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A reminder that workplace pensions law has changed and you should act now.
The date the law applies to you depends on the size of your company, but to
give yourself time to prepare, visit The Pensions Regulator at tpr.gov.uk/actnow
where you’ll find out all you need to know.

Workplace pensions. We’re all in.
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Editor’s choice
As growing numbers of the rich and famous desert countries such as France and
the US in protest at high tax rates levelled on top earners, a dilemma faces nations
eager to prevent an ill-timed erosion of tax revenue. See page 20

CLOUDS OF MORAL OUTRAGE
Freezing temperatures at Davos didn’t stop David Cameron using
the World Economic Forum to turn up the heat on tax. The prime
minister’s pledge to fight ‘aggressive avoidance’ by companies with
their ‘army of clever accountants’ was followed by a harsh grilling
of Big Four tax chiefs by the Public Accounts Committee, notably its
chairman – a former PwC consultant – Margaret Hodge MP. Praising
their abilities, she lambasted them for working in areas that reduce
resources for schools, hospitals and society generally.
Cameron and Hodge’s barbs could be seen as unfair, especially from
those with the power to change tax legislation. But they are politically
expedient. Making tax avoidance a moral issue is making companies –
and their advisers – think twice about corporate tax structures, which
can only be good for government coffers. How much more moralising
business will stand is another question. Already Ernst & Young chief
Mark Otty has challenged the government to stop moralising and
change the law, while Diageo CEO Paul Walsh has slammed the
government for its ‘ambiguous’ tax laws in what he says has become
an overly emotional debate.
Easy to say, and with the GAAR (general anti-abuse rule) and
other moves, changes are indeed afoot. But tax is a complex area
to legislate, with national governments trying make rules for global
businesses. Not that this is an excuse for politicians to use clouds of
moral outrage to hide from their role in both creating and fixing our
labyrythine tax system.
With the debate still hot and both lawmakers and the taxman flexing
their muscles, those looking for the holy grail of certainty in their tax
affairs are unlikely to find it anytime soon.

Chris Quick, chris.quick@accaglobal.com

BLUE LIGHT
The Metropolitan
Police Service’s
director of
business support
provides the link
between finance
and operations
in a fast-moving
environment.
Page 16

SO LONG, CITY
UK locations
such as
Manchester,
Dundee and
Bournemouth are
luring financial
and professional
services away
from London.
Page 24

RESEARCH AND INSIGHTS APP

The new release of our app explores finance
function transformation, in particular shared
services and outsourcing. To download it, visit
www.accaglobal.com/riapp, or just search for
‘ACCA Insights’ in the iTunes App Store

BIG
AMBITIONS?

For your next
move, check out
www.accacareers.
com/uk
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News in pictures

01

Baker Tilly
warned amateur
cricket clubs not to get
hit for six in HMRC’s
campaign to target ‘off
the books’ payments
of ground staff and
overseas players

02

BlackBerry
shares jumped
15% following the
launch of the company’s
new Z10 touchscreen
handset, unveiled by
CEO Thorsten Heins

03

Pinewood
Shepperton,
home to James Bond
films, submitted plans
to double the size of
its Pinewood site to
compete with Hollywood

9

04

Oil companies
in North Dakota
are burning off enough
gas to power all the
homes in Chicago and
Washington combined,
a picture from space
revealed. The volume
of gas being flared off
in the US state, which
is leading the country’s
shale oil boom, rose
50% last year

05

South Korean
rapper Psy, whose
Gangnam Style video was
the first to break one
billion views on YouTube,
has now earned US$8m
in ad revenue

06

There was
speculation that
the UK might drop the
penny after Canada
withdrew its one cent
piece from circulation.
For more on the end of
cash, see February’s
Accounting and Business

07

More than
25,000 dogs will
be barking their way to
Crufts 2013. Despite the
downturn, UK pet owners
have cut down on treats
for themselves rather
than their animals, a
PFMA survey found

News in graphics
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ONLINE FILING HITS NEW HIGH

The submission of tax returns continues to migrate
online, and paper forms now account for just 17%
of the total received. Some 578,000 online forms
were sent in on 31 January, the final day for on-time
submission of returns for the 2011/12 tax year.

CORP TAX ONLY PART OF THE STORY

The annual Hundred Group study by PwC has
revealed that for every £1 paid by the UK’s biggest
companies in corporation tax in 2012, £2 was paid
in other taxes – almost twice as much as when the
survey began in 2005. The iceberg graphic shows
the 2012 breakdown of taxes borne by businesses,
while the lolly graphic shows how business
profitability compares with the total tax rate.
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TAXES BORNE BY UK’S BIGGEST COMPANIES

KEY
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25.2% Employers’ NIC
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PROFITABILITY IN LIGHT
OF THE TAXMAN’S BITE

2009

54.7%

61.3%
2012

2008

48.2%

2011

35.6%

2010

61.8%

THE HIGH PRICE OF LETTING GO

The cost of redundancy payments jumped by 9%
year on year to a record £4.9bn in the year to March
2012. Law firm EMW said payouts were being driven
up by redundancies in the public sector and by firms
dispensing with more experienced, better-paid staff.
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People in Trinidad
and Tobago are among
the most positive
in the world, and
Singaporeans some
of the least positive,
according to a recent
poll by Gallup.
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Global
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TAKING A DIP – GLOBAL CORPORATE TAX RATE

The global corporate tax rate average declined very slightly by 0.09% to 24.43% over the year,
according to the annual Corporate and Indirect Tax Rate Survey from KPMG International.
Many country budget proposals include corporate tax rate reductions in 2013, including the UK.

80% IRELAND

CEO CONCERNS

Only 36% of global CEOs
are ‘very confident’ of
their company’s growth
prospects in the next
12 months, according
to PwC’s 16th Annual
Global CEO Survey, which
polled 1,330 CEOs in 68
countries. That’s down
from 40% who were ‘very
confident’ of short-term
growth last year and 48%
in 2011, but still above
the lows of 31% and
21% in 2010 and 2009.
Volatile conditions top the
list of business threats,
but concerns vary by
where CEOs are located.
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News round-up

ACCOUNTANTS PAY RISES

Accountants’ salaries are rising faster
than average pay, according to analysis
by recruitment advisers Marks Sattin.
Average salaries for accountants last
year rose by 5%, from £60,788 to
£64,022, with bonuses rising to an
average £11,012. Bonuses exceeded
accountants’ expectations, at 17.2% of
salary, against their own predictions of
15%. Accountants’ pay has exceeded
inflation for three years in succession.
Meanwhile, the Financial Director Salary
Survey 2013 reveals that average
income for FTSE 100 FDs rose 4.2% to
£1.15m in 2011/12.

RTI CONFUSION

A mere 19% of small firms are
prepared for Real Time Information
(RTI), which goes live in April. Some
46% of small firms are completely
unaware of RTI and another 35% have
only vague knowledge of it, according
to research conducted for Crunch
Accounting, a payroll support service.
Steve Crouch, financial director at
Crunch Accounting, said: ‘These new
stats clearly show that despite HMRC’s
claims that their communications
campaign for RTI is on track, there’s
still not enough information from the
government about this huge change to
the payroll system.’

ACCOUNTANTS SCRUTINISED

Accountants are to be targeted by the
Crown Prosecution Service and HMRC
in new campaigns to tackle abusive tax
avoidance schemes. Keir Starmer, the
director of public prosecutions, said in
a speech that the CPS and HMRC are
extending the reach of criminal law to
cover ‘those who devise and operate
sophisticated schemes to abuse direct
tax regimes: dishonest tax avoidance
schemes’. The number of tax files to
be handled by the CPS will multiply
from 300 to 1,500 a year. In parallel,
HMRC is recruiting 100 inspectors
to focus on taxpayers whose annual
income is in excess of £150,000,
or with wealth above £1m, and in
particular those who habitually use tax
avoidance schemes.

AUDIT REPORT TO CHANGE

Auditors would have to disclose
greater information about the audit
and how they reach their judgments,
under proposals published by the
Financial Reporting Council (FRC). The
proposals would see audits move away
from being simple pass or fail views.
‘Such reports have increasingly been
criticised as being uninformative by
investors and other users of financial
statements,’ said Nick Land, chairman
of the FRC’s Audit and Assurance
Council. Auditor reports would need
to describe the risks of material
misstatement identified and how these
were assessed. More, page 35.

AUDITORS MUST TAKE LONG VIEW

Auditors’ going concern judgments
should be more rounded and take a
longer term view, suggests the Financial
Reporting Council (FRC) in its response
to Lord Sharman’s review. Threats
to a company’s business model and
capital adequacy should be assessed
over a period longer than one year,
says the FRC in proposals that are out
for consultation. Audit reports should
develop a high level of confidence
that solvency and liquidity risks can
be managed effectively and auditors
would be required to confirm they have
undertaken a robust going concern

assessment. Tony Cates, head of audit
at KPMG, cautioned that the revised
going concern judgment would create
a ‘high hurdle’, adding that it ‘will be
difficult for many companies to meet
what appears to be such a tough test’.

LEGAL PRIVILEGE FIGHT LOST

The Supreme Court has ruled that
accountants do not have the same legal
privilege as lawyers when providing
tax advice to clients. Advice given to
Prudential and its Gibraltar subsidiary
by PwC could not be withheld from
HMRC on the grounds that it was
protected by legal professional
privilege, the court decided. In a
majority decision, the court held
that only Parliament could extend
professional privilege to accountants.

PwC SUED OVER CATTLES AUDIT

PwC is being sued by creditors of
Cattles, a subprime lender that failed
to properly provide for bad debts and
consequently falsely reported trading
profits. PwC was Cattles’ auditor. Two
of the company’s directors have been
fined by the Financial Services Authority
(FSA). A spokesman for PwC said: ‘We
are disappointed that this claim has
been issued given the FSA’s censure
of the company for market abuse
as well as the FSA’s conclusion that
certain directors of Cattles plc were
found to have acted without integrity in
discharging their responsibilities. This
is an inflated and misguided claim and,
as we have made clear before, we will
vigorously defend our work.’

