual property (IP) 
comes in many forms. Quite 
often the tax and accounting 
treatment will be the simple 
question of is or can the 
item be recognised in 
the financial statements 
of the entity? However, 
there is a clear distinction 
between the tax treatment 
of incorporated and 
unincorporated entities. The 
tax regime clearly favours 
incorporated entities.

The most common types 
of  IP are:

* Patents

* Trademarks

* Copyright

* Registered designs

* databases

* Know-how
Some will be recognised in 

their own right while others 
may form part of  goodwill. 
Consideration must also be 
given to research and 
development and the 
specific tax incentives to 
encourage this activity.

R&D
Research and development 
(R&D) falls into three types 
(note that the definitions 
below are from UK generally 
accepted accounting 
principles (GAAP) rather 
than the wider definitions 
used in IAS:

             *INTELLECTUAL PROPERTY

Financial year commencing 1 April

2013
2014
2015
2016
2017 and beyond

Percentage of relevant profits eligible 
for 10% rate

60
70
80
90
100

Effective rate of corporation tax on 
relevant profits

14%
13%
12%
11%
10%

* Pure research – 
experimental work that 
seeks scientific knowledge 
for its own sake

* Applied research 
– original or critical 
investigation undertaken 
to gain new scientific or 
technological knowledge 
and directed towards a 
specific practical objective

* Development – the 
application of  scientific or 
technological knowledge 
to produce new or 
substantially improved 
products, materials or 
devices or services; also 
the installation of, or 
substantial improvement 
of, already installed new 
processes and systems 
prior to commencement 
or commercial production 
or application.

In addition to meeting the 
UK GAAP or international 
GAAP definitions, the 
expenditure must also fall 
within the special definitions 
set out in the 2004 BIS 
(formally DTI) guidelines. 
Tax relief  is very significant 
with an effective relief  of  
225% and no minimum 
spend from 1 April 2012.

Patent box
To be accepted for qualifying 
rights the qualifying 

development test (CTA2010 
S357B(4)) needs to be 
satisfied. The test is that a 
significant contribution has 
been made to either:

* the creation or 
development of  the 
patented invention or

* a product incorporating 
the patented invention.

To qualify as relevant IP 
income, it must come from 
at least one of  the following:

* Selling patented products 
– that is, sales of  the 
patented product or 
products incorporating 
the patented invention or 
bespoke spare parts

* Licensing out patent rights

* Selling patented rights

* Income arising from the 
infringement of  your 
patent rights, eg, 
damages awarded

* Income from use of  a 
patented manufacturing 
process

* Income from provision of  
a service reliant on a 
patented tool.

The tax treatment is 
advantageous with a 
headline rate of  corporation 
tax of  10%. The regime 
commences with effect 
from 1 April 2013, the 
favourable tax rate being 
phased in over a number of  
tax years. 

To calculate the 
corporation tax liability of  a 
company with relevant 
profits from the exploitation 
of  patents, one must first 
calculate the liability using 
normal corporation tax rates 
and then apply the Patent 
box deduction using the 
following formula:
RP x FY% x (MR – IPR) 

In the formula:

* RP is the profits of  a 
company’s trade relevant 
to patent box

* FY% is the appropriate 
percentage for each 
financial year

* MR is the main rate of  
corporation tax

* IPR is the reduced rate of  
10%

Trademarks, copyright, 
registered designs
Trademarks, copyright and 
registered designs can be 
registered with the 
Intellectual Property Office. 
The basic tax point is more 
often than not the granting 
of  a right and receipt of  
income – for example, 
royalties. The nature of  the 
receipt will decide on its 
treatment as capital or 
income. Acquisition follows 
the same treatment.

More at www.accaglobal.
com/uk/members/technical

MR
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The European Federation of 
Accountants (FEE) has recently 
published a paper entitled Combined 
and Carve-out Financial Statements: 
Analysis of Common Practices. It 
summarises common practices as well 
as the main issues and challenges in 
preparing combined and carve-out 
financial statements in compliance 
with International Financial Reporting 
Standards (IFRS). 

At present, IFRS does not have a 
specific standard governing the 
preparation of  combined and carve-out 
financial statements and none of  the 
existing IFRSs provides principles for 
their preparation. As a result, diverse 
practices in preparing such financial 
information have developed.  

Combined and carve-out
Carve-out financial statements are 
the separate financial statements of  
a business that are derived or ‘carved 
out’ from the financial statements of  
a larger entity. Combined financial 
statements are financial statements 
that present the historical financial 
information of  a number of  entities or 
parts of  entities that do not comprise a 
group for which consolidated financial 
statements can be prepared. 

For example, an economic activity 
may be carved out from a group into a 
separate entity to present the historical 
financial information for the activity for 
the purpose of  sale. Alternatively, a  
group may demerge a significant part 
of  its economic activities and may wish 

to present the historical financial 
information for its remaining economic 
activities to investors independently of  
the whole group.

Both consolidated and combined 
financial statements present historical 
financial information. The only 
significant difference between them is 
that consolidated financial statements 
require the consolidation of  the parent 
company and all its subsidiaries in 
accordance with IAS 27 and IFRS 10. 