CUTTING DISCLOSURE OVERLOAD

There is overwhelming support for
reducing the size of company reports,
according to responses to a survey
conducted by the International
Accounting Standards Board. More
than 80% of respondents said that
improvements could be made to
the way that financial information is
disclosed. Most preparers said that
the primary problem is that disclosure
requirements are too extensive. But
many users said that preparers could
do more to improve the communication
of the most relevant information.
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Analysis
IT DOESN’T ADD UP

With experts urging a return to growth through better pricing, it looks like the days
of the bargain basement may be on the way out. But faced with a new breed of
discount-savvy customers, a different approach to pricing is required

P54

MORE ACCOUNTANTS NEEDED

The UK faces a shortfall of more
than 10,000 qualified accountants
by 2050 unless there is more focus
on workforce planning. According to
Randstad recruiting agency, this is just
part of a potential workforce shortfall
of 3.1 million skilled people. It argues
that the government must change
its policy on immigration controls to
encourage more migrants with relevant
skills. The projected skills deficit is the
result of an ageing population and a
shortage of young people to take the
place of workers who retire.

and corporate governance, and this will
require it to increase levy rates by 8.5%.

CONFIDENCE FALLS

There was a marginal fall in
business confidence among finance
professionals in the last quarter of
2012. The Global Economic Conditions
Survey of 1,994 finance professionals
was conducted for ACCA and the
Institute of Management Accountants
and is the world’s largest economic

EY CLEARED OVER LEHMAN AUDIT
No action is to be taken over Ernst
& Young’s audit of Lehman Brothers
in Europe, the Financial Reporting
Council (FRC) has decided. The audit
had been referred to the FRC after
the administrator reported that client
money had not been segregated and
safeguarded as required. The FRC
said: ‘The Executive Counsel has
decided that there is no realistic
prospect that a Tribunal would make
an adverse finding against EY in the
UK or members within that firm. The
investigation will therefore be closed
and no further action taken.’

INSIDER FRAUD RISES 40%

There has been a big increase in
insider fraud, reports the anti-fraud
agency Cifas, with a 43% rise in
frauds committed by staff in 2012
compared with 2011. The incidence of
employment fraud – such as failing to
declare previous convictions or lying
about qualifications – doubled. Theft
of money and of customer information
for personal misuse also increased. In
part the increase results from greater
investment in systems to detect and
prevent frauds.

PROFIT WARNINGS AT CRISIS PEAK
Profit warnings from UK-quoted
companies are at their highest since the
worst of the financial crisis, according
to analysis conducted by Ernst &
Young. There were 287 profit warnings
issued last year, including 86 in the
final quarter. The biggest increase was
among industrial manufacturers, while
the general retailing sector issued the
fewest profit warnings since 2002.

FRC PUBLISHES DRAFT PLAN

Six priority projects have been identified
by the Financial Reporting Council
(FRC) for its draft plan and budget for
2013/2014. Priorities are to deliver
more effective regulation, better
corporate reporting, better audit quality
and value, effective actuarial oversight
and better links to the economic and
market context. The FRC says that there
will be additional challenges to deal
with given the change environment in
accountancy, the actuarial profession

April. Whiting will also chair HMRC’s
audit and risk committee. He will
continue in his role as tax director of
the Office of Tax Simplification, but will
step down as tax policy director of the
Chartered Institute of Taxation. Whiting
was a tax partner at PwC for 25 years.
Volker Beckers and Norman Pickavance
were also appointed to the HMRC main
board: Beckers is group chief executive
of RWE Npower; Pickavance is a former
executive director of Morrisons.

survey of accountants. Some 43% of
respondents reported reduced levels of
business confidence, compared to 41%
in the third quarter. Only 19% reported
increased business confidence. There
was a slight improvement in business
confidence in the UK and the rest of
Western Europe.

BDO WINS RSM TENON AUDIT

PwC has been replaced by BDO as
auditor of RSM Tenon, following a
competitive tender process.
PwC said: ‘We’ve been proud to work
for the company and wish it every
success for the future.’ BDO declined
to comment. RSM Tenon also declined
to comment beyond its statement to
the London Stock Exchange, reporting
that it had changed auditors.

WHITING TAKES HMRC ROLE

John Whiting has been appointed a
non-executive director of HMRC from

AUTONOMY INVESTIGATED

Software group Autonomy’s
financial reporting from 2009 to
June 2011 is to be investigated by
the Financial Reporting Council
(FRC). HP bought Autonomy in
2011, subsequently alleging
‘serious accounting improprieties,
disclosure failures and outright
misrepresentations’ prior to
acquisition. A spokeswoman for
Autonomy’s former directors
said: ‘We are fully confident in the
financial reporting of the company
and look forward to the opportunity
to demonstrate this to the FRC.’
Autonomy’s former auditor Deloitte
said it would ‘co-operate fully’ with
the investigation and added that it
‘had no knowledge of any accounting
improprieties or misrepresentations in
Autonomy’s financial statements’.
Compiled by Paul Gosling, journalist
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Politics

HODGE CHALLENGES BIG FOUR

PETROS FASSOULAS
EU BUDGET AGREEMENT

On 8 February 2013 the European
Council reached agreement on the
next EU budget. The 28 member
state block will have a maximum of
€908.4bn for the next seven years.
The next financial package will be
about 3.7% less than the current
one (2007–14).
The reduction was seen by some
as a necessary reflection of austerity
measures adopted by members
states, but was criticised by others
as a missed opportunity for a
continent in need of investment.
British prime minister David
Cameron said the EU budget is a
'good deal for Britain', adding that 'it
shows that, working with our allies, it
is possible to take real steps towards
reform for the European Union'.
European Commission president
José Manuel Barosso said: 'The
levels agreed… are below what the
Commission considers desirable,
given the challenge of promoting
growth and jobs across the EU'.
The package will now be presented
to the European Parliament, whose
consent is necessary in order to
get the deal agreed and ready for
implementation in January 2014.
Petros Fassoulas is head of public
affairs and policy, Europe, at ACCA

The Big Four firms have been told by
the chair of the House of Commons
Public Accounts Committee, Margaret
Hodge, that they are too close to
government. She suggested they
should perhaps be barred from doing
work for the public sector if they
continue to provide tax advice. The
comments were made during a tense
session of the committee in which
senior tax partners at the Big Four
gave evidence and were subjected to
tough questioning about the morality
of devising tax avoidance schemes.
‘What depresses me is that you could
contribute so much to society and the
public good and you all choose to focus
on an area that reduces the resources
available for us to build schools,
hospitals and transport infrastructure,’
said Hodge. See The remedy in their
hands, page 34.

OTTY URGES, ‘STOP MORALISING’

Politicians should quit moralising about
tax avoidance and change the law if
they are unhappy that corporations
do not pay more. The comments were
made by Ernst & Young managing
partner for Europe, Middle East and
Africa Mark Otty in an interview with
the Daily Telegraph. ‘The only way you
can resolve this issue is through a legal
code,’ he said. ‘I don’t see how you can
have any assessment on payments of
tax other than what is in the statute.
The simplest solution is to stop banging
on about morality and change the law.’

ACCA DOUBTS GAAR BENEFITS

Existing tax laws catch genuinely
abusive behaviour, ACCA told the
House of Lords Economic Affairs
Committee. A General Anti-Abuse Rule
(GAAR) is therefore unnecessary and
likely to create additional uncertainty
for businesses and individuals. What is
often termed ‘tax avoidance’ is merely
operating at the perimeters of tax law,
which the introduction of GAAR would

not capture, added ACCA. Chas RoyChowdhury, ACCA’s head of tax, said:
‘If the government feels businesses
are not paying enough tax, anti-abuse
measures are not the way to go about
rectifying that. A fundamental review of
the tax system is needed.’

TOBIN TAX ‘TO GENERATE €30BN’

The Financial Transactions Tax is
expected to generate between €30bn
and €35bn annually, European
Commission officials have calculated.
Only 11 of the eurozone nations
are likely to implement the tax on
transactions within the eurozone,
though there are suggestions that
attempts will be made to also impose
the tax on euro denominated trades
outside of the eurozone. Were all 27 EU
member states to implement the tax, it
is estimated it would generate €57bn a
year in additional tax revenues.

BANKING STANDARDS COMMISSION

In a written submission, ACCA told
the Parliamentary Commission on
Banking Standards’ panel on tax,
audit and accounting that the failure
of management, rather than the tax
system itself, is to blame for excessive
leverage in banks. In respect of
imposing a special tax regime on
banks, Chas Roy-Chowdhury, head
of taxation at ACCA, commented on
the submission: ‘We do not think it is
appropriate to think of using the system
as a tool for imposing specific cultural
or moral frameworks on particular
types of businesses.’ The commission
also heard from representatives of
the Big Four firms who said that the
introduction of different or separate
accounting standards for banks would
promote the existence of ‘shadow
banks’ operating under less severe
requirements. However, the firms said
they would welcome stronger rules to
prevent any accounting firm providing
both auditing and consulting services to
the same bank. See Fault lines, page 32.
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Interview

RAPID RESPONSE

As director of business support for the Metropolitan Police, Karim Mahamdallie has found
himself dealing with anything from tsunamis and bombing campaigns to the Olympics

F

rom his office window
Karim Mahamdallie has an
impressive, far-reaching view
out across London. In some
ways, it serves as a reminder of
the extent of his responsibilities as
director of business support of the
UK’s largest police service.
But as the link man between finance
and operational senior management
across the Metropolitan Police
Service, the ACCA member appears
undaunted about the responsibility
that comes with supporting operational
management in looking after a £3.6bn
revenue budget – a budget that provides
safety and security for a population of
eight million Londoners, together with
millions more visitors and commuters.
However, with the responsibility
comes the incredible variety one would
expect from such a role, one that
provides both challenges and rewards.
‘One day I could be dealing with
a major police operation, the next it
could be a complex procurement,’
he says. ‘No one day is the same,
but having acquired a great deal
of knowledge and experience, both
technical in terms of the ACCA
Qualification and also working closely
with “the business”, I am able to
manage these things. It’s hard work,
but it is also good fun.’
Mahamdallie joined the Met in 2003,
having worked with Thames Water for
the previous 24 years. ‘I thoroughly
enjoyed it, but I wanted a new
challenge, and the first advertisement
I saw was for finance lead accountant
with the Met. It sounded very
interesting, plus I had already been
part of a public service, albeit a private
company, at Thames Water,’ he recalls.