In contrast, combined financial 
statements present the historical 
financial information of  an area of  
economic activities for which it is not 
possible to present consolidated 
financial statements because a full 
parent-subsidiary relationship does not 
exist among all component entities 
being combined. In many cases, it is 
not just entities but also portions of  
entities that are included in combined 
financial statements. 

A fundamental condition for preparing 
combined financial statements is there 
must be an element that has ‘bound’ 
the constituent elements together 
throughout the accounting period. 
Normally, the three main categories of  
what constitutes a binding element are: 
A There has been common control. 

B There has been common 
management. 

C There has been a common business. 
No accounting definition of  these 
transactions exists, and there is limited 
accounting guidance. Judgments may 
need to be made in many areas, with 
special attention paid to ensuring that 
all assets and liabilities of  the new 
business have been properly identified, 
together with the relevant costs. 

Under IFRS there are a number of  

definitions that may help in developing 
a definition of  the area of  economic 
activities in the context of  combined 
financial statements. 

The 2010 exposure draft issued by 
the International Accounting Standards 
Board (IASB) on the conceptual 
framework for financial reporting 
declares: ‘A reporting entity is an area 
of  economic activities whose financial 
information has the potential to be 
useful to existing and potential equity 
investors, lenders and other creditors 
who cannot directly obtain the 
information they need in making 
decisions about providing resources to 
the entity and in assessing whether 
management and the governing board 
of  that entity have made efficient and 
effective use of  the resources provided.’

GET VERIFIABLE CPD UNITS
Answer questions about this article online
Studying this article and answering the questions can count towards your verifi able CPD if you are 
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Additionally, IFRS 3, Business 
Combinations, defines ‘a business’. 
IFRS 5, Non-current Assets Held for Sale 
and Discontinued Operations, covers a 
component of  an entity. And IFRS 8, 
Operating Segments, defines an 
operating segment. 

The following key elements could 
define ‘area of  economic activities’ 
when derived from the definitions in 
the above IFRSs and conceptual 
framework exposure draft:
A The economic activities encompass 

a set of  assets and liabilities that 
can be clearly distinguished from 
those that are linked to other 
economic activities. 

B The economic activities of  such 
integrated set of  assets and 
liabilities were conducted, or could 
have been separately conducted, for 
the purpose of  providing a return in 
the form of  dividends, lower costs 
or other economic benefits. 

Based on that key principle of  
applying all requirements under 
IFRS, the principles of  consolidation 
accounting are applied when preparing 
combined financial statements. As 
a result, the entities and parts of  
entities within the area of  economic 
activities being reported on are after 
eliminating intercompany balances and 
transactions. As a principle, combined 
financial statements may include only 
income and expenses, assets and 
liabilities that are clearly identifiable. 

In the vast majority of  cases, the 
elements of  the financial statements 

above should be easily identifiable as 
belonging to the area of  economic 
activities for which combined financial 
statements are to be prepared. 
However, it may sometimes be 
necessary to allocate amounts as 
attributable to the area of  economic 
activities concerned where such 
amounts have historically not been 
allocated in such a way. 

Inadequate
In the vast majority of  cases, audited 
financial statements will have been 
prepared at the group level. However, 
the degree of  financial statement 
preparation for subsidiaries and 
divisions may vary. These financial 
statements are often inadequate 
and as a result the preparation of  a 
more comprehensive set of  financial 
statements is often required.

Usually, separate financial statements 
will not have been prepared for the 
results of  a company’s operations below 
the group level, so preparing combined 
financial statements for the first time 
can be difficult. 

In both combined and carve-out 
financial statements, there are key 
principles to bear in mind. Generally, 
the allocation of  finance costs should 
reflect the allocation historically used 
by the group concerned and the 
substance of  the group’s overall 
financing, Thus, if  the overall group 
has financed its operations with debt, 
then a portion of  the debt with accrued 
interest and a related finance expense 
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would be accounted for when preparing 
the financial statements.

The assets and liabilities should be 
recorded at fair value in accordance 
with acquisition accounting principles. 
However, determining which items 
should be included in the financial 
statements can be challenging. Assets 
may be attributed based on legal 
ownership, usage or through such 

arrangements as operating or lease 
agreements. There may also be 
problems when numerous divisions in 
an entity share the use of  an asset.

If  there is a change in accounting 
principle from previous practice, its 
nature should be disclosed and 
justified in the financial statements. 

Complexity can arise when 
considering how to allocate the cost of  
a defined benefit pension plan. If  a 
contractual agreement or adequate 
allocation policy exists that allocates 
the cost, this should be followed. If  
there is no contractual basis or policy 
for allocation, particularly in the 
situation of  an area of  economic 
activities being carved out of  a larger 
group, a solution could be to revert to 
a contributions basis of  accounting, 
which will result in the allocation of  the 
costs equal to the contribution of  the 

participants in the pension plan to the 
area of  economic activities.

A separate actuarial valuation for the 
projected obligation may be required 
and the asset transfer may have to be 
approved by the pensions regulator. If  
the carve-out entity’s operations are 
significant, the vendor may decide to 
terminate the pension plan and reflect 
this in its financial statements.

The allocation of  tax charges in 
preparing combined financial 
statements depends on whether the 
entities carrying out the economic 
activities for which the combined 
financial statements are to be prepared 
have filed separate tax returns or have 
their tax affairs dealt with as part of  a 
larger tax entity. If  separate tax returns 
do not exist, a basis for allocating 
overall tax charges must be determined. 

The accounting for income taxes in 
carve-out financial statements is 
difficult and normally a carve-out entity 
must create a tax liability provision as 
if  it were a separate entity.

Non-financial asset impairment 
allocations must be based on actual 
assets assigned, which may include 
goodwill. The asset grouping level at 
which impairment testing takes place 
is determined based on the structure 

of  the entity’s operations. IAS 33, 
Earnings Per Share, assumes a listed 
company with a share capital, which is 
the basis for calculating the earnings 
per share ratio. As this is not 
necessarily so in a combined or 
carve-out situation, such information 
does not have to be presented. 
However, earnings per share ratio can 
be determined on the basis of  the 
targeted structure for the purposes of  
an initial public offering (IPO). 

The key elements
Fundamental to understanding 
combined and carve-out financial 
statements is a description of  the 
basis on which they have been 
prepared. The key elements will be 
the purpose for which the combined 
financial statements are prepared, 
the entities or parts of  entities that 
comprise the area of  economic 
activities and the accounting policies 
and basis of  allocation applied, 
including the reason for applying them.

The combined or carve-out entity will 
need to assess materiality for its 
financial statements. Consideration 
should be given at the selling company 
level to immaterial misstatements that 
may be material to the carve-out entity 
and vice versa.

 
Graham Holt is an ACCA examiner, 
and associate dean and head of the 
accounting, finance and economics 
department at Manchester Metropolitan 
University Business School

IF THERE IS A CHANGE IN ACCOUNTING PRINCIPLE 
FROM PREVIOUS PRACTICE, ITS NATURE SHOULD 
BE DISCLOSED AND JUSTIFIED

CPD
units on the web

70 Technical

UK_INT_T_HoltCPD.indd   70 13/03/2013   10:45

http://www.accaglobal.com/abcpd


71

AB DIRECT
ACCA’s weekly e-bulletin 
for finance professionals.

All the latest news from the profession, 
international technical updates and tips 
to help ACCA members meet their CPD 
requirements... delivered to your inbox. 

To subscribe, go to 
www.accaglobal.com/subscribe

For further information please contact 

Eleni Perry
eleni.perry@accaglobal.com 

AB DIRECT
ACCA’s weekly e-bulletin 
for finance professionals.

All the latest news from the profession, 
international technical updates and tips 
to help ACCA members meet their CPD 
requirements... delivered to your inbox. 

To subscribe, go to 
www.accaglobal.com/subscribe

For further information please contact 

Eleni Perry
eleni.perry@accaglobal.com 
 

For further information please contact 
Glen Patterson
glen.patterson@accaglobal.com

-Directory_right_71.indd   19 13/03/2013   15:42

http://www.clarusglobal.com
http://www.emigrate-to-australia.co.uk
http://www.accacareers.com
http://www.accaglobal.com/subscribe
mailto:eleni.perry@accaglobal.com
http://www.accacareers.com
http://www.emigrate-to-australia.co.uk
http://www.accaglobal.com/subscribe


The value of economic value
In the last in his series on economic value, Dr Tony Grundy explores value-based 
management and offers four case studies illustrating its effectiveness

In this fifth and final article, we will 
summarise the key insights from the 
first four articles, go a little further 
into the cost of capital, and consider 
value-based planning processes, 
intangibles and interdependencies, 
dealing with uncertainty, the business 
case and stakeholders.

Key insights to date
There are many insights and lessons 
to be drawn from the first four articles 
in this series on economic value added 
(EVA). Eight of  the main ones are:

* Economic value has many 
advantages over conventional 
accounting profit as it is cashflow-
based, deals with these cashflows 
over time, and makes an adjustment 
for the cost of  capital. 

* The cost of  capital takes into 
account the time value of  money, 
inflation and risk.

* The value of  a business is based 
on intelligent cashflow projections 
based on the seven value drivers.

* Behind these value drivers are 
some deeper but equally important 
competitive drivers; if  these are 
not understood then the numbers 
are not really robust.

* Economic value is generated when 

there is alignment of  the business 
value system.

* We need to deep-dive below the 
business value system to carry out 
a more specific value and cost 
driver analysis.

* To estimate the value of  a key 
business decision (such as the 
coin-locked supermarket trolleys 
investigated in last month’s article), 
inventiveness is required to draw 
data in from a variety of  sources; 
this is often referred to as the 
‘hunt for value’.

* EVA is a very powerful process to 
be used alongside and in support 
of  strategic thinking.

In this final article, we will be focusing 
on a process called value-based 
management, which involves putting 

EVA at the centre of  corporate 
decision-making, planning, control 
and performance management. 
Underpinning value-based 
management is the premise that 
capital is not a free resource for the 
business – it has a cost and ‘economic 
rent’ to which we will now return. 