He adds that he had been
classmates with a former deputy
assistant commissioner at the Met. ‘I
occasionally met up with him and he
would talk about his experiences in
the Met, which made it sound like an
interesting place to work.’
His first position was as lead
accountant for the resources
directorate, providing management
accountancy and support to a range of
support services in the Met. But it was
after a move the following year to the
specialist operations unit, including the
counter-terrorism group, when he was
faced with his first big challenges.

Tsunami response
The first came when the assistant
commissioner – specialist operations
asked him to lead the financial
support for the Met’s response to the
devastating tsunami in South-East
Asia on Boxing Day 2004. ‘The Foreign
Office asked us to provide support to
the Thai police – I was involved in the
financial side of mobilising the police
response to the tsunami, where at
the time there were around 200 UK
nationals listed as missing.’ The work
evolved into part of an international
response. ‘As part of that process I
was seconded to Interpol, working
closely with operational officers and
the Foreign Office to help set up the
UK policing operation in Thailand to
assist in areas such as tracing missing
persons and identifying the victims.’
Based on this experience,
Mahamdallie and his operational
colleagues were able to write a detailed
report for Interpol on the lessons learnt
and how international cooperation
could be mobilised to respond to

The tips
*

‘Flexibility is vitally important.
You never know from day to day what
is going to happen. I might have my
day planned out, but this is the Met –
it is 24/7 and anything can happen. I
need to be able to mobilise my teams
to support whatever is going on,
meaning you have to have effective
business processes in place.’

*

‘Through having a very close
working relationship with the senior
management and operational teams,
we have been able to build up trust,
so if we do have to “push back” we
give our reasons. We are respected
for that and we work together.’

*

‘Having an understanding of the
police business is really important
– you can’t do finance in a vacuum.
That is why we have people out
alongside the units; we were doing
business partnering long before
it became fashionable.’
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The CV
2007

Becomes director of business
support (finance services) at
Metropolitan Police Service
(MPS), responsible for over 300
people supporting the main
business groups of the MPS,
including specialist operations,
specialist crimes and operations,
territorial policing and a number of
support directorates.

2004

After joining specialist operations
team as lead accountant (which
included counter-terrorism), invited
to be finance lead to support the
MPS response to the tsunami in
South-East Asia and subsequently
the London bombings in 2005.

2003

Joins Metropolitan Police Service
as lead accountant in the resources
and HR team.

1992

Gains ACCA Qualification.

1989

Part of team that privatised Thames
Water.

1978

Joins Thames Water to work in a
variety of finance roles

similar incidents in the future. A
key aspect of this was transparency
– there was a need to capture the
costs of the operation, both in the
UK and in Thailand, before seeking
reimbursement from the government:
‘I was the single point of contact in
terms of gathering all the financial
information, which was then presented

‘IT WAS THE BIGGEST POLICE OPERATION IN THE 184
YEARS OF THE MET, BUT WE WERE ABLE TO DRAW ON
THE EXPERIENCE OF PREVIOUS MAJOR OPERATIONS’
to the Foreign Office, Home Office and
HM Treasury,’ Mahamdallie explains.
‘We didn’t have funding for this kind of
operation, so we needed to make sure
there was transparency around what we
were spending and demonstrate value
for money, because we were seeking
reimbursement for those additional
costs.’ His efforts did not go unnoticed
and resulted in a commendation.
These lessons were then put to
the test very soon afterwards in the
immediate aftermath of the London
bombings on 7 July 2005. ‘I learnt
an awful lot about policing in an
emergency situation and the depth
of dedication and expertise of the
police officers. Maintaining that level
of professionalism at times of great
stress is something that the Met is
absolutely fantastic at,’ he recalls.
After the bombings, there was much
work done to further increase the
capability and capacity of the police’s

counter-terrorism response, including
closer working relationships across
the police services and with other
government agencies. This involved
negotiations with the Home Office and
Treasury for funding to support this
new approach.
Of course, the day before the
bombings, London had been celebrating
the news that it would be the host city
for the 2012 Olympic and Paralympic
Games. With the increased threat of
terrorism, the Met was required to plan
for what would turn out to be the UK’s
largest peacetime police operation.
‘From a policing perspective, one of
the overriding criteria for success was
to make sure that we policed a safe
and secure Games that passed without
any major incident. And the Met can
look back and say that we achieved
that,’ Mahamdallie says. ‘All credit
goes to the frontline officers that were
policing the games, but they can’t do
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their jobs effectively unless they have
all the necessary support.’
The finance services team was
involved in the planning process from
day one, putting in place business
plans, negotiating with the Home Office
around funding to support the security
effort, as well as monitoring that
expenditure. ‘We had to demonstrate
what we needed, why we needed it and
when we needed it,’ Mahamdallie says.
‘It was the biggest police operation
in the 184 years of the Met, but we
were able to draw on the experience of
previous major operations in terms of
finance and business processes.’

Value for money
And this was all while the Met was still
carrying out its ‘day job’. But the day
job also costs money, which is in short
supply at the moment. Mahamdallie
does not duck from the need to
ensure that the Met is providing a
value-for-money service – by 2015/16,
the Met will be expected to trim its
budget by 20% (£500m), which is, as
Mahamdallie observes, the equivalent
of a major police service elsewhere in
the UK. ‘Our challenge is how do we

become more efficient, more effective,
more responsive against the backdrop
of a reducing budget,’ he says.
This requires the finance team to
work very closely with the ‘business’,
understanding its needs and working
closely with budget holders to make
sure they use their budgets effectively
in support of the policing priorities.
It sounds simple but, as Mahamdallie
points out, a great deal of hard work
goes into the process. ‘The finance
function needs to make sure it provides
an excellent service that meets external
benchmarks, so that budget holders
get the right information at the right
time, allowing them to make the right
decisions.’ Finance itself is not immune
to these challenges, and Mahamdallie
will be expected to deliver these
services with a reducing headcount.
‘There’s always room to improve,
and even if we didn’t have the budget
challenge, as a finance department
we would continue along the path
of improving our processes and our
business delivery, because money
spent on the finance department has to
support frontline operations.’
Mahamdallie has spent his working
life in finance, but it very nearly didn’t
turn out that way. His school had close
links with the Royal Navy, and a career
at sea was beckoning. But before he
joined up, he met up with an uncle who
was studying accountancy and, as his
parents were also keen for him to have
a profession, he looked into training
with an accountancy firm. Indeed, he
was offered articles with a practice,
but instead opted to join the finance
department of Thames Water. That
was in 1978, and during the next 24
years, he helped take the company
from being a state-run utility to a listed
company through privatisation in the
late 1980s. He was then involved in
a number of international bids that
required due diligence work.
Away from work, the married father
of two practices martial arts – he is

The basics
METROPOLITAN
POLICE SERVICE
£3,679m

The total gross expenditure of the
Metropolitan Police Service in
2011/12.

814,626

The number of offences recorded by
the MPS in 2011/12, down 1.1% on
previous year.

32,159

The number of police officers and
recruits in London during 2011/12.

9,500

The number of police officers
policing the Olympic Games in
London on its busiest day.
(Sources: Mayor’s Office for Policing
and Crime, Commissioner of
Police of the Metropolis Accounts
2011/12)

a karate black belt – as well as being
a keen walker and angler. ‘It is very
important to be able to switch off from
work,’ he says.
But policing is a 24/7 job, and
he has to be ready to respond
rapidly at a moment’s notice. It
is a responsibility, but one that
he relishes. Although he has only
worked in two organisations, he has
had a great variety of experiences.
As he says: ‘I’ve had some fantastic
opportunities, but not the ones I might
have expected.’
Philip Smith, journalist
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INTO EXILE

It’s not only corporates that have become embroiled in the fair tax controversy. The
headlines are full of the famous de-friending Uncle Sam or saying adieu to France

W

hat do French movie star
Gérard Depardieu and
Facebook co-founder
Eduardo Saverin have
in common? The answer is that both
recently provoked patriotic outrage by
abandoning their home countries to
move to those with less onerous taxes.
Extreme tax protests have been
catching on, especially as cashstrapped governments around the
world seek a bigger contribution from
the well-to-do. In 2011 close to 1,800
people handed back their coveted US
passports or green cards – a seven-fold
increase on 2008. Most economists
assume that taxation lies behind the
rise. And one in eight of the world’s
1,625 billionaires now live outside of
their country of birth, according to a
recent study.
That poses a dilemma for nations
eager to prevent an ill-timed erosion of
tax revenue. Outraged US senator Bob
Casey estimated that the US taxpayer
had lost US$67m as a result of the
Facebook founder’s decision to give
up his citizenship, although Brazilianborn Saverin said he was moving to
Singapore for other reasons and would
still pay taxes on everything he earned
in the US.
Such defections also call into
question the fairness of tax systems
that allow notable citizens to opt out.
Yet with no shortage of low-tax nations
willing to roll out the red carpet for
prestigious tax exiles, it is not always
easy to stop them leaving.

Watch your wallet
In a number of nations around the
world, the wealthy have felt their
wallets come under attack. The most

notable example is France. François
Hollande, the newly elected socialist
president, has seemed unnecessarily
hostile towards the upper crust. His
plan for a 75% upper tax rate on
incomes over €1m would have raised
no more than €300m a year – small
change compared with the nation’s
€85bn euro deficit. While France’s
highest court has struck down the plan
as unfair, Hollande is expected to try a
new variant.
What’s more, he is keen to add new
charges on capital gains, to beef up
inheritance tax and to impose a levy on
entrepreneurs selling their companies.
This slew of extra demands appears

annual lift of less than $100, according
to the Tax Policy Center. Yet some of
these gains were clawed back by the
last-minute deal brokered by the US
Congress on 1 January to avoid the socalled fiscal cliff.