More on the cost of  capital
The first article in this EVA series 
looked at the weighted average cost of  

capital (WACC). For completeness, here 
we cover the calculation of  the cost 
of  equity. Calculating this involves the 
capital asset pricing model (CAPM). 

CAPM is based on an empirical 
investigation of  share price movements 
which discovered that share prices 
in particular industries tend to move 
up or down relative to the overall 
market according to some constant 
called, for want of  a better name, a 
beta. In addition, it was thought that 
the rate of  return on an equity included 
the risk-free rate (Rf), while Rm was the 
average return on the whole market.

These concepts were all related 
together as: 

* return on equity (Re) = Rf  + beta x 
(Rm – Rf)

Rm – Rf  is therefore the ‘risk premium’. 
So if  the risk-free rate is 3% and the 

return on the market is 8%, then the 
risk premium is 5% (8% minus 3%); 
if  the beta is 1.5 (a volatile stock) we 
have the following return on equity:

* Re = 3% + 1.5 (8% – 3%)

* Re = 3% + (1.5 x 5%)

* Re = 10.5%
A very important consequence of  this 
is that equity risk (or ‘systematic risk’) 
is already included in the equity cost 
of  capital. That means that we should 
not also be increasing the WACC for 
project-specific risk, which should be 
taken into the calculations purely 
through risk and sensitivity analysis – 
risk must not be double-counted.

Another consequence is that it is 
not the job of  managers to diversify 
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business risk – the shareholders are 
managing that in their portfolios. 

Obviously this is only a part of  the 
cost of  capital and one needs to factor 
in the cost of  debt after tax and the 
gearing to establish the WACC (see 
the second article in this series for 
how this works).

When doing the calculations, it is 
essential to stand back and ask ‘does 
the result make sense?’. Two MBA 
students recently came up with a 
WACC of  0.3% and 0.0% respectively; 
unless their home country is on 
another planet, those figures just 
have to be wrong – capital is never 
free nor almost free. 

 
Value-based management
Accounting profit is based on the 
accrual principle and focuses on 
optimising short-term profit. Value-
based management ranks accounting 
profit secondary to (or at best on a 
par with) the emphasis on cashflows 
adjusted for the cost of  capital. 

This treatment involves a very big 
shift in perspective as shown in the 

Value-based management

Cashflows can’t lie
Charged to get ‘economic profit’
Short-, medium- and long-term
The seven value drivers
Fundamental

Accounting profit

Profit-manipulated?
‘What’s that?’
Short-term
Revenues and costs
Relatively little

Measurement base
Cost of capital
Time scales
Economic variables
Competitive focus

box on this page. The profound set 
of  shifts involved means making 
far reaching changes to:

* financial planning and budgeting;

* strategic planning;

* how we think about marketing – 
optimising customer economic 
value (as in the case of  coin-locked 
supermarket trolleys that appeared 
in the previous article in this series);

* cost management and budgeting – 
cost reductions are never pursued 
in isolation from thinking how 
resources can best be used to 
add value to the business;

* change management – 
organisational change is never 
pursued in isolation but will have 
a full business case based on the 
impact on value and cost drivers; 

* brand valuation – the positive and 
negative effect of  investing in or 
damaging the brand on future 
cashflows is estimated;

* managing intangibles – besides 
brands, other major areas of  
investment where the economic 
benefits are not obviously 

measurable are still subjected 
to some sort of  broader-brush 
economic assessment which is 
founded on empirical analysis, 
such as learning and development, 
culture change, and so on;

* management processes – ruthlessly 
weeded out by focusing on whether 
the processes really add economic 
value or not;

* managing acquisitions – these 
very frequently end up destroying 
shareholder value for a number 
of  reasons, such as inadequate 
financial valuation of  pre- and 
post-acquisition strategies, the 
deal-making process, or during the 
often distracting and damaging 
process of  integration;

* performance management – it is 
imperative that with value-based 
management the performance of  
senior managers is recognised 
and rewarded based on economic 
measures as well as, or instead of, 
short-term accounting profit.

Four stories to illustrate the 
above points
Story 1: When BP once went through 
a profound exercise to shift its culture 
from hierarchical to empowered, 
some of  the key players in the culture 
change team asked me to see if  we 
could put an economic value on the 
culture change after the event. After 
getting an enormous headache over 
a period of  three days in trying to 
prove general efficiencies, I suggested 
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EXPLORING VALUE AND COST DRIVERS NOT ONLY
HELPS UNDERSTAND HOW EVA HAS BEEN CREATED
IN THE PAST, BUT HOW IT MIGHT BE IN THE FUTURE

taking a different tack. We drew up 
a list of  key business breakthroughs 
that would almost certainly never have 
happened without the culture-change 
project. These alone were worth around 
£500m (critical incident analysis). 
Subsequently BP went on – with much 
thanks to this programme – to become 
the world’s second-biggest oil company; 
the longer-term ‘emergent value’ from 
this ranking is in the billions. 