High earners
For a start, Americans earning over
$400,000 a year will see their top rate
of tax rise from 35% to 39.6%. Capital
gains and dividends tax climb to 20%
from 15% for this top tier. Equally
important for the ultra-rich, the estate
tax – levied on their property after
death – will rise 5% to 40% on fortunes
of over $10m for a couple.

‘I AM SURPRISED THAT EVEN MORE OF THE WELL-OFF
ARE NOT TEARING UP THEIR US PASSPORTS SINCE
THE FISCAL CLIFF DEAL INCREASED CAPITAL TAXES’
to have been the final straw for some
of France’s elite, including former
president Nicolas Sarkozy.
Last November, the New York Times
quoted the boss of an exclusive real
estate broker saying that 2012 had
seen a flurry of high-end houses put up
for sale as French entrepreneurs and
investors fled the country. Depardieu’s
quirky acceptance of Russian
citizenship – where the tax rate doesn’t
reach above 13% – is just the most
prominent example.
After a decade of getting almost
everything their own way, wealthy US
citizens are also suffering a setback.
Tax reforms between 2000 and 2012
boosted the average annual income
of the top 0.1% of earners by almost
$400,000 while the poorest received an

Chas Roy-Chowdhury, head of
taxation at ACCA, says: ‘The US has
not moved with the times in seeking
to still tax the worldwide income of its
citizens in a truly globalised world. I am
surprised that even more of
the well-off are not tearing up
their US passports since the fiscal
cliff agreement increased capital taxes.’
For many hyper-rich, these are
further turns of the screw. One of
the most unattractive features of
France for them is the wealth tax.
This levy, introduced in the 1980s by
President François Mitterrand, eats
away at estates even when they are not
generating any income.
The tax rate in the US may not be
high by international standards. But it
inflicts other frustrations. The US taxes
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its citizens on worldwide income even
when they live overseas. That can be a
bureaucratic quagmire for individuals
with income from various countries.
‘America’s tax collectors make life
extremely hard for the globe-trotting
rich,’ says Chris Edwards, director of
tax policy studies at the libertarian
Cato Institute.
So if France is financial purgatory
for the wealthy, where is their tax
nirvana? ‘Fiscal heaven partly depends
on how you get your money,’ says Joel
Slemrod, professor of economics at
the University of Michigan and former
adviser to President Ronald Reagan.
So while Belgium wouldn’t be a
great choice for high earners, since
it has a 50% top rate of income tax,
it is wonderful for those who have
already made their fortunes because
there is no wealth tax or (in most
circumstances) capital gains tax. The
application of capital gains tax is
also more limited. This may explain

why Depardieu also considered
the country before he was granted
Russian citizenship. Belgium has
been a popular choice for wealthy
French for years, including members
of the Taittinger family of champagne
makers. It also has the merit of
proximity to France.
Politically conservative Americans
might disdain what they see as
Canada’s socialist tendencies, but the
northern neighbour can be an effective
haven for the wealthy. Again, the country
lacks the most hated scourges of the
affluent – a wealth tax or an estate tax.

Small is beautiful
Then there are more conventional
wealth havens. The tiny European
principality of Monaco has been a
magnet for the rich and famous, partly
due to its absence of a tax on income
and lenient inheritance levies.
A recent study of the super-rich
by Tino Sanandaji, of the Research

Institute of Industrial Economics in
Sweden, even ranked the success of
havens in attracting billionaires. Top of
the charts was Switzerland, which has
an extremely attractive system for the
wealthy; it does not, for example, tax
royalty income. The nation has lured 23
billionaires. Hong Kong came a close
second with 20 billionaires, followed by
Monaco with eight and Singapore with
six. Bermuda, Gibraltar, Bahamas, the
Cayman Islands and Costa Rica also
featured on the list.
The choice for any tycoon is
influenced by proximity to their native
land and cultural ties. Many Germanborn billionaires live in Switzerland,
says Sanandaji, while Indian
billionaires prefer the UK or Canada.
The next question is whether nations
should attempt to stop tax emigration.
The US, for example, makes life hard
for defectors. There is a hefty exit bill.
After the 2008 HEART Act, a departing
American pays capital gains tax as
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if they had sold all of their assets at
the same time as they handed in their
passport. Any heirs left in the US also
get hammered.
This is already very aggressive by
global standards. Yet following the
departure of Facebook’s Saverin, there
were calls for even more draconian
rules. Casey and another senator, Chuck
Schumer, wanted to charge defectors
twice the current capital gains tax and
capture future gains too. In addition, tax
emigrants would be barred from ever
entering the US again.
There is a vigorous debate in the US
over whether such penalties are fair or
sensible. Edwards argues that a fiscal
Berlin Wall to prevent citizens leaving
amounts to financial oppression.
‘Successful individuals have every right
to protect their property,’ he says. ‘US
policymakers have not accepted the
fact that we live in a global economy.’
But many scholars believe nations
should do their best to discourage
defections. ‘From a pragmatic point
of view, governments need to defend
their revenue base,’ says Slemrod. For
others the main issue is one of justice.

‘PEOPLE WHO MAKE ENORMOUS FORTUNES IN
THIS COUNTRY OWE IT A HUGE DEBT, ONLY PART
OF WHICH IS REPAID BY TAXES’

caption style

Moral debt
‘People who make fortunes in this
country owe it a huge debt, only part
of which is repaid by taxes, even for
those who stay,’ says Leonard Burman,
professor of practice in public
administration and international affairs
at Syracuse University. ‘It’s like the
guy whose wife sacrifices her career
to support him and a family while he
builds his career, and then ditches
her for a younger woman after he has
become successful in part because of
the investment his wife made in him.’
Hollande has attempted to present
high taxes as a patriotic duty for the
rich rather than a punishment. Such
arguments are unlikely to sway many
plutocrats. Trying to lock in a nation’s
most affluent and international citizens
is never easy. The best alternative may
be to develop a tax system that the top
tier can live with.
Christopher Alkan, journalist based in
New York

** FAVOURITE DESTINATIONS

Johnny Hallyday, France’s answer to Elvis Presley, left the country for
Switzerland in 2006 to reduce his tax bill. He said he would return if the
nation ‘reforms the wealth tax and inheritance laws’. He complained that
‘70% of everything I earn goes on taxes’.

Formula 1 racing driver Michael Schumacher’s brother
* Switzerland-based
Ralf, also a highly paid driver, negotiated a deal with Austria to lower his tax
bill and moved there. ‘Germany is simply a taxation jungle. That’s why I used
the chance to go abroad for tax reasons,’ he said in 2002.
opera icon Luciano Pavarotti set up home in Monaco. The star
* International
was convicted of tax evasion in Italy and was fined $4.55m in 1999. In
2000 he agreed to repay the Italian government over $11m in back taxes
and penalties.

Every day
some of the
country’s
brightest maths
graduates go
to work to do
one thing. Teach.
This year over 70% of
new trainee teachers had
a first or a 2:1. If you
join them you could get
a tax-free bursary up to
£20,000*, or a scholarship
to train as a maths
teacher. It all adds up.
Search ‘get into teaching’
or call 0800 389 2500.

Rewarding
Challenging
Teaching

LMS

Advancing
Mathematics

London Mathematical Society

*Conditions apply. See education.gov.uk/teachconditions for full details.
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THE EXODUS

It isn’t just cities on the other side of the world that are playing host to the
outsourcing of financial and professional services from the City of London…

F

leeing the high employment
and property costs of
London, a major US bank
sets up a small back-office
operation in an exotic city where
labour is cheaper and the local
authorities are eager to attract
their share of the multinational pie.
Within a few years the operation
is employing more than 1,000
people spread across two offices,
and the bank describes the city
as one of its ‘three global growth
centres’, rivalling even Pune, just
over two hours east of Mumbai.
The expatriate executives have
even, after some delay, acquired
a taste for the notoriously spicy
local cuisine served along the city’s
renowned Curry Mile.
The city is, however, not in India.
It is Manchester, just over two hours
north of London. The bank is BNY
Mellon, which in 2005 transferred
some transaction settlement
operations from London’s Canary
Wharf. Despite the continuing
turbulence in the global finance
industry, the number of financial
and professional services jobs in
Manchester – the latter largely

dependent on the former – inched
up by 1% in the three years to the
end of 2011, to finish just above
50,000.
The figures were produced by
TheCityUK, a trade body representing
financial and allied professional
services, using data from the Office
for National Statistics.
The most obvious attraction of
Manchester and other UK towns
and cities competing for financial
services jobs is that they are
lower cost than London, making
‘nearshoring’ to the UK regions an
alternative to ‘offshoring’ to Asia.
Raquel Hughes, strategy director
at TheCityUK in London, says:
‘Firms are thinking about costs,
so location decisions are almost a
standing agenda item for boards.’
Tim Newns, chief executive
of Midas, Manchester’s inward
investment agency, estimates that
labour costs are 30% lower in
Manchester than in London, though
the greatest savings – between 60%
and 70% – are in property costs.
Other beneficiaries of this trend
towards nearshoring to cheaper
locations include Bournemouth,

where JPMorgan employs 4,000
people largely in back-office
functions such as IT and operational
processing, and Birmingham,
where Deutsche has 1,300 staff in
wealth management as well as
back-office roles.
But cost savings are not the only
attraction of moving to the regions,
says Owen Kelly, chief executive
of Scottish Financial Enterprise,
which lobbies for inward investment
into Scotland. He argues that
the Scottish workforce also has a
financial services skills base that
is a positive attraction in itself,
regardless of any cost advantages
– including ‘an intellectual
concentration of high-end
investment management expertise,
which makes Scotland a leader in
investment thinking’.
Investment management firms
headquartered in Scotland include
Standard Life Investments, Baillie
Gifford and Martin Currie in
Edinburgh, Alliance Trust in Dundee
and Aberdeen Asset Management in
the eponymous city. Scottish asset
managers have £750bn in assets
under management, says Kelly – the
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fourth highest tally in Europe, after
the UK (with or without Scotland),
France and Germany.
If the nearshoring evangelists’
faith in the attraction of the regions
over the UK capital is well founded,
how far can this trend go?
Newns estimates that 25% of
a ‘high-cost centre’ headquarters
‘doesn’t necessarily need to remain
there but potentially needs to be
onshore’ – in other words, in the
same country, where staff are close
at hand and subject to the same
legal jurisdiction.
‘This is not about competing
with the head office in London,’
Newns says, ‘it’s about finding
different locations for different
parts of the business’. He thinks it
unlikely, therefore, that an Indian
bank expanding in the region, for
example, might decide to set up
a new European headquarters in
Manchester rather than London.
Kelly is more bullish. ‘Any jobs
closely related to trading and
exchanges have to be close to
the exchange,’ he acknowledges
– leaving many jobs tied to the
London Stock Exchange. But
speaking in general about City of
London financial and professional
services jobs, he adds: ‘My guess
is that many more jobs could than
could not move, because they
perform services that are not tied to
the location.’
Deutsche’s plans to locate sales
traders in Birmingham is breaking
new ground in terms of what is
considered by investment banks as
fair game for regional relocation.

Despite the high-profile
relocations of massive operations
from London and elsewhere to
the regions, many towns and
cities outside London have seen
heavier falls in total financial and
professional services employment
than the capital itself, with
redundancies among local workers
outpacing jobs created by the arrival
of new offices.
TheCityUK says London suffered

a fairly modest loss of 1% between
2008 and 2011 – eclipsed by a 9%
drop for Edinburgh, for example,
which was hit by the collapse
of RBS. As the global financial
crisis mutates into a long-running
malaise, the UK regions must, in
many cases, play the nearshoring
card as part of a strategy of
running simply to stand still.
David Turner, journalist

*BRITAIN VERSUS BANGALORE

The cheapness of the UK’s regions makes them attractive relative to London,
but how effectively can they compete against even cheaper cities abroad?
‘When we sit down with banks, they say, you’re not as cheap as Bangalore,’
says Tim Newns, chief executive of Midas, Manchester’s inward investment
agency. ‘We say, no, we’re not, but you’re likely to find more innovation here,
and you’re within the same timezone as London.’
He adds that financial services companies are keen to relocate to places
covered by the English legal system, which has a reputation for clarity and
predictability popular with international banking executives. The innovation
claim is more contentious.
Newns says that while Bangalore – the Indian city that has gained perhaps
most of all from offshoring – is strong in IT, Manchester is stronger in areas
such as retail banking.
Raquel Hughes, London-based director of strategy at TheCityUK, which
represents UK financial and professional services, says the cost differential
between the UK and offshoring destinations is falling ‘because costs in Asia
are increasing’.
TheCityUK’s November report on UK competitiveness in financial and
professional services cites the case of an unnamed insurer that moved its call
centre from India to Scotland to gain a higher standard of customer service
‘because of the shared native language and their greater ability to understand
customers’ needs and build rapport’. The insurer also expected India’s cost
advantage – labour costs are 40 to 50% cheaper – to narrow.
Overall, however, the report found that of 147 decisions involving where
to locate operations between 2006 and 2012, 83 went against the UK, 37
resulted in more jobs in the UK, and 27 led to the retention of UK operations
at their current levels.
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SMARTER DEPARTURES

In the last of our three-part series of articles on business travel in association with Concur,
we look at the impact of mobile apps, traveller tracking and other IT-driven advances

I

t’s not surprising that technology
is having the greatest influence
on travel and travel policies when
advances in this sector happen at
such an astonishing rate.
‘One of the beauties of software is
that we are able to produce monthly
releases,’ says senior vice president
for Concur Isabel Montesdeoca.
‘Every month we have a new feature
or something that speeds up or gives
better service to our customers. It is
like having an R&D department that
never sleeps. One of the best bits of
feedback we receive is “I commented
that it would be nice if this screen did
X and one month later it does”.’
This is, however, a challenge for
travel managers, data security and IT
departments, who have to balance the
need to make life as easy as possible
for travellers with a duty of care and
protection of company systems.
Organisations generally supply basic
smartphones with access to office
emails, travel policy and expense claim
systems. But applications (apps) and

*EXPENSES PAID

Carruthers sighed as he filled in his expenses on trusty Excel, stapled
the receipts to the sheet, resentfully walked into his manager’s office to
get the expenses approved, before trudging upstairs to deliver it to June in
accounts. She typed all the information into the accounting system, checked
it against the receipts (again) and five weeks later, after the cheque run,
delivered a cheque to Carruthers, whose next expenses claim was by now
nearly a week late.
Amazingly, many companies still use this laborious system, but it does not
have to be like that. Travellers can pay for items on a corporate card and if that
is integrated into their expense management system, the details automatically
populate an expenses form. They then attach (electronically) the receipts
they photographed on their mobile, attribute relevant items to clients or
other departments, email it to their manager for approval, who forwards it to
accounts and it is paid by the time they get home.
‘We are increasingly finding that people are not only interested in the
advantages that integrating travel and expense brings to their business, they
use it predominantly through their mobile because they are not often sitting in
front of a desk and the value derived from it is when they are out on the road,’
says Concur’s Isabel Montesdeoca. And the system can be defined by company
policy, ensuring that any out-of-policy activity is flagged up.
An end-to-end system has the twin advantages of efficiencies and attendant
cost savings for businesses, and convenience and quick payment for travellers,
ensuring they have time to concentrate on the job in hand.
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other technologies now allow travellers
to check their itineraries, flights, hotel
bookings and much more.
Even airline boarding passes come
in electronic versions that are sent
to web-enabled devices. TripIt is
particularly useful. ‘It keeps track
of flights and, if they are cancelled,
alerts the traveller and offers further
information on alternatives,’ says
Montesdeoca.
However, there is a downside to all
this progress. ‘Increasingly, there
are apps – those provided by a lot of
airlines, in particular – which allow
people to book an upgrade or change
flights, and these often don’t support
company policy,’ says Mike Butcher,
regional travel manager, western
Europe and Africa, at Alcatel-Lucent.
‘As a technology company, we want to
use this functionality, but we need to
make sure it works properly with our
systems,’ he says.

Blurred borders
Graham Kingsmill, managing director
of online travel agency Egencia, makes
the point that ‘the consumerisation
of technology means the boundaries
are increasingly blurred between
when people use their own devices
and company ones, whereas most
people’s first laptop was a company
one because no one could afford one,’
he says. And mobility is also a factor.
‘Everyone uses smartphones and

tablets so that they can work as easily
at home as in the office,’ adds Butcher.
Some businesses control the
number of apps travellers are allowed
to download, which is why Hillgate
Travel launched its latest online service
GateWay as a mobile website. ‘There
have been some security issues with
customers downloading applications
to mobile devices,’ says head of
strategic developments Julian Munsey.
‘Customers have browser capability, so
they can use a mobile site easily.’
GateWay allows pre-trip travel
data to pass from Hillgate’s system
into Concur Expense to populate
expense claim forms, providing a good
foundation for further information from
credit cards, etc (see box).
Given the capacity of smartphones
and tablets to allow users to give
presentations and hold video
conferences from them, the need
for laptops is fading fast. Many
organisations’ sales teams now
connect mobile devices with a
projector or screen to give product
demonstrations.
Traveller tracking, now an inherent

part of duty of care, is another major
corporate requirement and, again,
technology plays a major role. There
are a number of dedicated services
used by TMCs and companies,
including Concur’s Locate & Alert,
which allows organisations to see
where employees are worldwide, home
in on trouble spots, open two-way
communications with them and send
information about moving them to
a safer location. Travellers can also
convey their location and ask for help.
Hotel provider HRS represents
250,000 hotels worldwide and 97
per cent of its business takes place
online, so keeping up with technology
is essential. ‘All the standard booking
conditions available on HRS.com are
available on mobile devices. Travellers
get the corporate negotiated rate
and HRS corporate discount on their
mobile by entering a customer key as a
download. That automatically identifies
them as an employee of that company
and the travel policy is delivered to
their mobile,’ says managing director
Jon West.
In addition, through HRS’s HOTELS
NOW, travellers can find hotels close by
or search a particular destination for
accommodation, and then book on the
day between 06.00 and midnight in 46
European cities. They also benefit from
a 30% discount.
Catherine Chetwynd, journalist
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THE
LONG
GAME
As the Six Nations climaxes and
England prepares to host the Rugby
World Cup, we talk fiscal tactics
with RFU CFO Stephen Brown

High hopes: England
and Ireland battle it out
during the 2013 Six
Nations Championship
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‘WE EXIST SOLELY FOR THE BENEFIT OF THE
GAME, SO EVERY PENNY MADE OR SAVED
GOES STRAIGHT BACK INTO THE SPORT’

F

rom a financial perspective
the Rugby Football Union
(RFU) has been one of
Britain’s most successful
sporting bodies for some time. But
despite this, the organisation, and
rugby union in general, has needed to
be brought into the modern era – one
of professionalism, accountability and
corporate governance.
The pace of change within the
corridors of power at Twickenham
has upped dramatically since
September 2011 when the RFU Council
commissioned City law firm Slaughter
and May to undertake an independent
and comprehensive review of their
corporate governance.
Slaughter and May returned with
150 recommendations, signalling
the most radical and wide-ranging
modernisation that rugby’s largest
governing body has known.
A steering group was set up to lead
an analysis of all the recommendations.
One such recommendation was to
appoint non-executive directors to the
RFU Board. Miles Templeman, Andrew
Higginson and Andrew Cosslett (the
latter also chairman of England Rugby
2015) have all since been appointed.
Further progress has seen a
movement towards separating the
RFU’s dual disciplinary functions of
prosecuting disciplinary cases and
making judgments on them. Another
massive change has seen women’s and
girls’ rugby become fully integrated
into the RFU.