Story 2: Diageo, the global drinks 
business that purveys Guinness, 
Smirnoff, Malibu and many other spirit 
brands, also adopted value-based 
management as its core management 
process. Coincidentally I sowed the 

seed of  the idea in 1990 when I piloted 
the concept through my PhD research 
with some very senior finance people in 
the company who went on to become 
the change catalysts for value-based 
management there later in the decade. 
Around 2005 I worked with Diageo 
again to introduce the strategic option 
grid (see my earlier strategy series).

During that second encounter, the 
director of  global supply strategy was 
asked to go to South Africa in case the 
main board needed his input on some 
matters. He was very uncomfortable 

about this as he didn’t feel that it was 
likely to add value. Translating it into 
EVA language, he went back to the 
board and said he had really big 
concerns about whether it would really 
add value and that it was going to cost 
well over £6,000 with the travel and 
three days of  his time.

As a countersuggestion, he offered to 
attend by teleconference on a standby 
basis. When the appointed time came 
he just sat and watched the phone for 
a while – unsurprisingly, it never rang. 
This story highlights the very practical 
and everyday advantages of  using 
the concept of  EVA via value-based 
management and also how well it links 
with the strategic option grid.

Story 3: Last month’s article covered 
the business case for coin-locked 
trolleys, which break even just by 
reducing damage and loss; when other 
benefits are factored in, the economic 
value over cost ratios are so great that 
investing in them is a no-brainer.

Story 4: Applying similar principles 
to the economic value of  learning and 
development in the very challenging 
environment of  policing showed that 
the ratio of  value to cost was over 10 
for advanced interviewing techniques 

(such as in a murder investigation 
– the average murder costs £1m to 
investigate – and for personal arrest 
training). These studies were with 
West Midlands Police. I am hoping 
to work on valuing countermeasures 
to urban riots next!

An engine for EVA
Value-based management is the 
process for turning EVA into a practical 
reality. Fundamentally once you have 
got over the hurdle of  understanding 
the technicalities of  the cost of  capital 
and discounting, it’s all downhill. 
The really interesting side to this is 
exploring the value and cost drivers, 
not only to understand how EVA has 
been created in the past, but how it 
might be in the future and in new ways.

We have seen in this series diverse 
examples from Virgin Galactic, Tesco, 
Manchester United, Kellogg’s, Rolls-
Royce aero engines, supermarket 
trolleys, BP, Diageo and the police to 
give a flavour of  what can be done.

Dr Tony Grundy is an independent 
consultant and trainer, and lectures 
at Henley Business School 
www.tonygrundy.com 

CPD
units on the web

Next month, Tony Grundy starts a 
new series of articles looking at 
management model theories and 
strategies.

New management series
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The ACCA Regulatory Board 
provides independent oversight over 
ACCA’s disciplinary and regulatory 
arrangements. In 2012, it carried out 
a review of ACCA’s regulatory and 
disciplinary procedures to ensure they 
are fit for purpose, independent, fair, 
proportionate and in the public interest.

The board made a number of  
recommendations, including the 
introduction of  independent legal 
advisers into ACCA’s regulatory and 
disciplinary committees. This enhances 
the independence of  the lay-majority 
committees by moving the provision of  
legal and procedural advice to external 
legal advisers. Legal advisers were 
introduced into the regulatory and 
disciplinary committees from January.

Two of  the board’s recommendations, 
which represent a significant change to 
ACCA’s current regulatory and 
disciplinary arrangements, are in regard 
to publishing forthcoming hearings and 
the outcome of  committee decisions.

Naming the member, firm or 
student due to appear before 
a disciplinary or regulatory 
committee in the pre-hearing 
news release
It is ACCA’s current practice to an-
onymise all pre-hearing news releases. 
If  an enquiry is made as to whether a 
particular member is due to appear be-
fore a committee, that information will 
be given, but the general news release 
is anonymous.

Once the hearing has taken place, and 
only if  an adverse finding has been made 
against the member, the decision of  the 
committee is published naming the 
member. In exceptional circumstances, 
the decision is anonymised, but this is 
very rare. It applies only in situations 
where publication of  the name would 
lead to an unusual adverse impact upon 
the member or a third party, over and 

Publicity protocols change in 2014
ACCA’s Sundeep Takwani reports on the ACCA Regulatory Board’s recommendations 
concerning the publicising of disciplinary and regulatory hearings and their outcomes

above the adverse impacts which would 
flow naturally as a result of  named 
publication (for example, an unusual 
impact upon a person’s health or safety).  

ACCA carried out benchmarking on 
the board’s behalf  and it was noted that 
ACCA was the only regulator of  those 
benchmarked, including the Institute of  
Chartered Accountants in England and 
Wales and the UK’s Financial Reporting 
Council, that did not name the member 
in pre-hearing publicity. The board’s 
view is this position is no longer tenable 
and is one with which ACCA concurs.

Publicising orders of  the 
disciplinary and regulatory 
committees as soon as the 
public hearing has taken place
Currently, ACCA does not publish the 
decision of  a disciplinary and regula-
tory committee until the committee’s 
decision has become effective. This is 
normally after the appeal period has 
expired or at the conclusion of  the 
appeal process (except in cases where 
there is a continuing risk to the public 
and the committee has ordered that its 

decision is effective immediately).
The board is concerned that such 

delay, coupled with the anonymity of  
the pre-hearing publicity, can mean 
that members of  the public may be 
unaware of  the matter. The board 
therefore recommends that, where a 
hearing has been held in public, the 
decision made at that hearing should 
be published immediately, irrespective 
of  when the decision becomes effective. 
ACCA concurs with the board’s view.