CFO Stephen Brown FCCA says: ‘The
main corporate changes have been
around modernising our operation and
progressively bringing the organisation
up to optimum plc standards.
‘We have refreshed our audit
and remuneration committees,
outsourced and expanded the role
of our internal audit function and
appointed three non-executive
directors to our board, each bringing

a wide-ranging business background
and knowledge, which is clearly
invaluable to a business of our scale
and profile. We are also enhancing the
way we report on a statutory basis
and included director’s emoluments
in our 11/12 annual report for the
first time.’
In addition to making progress on
the RFU’s plc governance aspirations,
the organisation’s next steps will

*RFU FINANCIAL OVERVIEW

As forecast and anticipated in every four-year cycle, the RFU delivered a
planned loss of approximately £10m in 2011/12 – on plan from both a
profitability and retained reserve perspective.
England hosted only three fixtures at Twickenham during the period due to
the World Cup, compared with six or seven in a non-World Cup year.
Key to the success of the RFU’s reserve policy is its ability to maintain
direct rugby investment during World Cup years such as 2012 (loss-making
years driven by factors such as an absence of autumn internationals and
additional Rugby World Cup costs for the senior team).
This success was confirmed in 2011/12 by the £26.8m invested directly in
clubs and constituent bodies – up £2.1m compared to 2010/11.
Total revenues decreased (as planned) by £19.7m from £136.3m to
£116.6m (predominantly driven by the impact of the Rugby World Cup on
the match programme); however, there were encouraging increases in other
revenue streams, such as travel and the London Marriott Hotel Twickenham.
Revenue from hosting the 2015 World Cup was included for the first time
in the accounts and total costs increased by £3m in 2011/12, although this
increase included £1.8m in costs for England Rugby 2015.
CFO Stephen Brown observes: ‘Despite the anticipated, loss, we have
a significant asset base and very secure revenue streams, combined with
substantial cash inflows and reserves, which enable us to comfortably meet
all of our ongoing responsibilities.
‘As we look forward to 2015, the RFU begins the next four year cycle with
a very healthy reserve balance [RFU net worth including reserves stands at
£188m], complemented by solid revenue growth expectations.’
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include moving the business to similar
standards of operational efficiency.
This is expected to see the
introduction of improved systems and
processes, as well as ensuring that the
best expertise is employed in all areas.
The internal audit function has been
outsourced, while Ernst & Young has
been appointed as tax adviser for the
next three years.
Brown adds: ‘As the RFU becomes
more efficient and extracts greater
value from its business operations,
this will inevitably mean we can invest
more money in rugby from grassroots
all the way up to professional and
international levels. It is worth noting
that as a not-for-profit organisation, we
exist solely for the benefit of the game,
so every penny made or saved through
our successful operations goes straight
back into the sport.’

Once in a lifetime
The Rugby World Cup, due to kick
off in the UK in 2015, has grown
to become the third-largest global
sporting event on the planet after the
Olympics and football’s FIFA World
Cup. Deloitte research suggests the
2015 tournament could bring over
£2bn to the UK economy – plus a oncein-a-lifetime opportunity to present the
sport to the entire nation.
Dan Jones, partner in the Sports
Business Group at Deloitte, says: ‘The
announcement in August 2008 that 10
nations had expressed an interest in
hosting the Rugby World Cup in 2015
and 2019 demonstrates the global
prestige associated with this event.
‘Deloitte’s analysis confirms
that the Rugby World Cup has the
potential to deliver a very significant
economic benefit to a host nation
and, for a number of countries, this
can be achieved without large-scale
infrastructure development which can
introduce increased costs and financial
uncertainty to hosting a major event.’
There remains plenty of work to
be completed before England does
host the tournament. Debbie Jevans,
formerly director of sport at the
London Organising Committee of the
Olympic and Paralympic Games, has

been appointed as the new CEO of
England Rugby 2015 to oversee an
event that brings with it a plethora
of additional financial and business
challenges for the RFU.
‘The challenges are inherent in
the scale of the competition and
we clearly need to prepare well for
such a significant event. We set up
England Rugby 2015 as a wholly owned
subsidiary to deliver the tournament
and I was very fortunate to be asked
to join the executive team as CFO for
this company, as well as holding the
position for the RFU’, says Brown.
‘As a starting point, we have invested
in people with exactly the right
calibre and experience and are very
fortunate to have secured talent with
fantastic experience gained during
London 2012. We have also committed
to a substantial net return to the
International Rugby Board to host the
event – money which will be invested
back into the game globally,’ he adds.
Aside from the financial guarantee
for delivering the 2015 World Cup, the
RFU will invest heavily in infrastructure

and facilities as part of wider legacy
proposals. At the back end of last year
the RFU announced legacy plans as
part of the lead up to the event that
will see an additional £10m invested to
bring a total of £25m to be ploughed
into improving equipment and facilities
to over 500 clubs nationwide.
The RFU is also putting £1m into
delivering more than 6,500 newly
qualified referees and coaches, staging
masterclasses for over 5,000 existing
coaches and referees, along with a
focus on young people bringing in
5,000 additional club volunteers.
A lot was reported on the issue
of legacy during the build up to the
London Olympics and the RFU is just
as determined that rugby in England
enjoys a significant shot in the arm
that will be evident for years to come.
‘Any profit will be delivered to the
game as a whole and hopefully to a
new generation of players as a lasting
legacy of this very special event,’
concludes Brown.
Alex Miller, journalist

* TWICKENHAM STADIUM UPGRADE

To ensure that Twickenham remains a cutting-edge and world-class venue
before and during the 44-day World Cup, a £76m stadium upgrade got
under way last summer with the installation of a state-of-the-art pitch.
The new playing surface has improved drainage to eliminate standing
rainwater, under-soil heating keeps frost out of the ground, and a new irrigation
system and Desso fibres woven into the turf provide additional stability.
A mechanical and electrical upgrade has also begun at the stadium, while
20 executive boxes will be refurbished.
Other improvements will include improved public catering facilities;
upgraded wi-fi connectivity; new video screens at each end of the pitch; an
IT backbone extension to cover the entire stadium; improved media areas;
updated pitch floodlighting; centre-tier LED signage to enable better fan
engagement and information; the replacement of areas of seating; additional
female toilets; and safety and security upgrades.
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Fault lines
[

Robert Bruce gets déjà vu at the Parliamentary Commission on Banking Standards. There were important
lessons for those prepared to listen, he says, but no shortage of cheap and easy auditor-bashing either

Over the past few years members of
the House of Lords and, to a lesser
extent, of the House of Commons
have become more and more
frustrated with accountants.
Commissions, select committees
and panels have repeatedly attempted
to take the profession by the scruff of
the financial crisis neck, give it what
they see as a severe shaking and then
say the equivalent of: ‘Surely you will
agree that everything is your fault?’
And, by and large, the accountants
have responded: ‘With respect, that
is a long way from being the truth.’
Red herrings have abounded. False
leads have been tenaciously followed.
Attempts to browbeat everyone in sight
have been common.
The most recent sequence of
this process has been the series of
hearings held by the panel on tax, audit
and accounting under the aegis of the
Parliamentary Commission on Banking
Standards and chaired by Lord Lawson,
chancellor of the exchequer back in

the Thatcher years. But much of what
the panel has been tussling over are
the issues which had begun to obsess
the previous House of Lords Economic
Affairs Committee inquiry into the
audit profession back in 2010–11.
This should come as no real surprise.
Lord Lawson chaired those proceedings
too. But this time you felt that, although
he was still dogged in his pursuit,
other members were less obsessed.
At one hearing, six witnesses from
the Treasury, the Financial Reporting
Council (FRC), the Financial Services
Authority (FSA), HM Revenue and
Customs and the Department for
Business, Innovation and Skills were
ranged in front of Lawson and he had
to apologise that on this occasion

witnesses outnumbered committee
members. Only two, including him, had
turned up. At the hearing at which Sir
David Tweedie, past chairman of the
International Accounting Standards
Board (IASB), appeared there were three
members of the committee to hear
what he said, but only Lawson asked
any questions. At another the number
of committee members dwindled away
until only Lawson and one other, who
was happily working away on his iPad by
this point, were left.

Cavalier and deplorable
This lack of energy and enthusiasm
was unfortunate because the bees in
Lawson’s bonnet were allowed a freer
range than they deserved. His remarks
about accountants – ‘cavalier and
deplorable’ – could easily have been
applied to himself. ‘If he already knows
the answers, why does he bother asking
us the questions?’ muttered one witness.
Academics like Professor Prem Sikka
FCCA from Essex and Professor Stella
Fearnley from Bournemouth were
called once more to the witness stand
that they had graced in the House of
Lords inquiry. And they told the panel
once again that if only we could get
back to the Garden of Eden which
UK GAAP represented before those
nasty International Financial Reporting
Standards (IFRS) were introduced,
then all would be well. If only the
concept of prudence had remained
alive, they said, the fiscal crisis would
never have happened.
Lawson, as before, loved it and told
witness after witness that abandoning
prudence had been a disaster. And
witness after witness told him that
this was nonsense. Hans Hoogervorst,
the current chairman of the IASB,
told him that the word prudence had
been removed in 2011, after the crisis,
and only because it had become
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Fault line: both the House of Commons and the Lords have
focused on the role of accountants for recent financial meltdowns

misleading. The FRC’s Roger Marshall
told him the same, as did the FSA’s
Paul Sharma, Professor David Cairns
and others from all parts of the
financial spectrum.
One of Lawson’s new obsessions
was that the European Financial
Reporting Advisory Group, the body
that advises on the approval of
IFRS for use across Europe, was
still declining to take any action on
implementing IFRS 9, the standard
that deals with the recognition and
measurement of financial instruments.
He was frustrated, as is the accounting
profession, and kept urging witnesses
that the UK should go ahead
regardless. Witness after witness had
to remind him, as Tweedie did, that:
‘We have signed up to using IFRS as
agreed by Europe, and we are stuck.’