The effect of  accepting the 
recommendation would be that the 
public would become aware of  a 
decision made against a member even 
though it might subsequently be 
overturned on appeal. Therefore, any 
news release would clearly indicate that 
the decision was subject to appeal. 

ACCA agrees with the board’s 
recommendations but they represent a 
significant change of  approach. The 
public interest is paramount in any 
regulatory and disciplinary system, and 
transparency is a cornerstone of  such a 
system. The UK Courts have recognised 
that a profession’s reputation, and 
therefore the reputation and interests of  
its members as a whole, outweighs the 
interests of  any one individual member. 
In addition, transparent disciplinary 
and regulatory arrangements enhance 
public trust and confidence in ACCA 
and the profession, particularly where 
the profession regulates itself. 

ACCA believes the changes proposed 
are necessary to enhance the 
transparency of  ACCA’s regulatory and 
disciplinary arrangements and ACCA’s 
reputation as a robust and reliable 
regulator. ACCA aims to introduce the 
new publicity protocols in 2014. If  you 
have any strong views on these proposed 
changes, please pass them on to me at 
sundeep.takwani@accaglobal.com.

Sundeep Takwani, director – regulation

above the adverse impacts which would 

decision is effective immediately).

delay, coupled with the anonymity of  
the pre-hearing publicity, can mean 
that members of  the public may be 
unaware of  the matter. The board 
therefore recommends that, where a 
hearing has been held in public, the 
decision made at that hearing should 
be published immediately, irrespective 
of  when the decision becomes effective. 
ACCA concurs with the board’s view.

recommendation would be that the 
public would become aware of  a 
decision made against a member even 
though it might subsequently be 
overturned on appeal. Therefore, any 
news release would clearly indicate that 
the decision was subject to appeal. 

78 ACCA

UK_INT_A_hearing.indd   78 13/03/2013   10:44



[ACCA UK runs an exciting programme of events, with high-profi le speakers and useful networking and CPD 
opportunities. You can fi nd more on any event by visiting uk.accaglobal.com/uk/members/events

EMPLOYMENT-BASED 
MEMBERS’ NETWORKS

CORPORATE

24 April, Wednesday
Managing Corporate Sector, 
London

INTERNAL AUDIT

23 April, Tuesday
The Prudential Regulation 
Authority’s Approach to 
Banking Supervision, London

To book, register at https://
events.accaglobal.com

REGIONAL MEMBERS’ 
NETWORKS AND
DISTRICT SOCIETIES

Check the websites given 
below for times and details.