A running jump
Another Lawson trope was his anger
over the US standard-setters stymieing
the IASB’s efforts to produce rules
which would have forced banks to
recognise their losses faster. The
villains here were the G20 group of
global finance ministers who had urged
joint US and IASB action, rather than
the IASB going it alone. Forgetting
perhaps that he had once been a
finance minister himself, Lawson kept
telling witnesses, including Tweedie:
‘You should have told the G20 to take a
running jump.’
And in every hearing Lawson referred
back to his 1987 Banking Act which

had originally, and usefully, created a
formal way for bank auditors to talk to
regulators about their concerns. This
later, and much to Lawson’s chagrin,
had been allowed to lapse ahead of
the financial crisis. But his incessant
and recurring references to his old
achievement became a feature of the
hearings and among witnesses and
observers a sotto voce call of ‘Bingo!’
greeted their every appearance.
But for those who wanted to listen,
the hearings imparted important
lessons. Hoogervorst emphasised that
the published figures of banks like
Bear Stearns and RBS had ‘clearly
shown the perilous leverage’, adding
ruefully, ‘People may not have taken
any notice, but that is another issue’.

Tweedie summed it up: ‘The accounts
showed very clearly we were heading
for a problem.’
The truth is that battering auditors
is a cheap and easy shot, but it gets
you no closer to the truth. It fell to
Martin Taylor, former member of the
Independent Commission on Banking
and once of Barclays and, way back,
Price Waterhouse, to point out the
heart of the matter. This was, he said,
to ‘have people understand their own
accounts and behave better’. And that
probably goes for Lord Lawson too.
Robert Bruce is a commentator
and journalist
See page 14, ACCA gives evidence

*ENSURING AUDITORS TALK TO REGULATORS

One of the most important contributory issues ahead of the financial
crisis was the falling off in communication between banking auditors and
regulators. The horse may have bolted back in 2007, but new stable doors are
now being constructed to help limit any future disasters.
Paul Sharma, currently director of policy at the Financial Services Authority,
will take up the position of deputy head and director of policy at the new
Prudential Regulation Authority (PRA) in April. He had this to say to the
Parliamentary Commission on Banking Standards panel on tax, audit and
accounting: ‘Pre-financial crisis there was a well-documented lessening of
regulatory attention on prudential issues in general and the falling off of
communication between the prudential regulators and the auditors was a part
of that overall lessening of attention on prudential issues.
‘I am quite clear, as is the whole of PRA senior management, that we cannot
be an effective prudential regulator without significant, good, strong, ongoing
and timely communication, two-way, between the auditors and the supervisors,
and that is why we have acted in terms of putting guidance in place.’
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The remedy in their hands
[

As politicians turn on accountancy firms for encouraging tax minimisation schemes among big businesses,
accountants are retorting that if MPs don’t like the law then it’s up to them to change it, says Peter Williams

Here’s a bit of free advice for the
profession: now may not be the best
time to seek to change the law on
legal privilege for tax advice. In the
same month that the Supreme Court
threw out a case that would have put
accountants on the same footing as
lawyers, MPs have concluded that tax
minimisation is a new source of profit
for big business and one delivered
by an increasingly discredited
accountancy profession.
The House of Commons’ Public
Accounts Committee turned its
incredulity level up to maximum as
MPs threw scorn and opprobrium on
the approach of the Big Four to helping
their clients with tax planning. The
MPs accused the Big Four of peddling
tax schemes even if there were only a
one in four chance of the plan being
upheld. Committee chairman Margaret
Hodge – who worked for PwC’s
consultancy arm in the early 1990s –

came armed with a document bearing
the PwC logo, proving, to her mind at
least, that the firm peddles schemes
to big international businesses. Waving
this document that detailed one such
scheme, she declared its purpose
was ‘in your words to minimise tax; in
my words to avoid tax’. The firms all
flatly deny they market or create tax
products, and see the few tax cases
they lose as being over minute matters
of interpretation rather than the
flagrant flouting they are accused of.
It is a given for firms that their
clients shoulder the tax, legal and
reputational risk when they take up a
particular device. Politicians suggested

they want the firms to take greater
responsibility for the tax advice they
give. But why would the firms do
that? The profession’s guiding ethics
underline that collectively it believes
itself on the side of the angels. Yes,
firms want to do well by clients but
they also want to be seen to be making
a positive contribution to society. One
characteristic of a professional is that
he or she balances the public interest
with the client interest.
But the view accountants have of
themselves is not shared by all. MPs
reckon that tax advice from big firms
is handing businesses an advantage
that parliament never intended to
confer. And that convinces MPs that
tax accountants are nearer to seedy
salesmen than they are, for instance, to
the legal profession.
The Supreme Court decreed that if
accountants want the legal privilege
that lawyers enjoy, the law must
change. MPs like Hodge are more
likely to be seen reading a Kindle while
sipping a Starbucks as voting for legal
privilege for accountants.
It’s all blatantly unfair as far as
accountancy firms are concerned. They
say they are doing little more than
acting as intelligent agents for their
multinational clients, merely pointing
out which jurisdiction offers the best
deal, and that if parliament doesn’t
like the law then it should change it.
The politicians, though, know that a
change in the law – especially where
international agreement is required –
could take decades and want a solution
now to the tax-take they see vanishing.
The MPs portray it as a David versus
Goliath fight, with the tax accountants
firmly on Goliath’s side. And this time
David isn’t winning.
Peter Williams is an accountant and
journalist
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Out of the closet
[

Bringing the debate that takes place between an auditor and management into the open would be the
best way of giving investors what they want and enhancing auditor independence, says Jane Fuller

In the 1990s, in the wake of some
corporate scandal or other, I wrote
that what investors really wanted to
know from the auditor was what they
and the management argued about.
The Financial Reporting Council
(FRC) has taken a step in this direction
with its proposed changes to the audit
report rules. The move comes in the
context of international initiatives
to improve communication between
auditors and users of accounts,
notably last year’s consultation by the
International Auditing and Assurance
Standards Board (IAASB).
This has prompted the FRC to adapt
its previous approach of channelling
better reporting through the board’s
audit committee. Its logic was that it
is the directors who are responsible as
stewards of the assets, but pressure
has been mounting for auditors to
demonstrate their independence.
The most significant proposal is for
the auditor to describe the ‘assessed
risks of material misstatement’ it
has identified. Since it has always
been the auditor’s job to look out for
such misstatements, it is the public
description that will be new.
Unfortunately, the FRC’s idea of a
description is more about procedure
than opinion. Auditors would identify
risks that have had ‘the greatest
impact on our audit strategy and
scope’. Its example makes tantalising
mention of such thorny issues as
revenue recognition and goodwill
impairment, but tells us nothing about
the auditor/management debate.
Compare this with the IAASB’s
illustrative paragraph on valuation
of financial instruments. It says that
because the risk of misstatement
was so high the firm calculated ‘an
independent range’ for the fair value
estimate and ‘management’s recorded
amount fell within our range’.

Even this ducks the question of which
end of the range the management
number fell into, but the user’s attention
has been drawn to the potential for
aggressive accounting. This should
lead to more intelligent questioning by
shareholders of the management.
An even more intriguing possibility is
that it could prompt direct questions
to the auditor either in public at
the company’s annual meeting, or
via some other shareholder/auditor

encounter. The latter could be part of
a sectoral or thematic session, to avoid
breaches of client confidentiality and
accusations of privileged access to
price-sensitive information.
The other two proposals in the FRC
publication concern the assessment
of materiality and audit scope. While
more granular descriptions of these
things will be useful, investors would
rather read how a judgment was
arrived at than a catalogue of activity.
Requiring auditors to ‘come out
of the closet’, as Lord McFall put it
in recent parliamentary hearings, is
part of a process of detaching them
mentally from their clients. In the same
vein we have proposals for auditor
rotation, banning or limiting nonaudit work, dialogue with prudential
regulators and agonising over
professional scepticism.
Short of making investors the
direct clients, which would be a better
model, we are getting close to the
limits of what can be done within the
current system to enhance auditor
independence.
If the FRC supports that system, it
would be better if it embraced the idea
of a meaningful auditor commentary.
Sure, there will be awkward questions
about overlap with the audit
committee’s report, but investors do
not want to see things just through the
board’s eyes. They have a say in the
appointment of the auditor, they pay
the firm indirectly, and there is a public
interest in it being seen to do its job.
So perhaps the most important
proposal in the consultation paper is
the insertion of the word ‘independent’
into the title of the auditor’s report.
Jane Fuller is former financial editor
of the Financial Times and codirector of the Centre for the Study of
Financial Innovation think-tank
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Whole in one

[

Finance professionals need strategic skills as
well as an understanding of the whole finance
chain, says ACCA president Barry Cooper

There has always been a recognition across the whole of
ACCA that it is critical for finance professionals to excel
in a range of areas. That view has been held even more
strongly since the global financial crisis – tough times
demand that our members have the skills to help get
businesses back on their feet.
New ACCA research shows that today’s employers need
finance professionals not only with the traditional skills but
who also get the ‘big picture’. Employers want new recruits
to understand the whole finance chain, to have skills and
experience in such things as risk management, while also
being able to develop effective strategies for growth and
drive financial insight, which businesses see as vital.
As part of ACCA’s report, The complete finance professional
2013, nearly 500 CFOs around the world were asked what
was important to them when it came to appointing new staff,
what gave them confidence in their new hires, and what skills
enabled them to grow their business, particularly since the
financial crisis.
The key findings demonstrate a need for new recruits to
possess a clear understanding of the differences between
management accounting and financial accounting, to know
about financial management, to demonstrate professionalism
and ethics, and to possess management skills.
Over 80% of respondents said that a complete understanding of
the finance value chain was critical, while 96% said newly qualified
finance professionals should know about financial management, and
94% said a good understanding of professionalism and ethics was
important. Management skills scored 73%.
The results strengthen our resolve not only to promote the
complete finance professional concept – to demonstrate the
contribution that those who hold the ACCA designation can make –
but also to continue to ensure that everything we do is underpinned
by offering excellent and relevant qualifications that meet the
needs of both business and individuals.
Read more about The complete finance
professional 2013 in the Corporate section
of this publication.
Professor Barry J Cooper
is head of the School of
Accounting, Economics
and Finance at
Deakin University,
Australia
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FIRMS UNDER TAX PRESSURE

There has been a 40% rise in
accountancy firms seeking shortterm loans to cover half-year tax
payments, according to specialist
finance provider Syscap. The increase
in demand for funding is apparently
a result of HMRC phasing out the
time to pay scheme. Philip White,
chief executive of Syscap, said:
‘HMRC is under a lot of pressure to
get the tax that they are owed in as
quickly as possible. At the start of
the recession, accountancy firms
were able to use the HMRC’s time to
pay process to defer tax payments
that they couldn’t pay out of cash.
Unfortunately that scheme has been
winding down.’ Research by Syscap
found that HMRC had used its powers
of distraint against businesses
10,577 times in the year ending
March 2012, an increase of 92%
on the 5,520 occasions it was used
against businesses in the year to
March 2011.