ENGLAND

11 April, Thursday
How to Get the Most from 
ACCA as a Member, Croydon

15 April, Monday
Tax Discussion Group, 
Brentwood 

16 April, Tuesday
RTI, Bromley

17 April, Wednesday
Budget Review and Tax 
Update, Sheffield

17 April, Wednesday
Cloud Computing and 
Social Media in Business, 
Newcastle

17 April, Wednesday
Using your Personal Brand 
to Develop your Career, 
Birmingham 

17 April, Wednesday
Budget Update, Norwich

20 April, Saturday
Payroll, P11D, How is RTI 
Working? Auto Enrolment 
and Pensions, Liskeard

22 April, Monday
Tax and VAT Update, 
Milton Keynes

22 April, Monday
Access to Finance: Asset-
Based Lending and Invoice 
Finance, Manchester

23 April, Tuesday 
Social Media for Business 
Professionals: Why Bother?, 
Isle of  Man

23 April, Tuesday 
St George’s Day Breakfast, 
Hove

23 April, Tuesday 
Tax Update, Leicester

23 April, Tuesday 
Conflict Resolution, Liverpool

25 April, Thursday
The Business of  Wine, 
Nottingham

25 April, Thursday
Managing Difficult People, 
Cheltenham

30 April, Tuesday
Raising Business Finance 
and Crowdfunding, Brighouse

3 May, Friday
Business Lunch – Formula 
1: Success in the Fast Lane, 
Sheffield

8 May, Wednesday 
Mock Employment Tribunal, 
Rotherham

13 May, Monday
Accounting Standards 
Update, Cobham

15 May, Wedneday
Tax Investigations, Leeds

SCOTLAND

16 April, Tuesday
Reflections on the Budget, 
Edinburgh

23 April, Tuesday
The Bottom Line – How 
Leadership Has a Tangible 
Impact, Aberdeen

23 April, Tuesday
Perspectives on the 
Avoidance Versus Evasion 
Debate, Glasgow

To book visit www.accaglobal.
com/scotland/events

WALES

22 April, Monday 
Employment Tax Hot Topics, 
Carmarthen

22 April, Monday 
Tax Update, St Asaph

14 May, Tuesday
Financial Management – Hot 
Topics, Cardiff

To book visit www.accaglobal.
com/wales/events

PROFESSIONAL
COURSES

17 April, Wednesday
Spring Tax Update including 
the Budget 2013, London

19 April, Friday
Accounting Standards 
Update, East Kent 

20 April, Saturday
Saturday CPD Conference 
One, Manchester

22 April, Monday
Inspectors’ Powers and PAYE 
Investigations, London

23 April, Tuesday
Creating Compelling 
Business Cases, London

24 April, Wednesday
Financial Crime Update, Isle 
of  Man

26 April, Friday
Finance Bill 2013, London

27 April, Saturday
Saturday CPD Conference 
Two, Bristol

29 April, Monday
UK and EU VAT Update, 
London

1 May, Wednesday
Strategic Business Insights, 
London

10 May, Friday
Capital Allowances and 
Planning, London

13 May, Monday
Penalties and Reasonable 
Excuse, HMRC 
Investigations, London

To book any professional 
courses event, contact the 
team on 020 7059 5910 
or professionalcourses@
uk.accaglobal.com 

For a complete listing of  
all ACCA UK events visit 
uk.accaglobal.com/uk/
members/events
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There is no denying that attending 
face-to-face courses can help keep 
your knowledge up to date and 
provides lots of valuable networking 
opportunities. However, if you also 
factor in travel it’s probably one of the 
most expensive and time-consuming 
ways to keep your knowledge updated. 

Most of  us equate CPD with 
attending courses but this is not the 
case with ACCA CPD opportunities. 
ACCA can accommodate any learning 
so long as you can prove that it is 
relevant to your career. The learning 
opportunities described here all offer 
ways to meet your CPD requirements.

 
Accounting and Business
You can acquire verifiable CPD units 
by reading technical articles in this 
magazine. Don’t forget that features on 
soft skills and career development may 
be just as relevant for you and therefore 
just as applicable to your CPD.

MyDevelopment
E-learning can be an inexpensive way 
to learn and get CPD without the 
hassle. We’ve gathered courses from 
award-winning e-learning providers 

and negotiated exclusive discounts 
when you purchase training through 
MyDevelopment. Find the course or 
webinar that fits your needs by visiting 
www.accaglobal.com/cpd 

Podcasts and YouTube
Whether you are commuting
or jogging, at home or in your car,
podcasts and videos can be a great 
way to keep abreast of  developments 
in your sector. Look for podcasts 
online or through your mobile device’s 
catalogue – you’ll be surprised how 
much there is.

Coaching and mentoring
By acting as a coach or mentor, not 
only will you reap the benefits of  
working with junior colleagues, who 
will become more able, enthusiastic 
and ambitious as a result, but you’ll 
also develop the characteristics and 
behaviours required of  today’s rounded 
business professional. Examples of  
how you can gain CPD from coaching 
and mentoring include:

* researching for or preparing for a 
coaching session;

* conducting a coaching session – as 
long as this is new to you or you are 
attempting new techniques.

Consider becoming a 

workplace mentor – that way you’ll not 
only coach a younger colleague and get 
CPD but will also help them on their 
way to ACCA membership and do your 
bit for the accounting profession in 
general. 

BPP online courses
These exclusive BPP courses for 
ACCA members include audiovisual 
presentations, reports, podcasts 
and interactive modules. They cover 
auditing, business and finance, financial 
reporting and taxation, law, marketing, 
and operational and strategic 
management. For more, visit www.
bppprofessionaldevelopment.com/ACCA

Learning on the job or when 
you’re in a new role
You might think it doesn’t count but 
you learn a lot when you start a new 
role – new IT systems, new procedures 
at work, even your job induction can 
count towards your CPD. Many of  us 
keep learning as working practices 
evolve over time. Remember: if  it is 
relevant to your career and you can 
demonstrate this, then any learning 
can count towards your CPD.

The many routes to CPD success
The wide variety of CPD sources available to ACCA members means you don’t have to 
pay a premium – or fi nd the valuable time – for a classroom course if you don’t want to

 LOOKING FOR A NEW JOB?
www.accacareers.com/uk

80 ACCA

UK_INT_A_CPD.indd   80 13/03/2013   10:43

http://www.accacareers.com/uk


01  Martin Turner 
kicked off  a 

popular St David’s Day 
business breakfast on 
1 March with the 
welcome address

02  More than 200 
guests at the 

event heard about the 
BBC-led growth of  
creative industries in the 
principality

03  Sarah Hathaway presents Richard Pennycook 
with his Lifetime Achievement Award, with 

Michael Portillo and Kevin Reed in attendance

TARDIS TIPS
Over 200 guests at the ACCA 
Cymru Wales annual St David’s Day 
business breakfast last month heard 
the guest speaker explain the BBC 
Time Lord’s lessons for businesses 
in Wales.

Rhodri Talfan-Davies, the 
director of  BBC Cymru Wales, 
took as his theme the growth of  
creative industries in Wales and 
the opportunity to position Wales 
globally as a centre of  excellence 
for creative industries. He talked 
particularly about the impact of  the 
new BBC studios in Cardiff, where 
Doctor Who, Casualty and Merlin 
are produced not just for Welsh 
audiences but for audiences around 
the world. 

He also highlighted the importance 
of  developing and retaining local 
talent and the opportunities the 
studios have created alongside the 
launch of  a BBC apprentice scheme. 

The guests, from all sections of  
industry, were welcomed to the event 
by ACCA deputy president Martin 
Turner. 

Over £700 was raised at the 
event for charity Marie Curie’s Great 
Daffodil Appeal. 

THE WINNERS’ SHOW
ACCA presented Richard Pennycook, group FD of Morrisons, 
with a Lifetime Achievement Award at the inaugural Business 
Finance Awards last month.

Other big winners at the event, held at the Millennium Hotel 
Mayfair, London – and featuring broadcaster and former 
politician Michael Portillo – included ITV group FD Ian Griffiths, 
who picked up Blue Chip FD of  the Year, while LOCOG’s finance 
team won a Special Achievement Award for their magnificent 
efforts in tightly managing the budget of  the London Olympics.

 The event, hosted by Incisive Media publication Financial Director 
and supported by ACCA, proved a great success, with more than 
300 people attending. Dozens of  companies were represented, 
with 11 individual and team finance accolades presented.

 Kevin Reed, editor of  Financial Director and Accountancy Age, 
said: ‘I’m delighted at the amazing response we had for the 
awards from the business finance community.’

Sarah Hathaway, head of  ACCA UK, said: ‘I’m delighted at the 
success of  the event, and how the value of  accountants in 
business and the public sector was formally recognised. The 
quality of  the award winners was clear.’ 

More at www.financialdirector.co.uk
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THIS SPECIAL ISSUE AVAILABLE AT:
www.accaglobal.com/abcorporate

The challenges facing business leaders and the 
skillsets they now need from the finance function 
are highlighted in an Accounting and Business 
special edition, available online.

AB Corporate includes ‘hotseat’ viewpoints from 
finance chiefs at leading companies including Tata, 
Hong Kong Television Network, Standard Chartered 
Bank and China’s CNOOC Enertech. 

It also looks at how ACCA is working to meet those 
needs of  business leaders.

PwC International chairman Dennis Nally writes 
about the need for resilience in business, while 
HSBC chief  accounting officer Russell Picot looks 
at the business case for diversity. 

ACCA chief  executive Helen Brand offers a briefing 
on a new ACCA report, The complete finance 
professional, which makes it clear that breadth as 
well as depth of  knowledge is required in the 
modern accountancy profession. The report is based 
on an ACCA survey of  nearly 500 CFOs in the UK, 
Malaysia, Russia, China and the UAE. 

And there is a case study on how analytics have 
improved insights and decision-making at Accenture.

Get the special 
corporate issue
A special edition explores what 
business leaders really need from 
today’s fi nance professionals 

RECORD NUMBER OF FINALISTS
A record number of students around 
the world successfully completed their 
final ACCA exams in December 2012.

More than 7,200 students passed the 
exams, beating the previous record set 
in June 2012 and setting them on the 
next step to ACCA membership. In all, 
over 198,000 candidates took almost 
367,000 papers, with more than 60,000 
students sitting computer-based exams. 

Pass rates were in line with 
expectations, but ACCA will be looking 
at what it can do to assist students 
and learning providers so that more 
students can reach the standard in 
papers that have lower success rates.

Alan Hatfield, ACCA director – 
learning, said: ‘All students who have 
passed their exams deserve praise, 
particularly the 7,200 who completed 
their finals and demonstrated they have 
a comprehensive range of  skills and a 
full understanding of  the finance chain 
– in short, that they are the complete 
finance professionals that employers 
have stressed they need in a difficult 
economic environment.’

NEW FACES AT FORUM
New members have been appointed 
to the ACCA/IMA Accountants for 
Business Global Forum, which aims to 
bring direct insights and new thinking 
to the key challenges facing finance 
leaders and global finance functions. 

The new members are: Richard 
Aitken-Davies FCCA, independent 
chairman of  Electricity Pensions; Teuta 
Bakalli FCCA, CFO at Pepper Europe; 
Holger Lindner, CFO of  TÜV SÜD’s 
product services division; Jennifer Tan 
Yuen Chun FCCA, managing director of  
fixed business at Hutchison Telecoms 
Hong Kong; Neil MacLean FCCA, vice 
president for finance transformation at 
Capgemini Consulting; Oliver Colling 
FCCA, who leads Grant Thornton’s 
finance transformation team in the 
UK; Paul Mok FCCA, group financial 
controller at OOCL; Dr Solaiman 
Altwaijri, IMA board member and CEO 
of  Saudi Amiantit; and Raymond Jack, 
executive director – finance and 
operations at ACCA.

The forum is co-chaired by Eircom 
CFO Richard Moat FCCA and ACCA head 
of  corporate sector Jamie Lyon FCCA.
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VT Final Accounts is the popular Excel based

accounts production package from VT Software.

The latest version can be used to generate an

iXBRL accounts or tax computation file from 

any Excel workbook or from the pre-tagged

templates contained within the package. 

A large number of users of VT Final Accounts

have already successfully submitted iXBRL 

files to HMRC.

To download a free 60 day trial please 

visit www.vtsoftware.co.uk/ixbrl

VT
software

ONLY

££119999
+VAT
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