The view from:
The South: Steve Clarke FCCA,
managing partner at James Cowper
Q Tell us about your career at
James Cowper?
A I’ve been with the firm for
22 years, during which time
I’ve changed roles every three
to six years, giving me fresh
energy and enthusiasm. I was
appointed managing partner
nearly five years ago.
Q What’s a typical client like?
A As a mid-tier firm we have 3,500 clients, from 18
plcs to 1,000 limited companies, 400 audit clients
and many owner-managed businesses, as well as
private clients, some of whom are retired.
Q What are the biggest challenges for the firm?
A Staffing is an issue for a firm growing at 5-9%
per annum – finding good-quality people is a real
challenge. Inevitably, the tough economy presents
challenges, with pressure on fees and people
wanting more for less.
Q As a charity trustee for two bodies, what would
you say to someone considering a charity position?
A If you are committed to the aims of the charity,
then do it. Professionals such as accountants are
quite privileged and often in a position to give
something back.

TCS GLOBAL NAMES LEADER

Jeremy Newman has been appointed
non-executive chairman of recently
formed global accountancy network
TCS Global, which has 36 offices
in 16 countries. Newman has been
managing partner of BDO UK and
global CEO of BDO International,
and is currently chair of the Audit
Commission during its wind-down.
TCS Global was established by UK
company Taylorcocks and French firm
Soregor and is targeting SMEs in its
business development. Newman said:
‘I see myself helping TCS Global and
challenging them, involving my own
experience for them to draw on.’
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Q As a firm of ‘business advisers’, how do you think
the government can stimulate business growth?
A It does quite a lot already. Start-ups have access
to free advice, R&D tax credits, European grants,
and several government-backed loan schemes.
Businesses just need to look in the right places.
It could do more to support businesses trading
globally. UK Trade & Investment is generally good
but can be patchy in some of the countries it
operates in. An increasingly popular phrase is
‘global SME’ – many tech companies are global
from day one when they sell their services online to
the world.
Q What does it mean to your firm to be shortlisted
at the British Accountancy Awards 2012?
A It is the third year in a row our firm has been
shortlisted, which is a real testament to our staff
and their skills.
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A time for dialogue
Grant Thornton partner Steve Maslin explains how a collaborative initiative by the six
large international audit networks is drawing lessons from the financial crisis
The six large international audit
networks – BDO International,
Deloitte, Ernst & Young, Grant
Thornton International, KPMG and
PwC – have been working together
for more than a decade on key policy
issues that impact accounting,
auditing and corporate governance
around the world. The main vehicle
of collaboration is the Global Public
Policy Committee (GPPC), which
comes together regularly to discuss
key policy developments, both among
ourselves and with key stakeholders.
I hasten to add that we always do so
with a competition lawyer present to
keep us on the straight and narrow!

That we are able to collaborate while
still being competitors is a testament, I
think, to the global audit profession in
general and its desire to ensure that
the way in which public interest entities
report, govern themselves and are
audited continually evolves to meet the
needs of users.
On becoming chair of the GPPC last
July, I was not short of material for
setting our priorities for the next two
years. The main areas we are currently
looking at are:
accounting for the sovereign debt
issued by key European financial
institutions and the related
reporting issues;

*

with independent audit
* working
regulators to continue to build audit

*

quality and maintain confidence in
audit reports;
the evolving role of audit.

Banks and sovereign debt
The first and most urgent priority
continues to centre on corporate
reporting by banks and financial
institutions. On a national level much
has been achieved since the financial
crisis burst upon the world. For
example, in the UK, audit firms worked
closely with the Bank of England,
the Financial Services Authority and
the Financial Reporting Council to
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banks. Debating these issues in advance
minimises the risks of substantial
differences in the way that key
institutions report such instruments.
These are important initiatives and
for me closer two-way (and three-way)
dialogue between auditors and
prudential supervisors (and bank
management) is the number-one lesson
from the crisis. However, much still
remains to be done.

Good practice

Crash and burn: street clashes have
accompanied the public austerity
campaigns that have been triggered by
the global financial crisis and the
resulting paralysis in the debt markets

form a code of dialogue. This code
ensures that for systemic banks
there is a regular dialogue between
the prudential supervisor, bank and
auditor, allowing views on key issues
and pressure points to be shared and
discussed in advance of each new
reporting cycle. The audit networks
have an important role in making such
national initiatives more widely known
to benefit other capital markets.
On the international front, the firms
and audit regulators are working with
the Financial Stability Board to enhance
the quality and relevance of disclosures
in banks’ accounts. The next task is to
embed these ideas into practice.
The networks have also been
engaging each other in far greater
regular dialogue on bank accounting
since the crisis emerged. For example, a
working group of senior-level
professionals meets regularly to discuss
the impairment of sovereign debt and
related reporting issues by European

The second priority concerns sharing
good practices between the networks
and with regulators to reinforce the
effectiveness of our international
quality assurance programmes. Again,
cooperation with other stakeholders
is an important lesson from the crisis
and work is under way between the
International Forum of Independent
Audit Regulators and the networks.
A key strand of this work is to try to
capture recurring themes from
independent inspections and the
networks’ own inspections around the
world. The aim is to see whether there
are lessons that the networks and
regulators can take at the global level
to increase the speed with which
actions are taken in particular
countries to maintain and continue to
build audit quality and ensure
consistent high-quality execution.

The views of stakeholders
Third, the networks have been listening
to the views of other stakeholders – in
particular, investors – on the role of
auditors in maintaining and building
market confidence. We are looking to
learn lessons from the financial crisis
for audit and how it needs to evolve to
meet current and future user needs.
The overwhelming reaction from
nearly all stakeholder groups is that
the large audit firms play a crucial role
in sustaining capital markets and on
the whole do a pretty good job. A
common theme from investors and
other stakeholders is that auditors have
vast quantities of information on the
strength of individual companies and
industry sectors; could this information
be shared with investors and regulators
to increase market confidence?

It is easy to answer yes, but
obstacles such as trust, confidentiality
and cost cannot be dismissed out of
hand. However, effective leaders see
obstacles as challenges to be
overcome, and there is a huge desire
among audit network leaders to
continue this debate and find solutions.
We must look for ways to move the
audit role forward to deal confidently
with a world of ever more volatile
valuations, business models and
financial confidence.
There are other issues we must bear
in mind. The work by the International
Federation of Accountants (IFAC) on
public sector accounting standards here
seems vital to me. I also believe the
fairly routine sharing of good practice,
such as making it unlawful to mislead
an auditor, would bring improvements in
many countries far more quickly than
further changes to reporting and audit.
Nor should we close our minds to
embracing new customs and practices
from emerging economies.
Enron and all the other scandals of
the last decade were a wake-up call and I
believe that audit is in a strong state
now, the more so for strengthening
dialogue with other stakeholders.
However, life moves quickly and we
cannot rest on our laurels and feel that
an audit model that has its roots in the
mercantile trade of Europe centuries ago
is automatically doing all it can to meet
the needs of the future. The financial
crisis showed that business is vital to the
well-being of everyone in society. As we
move forward the debate on evolving our
role as auditors, the question ‘what are
we doing to benefit society?’ is a useful
one to have at front of mind.
Steve Maslin is head of external
professional affairs at Grant Thornton
and chair of its Partnership Oversight
Board in the UK. He was the firm’s
head of assurance services for seven
years and a member of the Audit
and Assurance Advisory Panel of
Grant Thornton International. He is
also a member of the ACCA/IMA
Accountants for Business Global
Forum. The views expressed here are
his own and not necessarily those of
Grant Thornton or the GPPC.
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Inside Begbies Traynor
Our series looking at life for ACCA members in practice continues with two corporate
recovery experts at Begbies Traynor who love the sheer unpredictability of their work
In the boardroom of Begbies Traynor’s
modern, stylish but functional head
offices in Manchester, Dean Watson,
a partner with the company since
2011, and Louise Everill, a manager
with just over six years under her
belt, discuss a perennial problem for
corporate recovery specialists – what
should you say when someone asks
you what you do?
Just as journalists tend to brace
themselves for the inevitable ‘Better
watch what I say, then!’, Watson and
Everill expect a flicker of horror.
‘My best friend says I ruin lives,’ says
Everill, only half joking.
It’s all part of working for the largest
independent corporate recovery and
rescue specialist in the country that
the pair are thrown into fraught and
emotional situations at a moment’s
notice, when livelihoods and businesses
are at stake.
‘It can be very stressful, but when
you are called into a struggling
company you are there to advise them
on insolvency law, so we have to tell it
as it is,’ says Watson. ‘But in those
situations people tend to appreciate
straight talking.’ Everill agrees: ‘If
they’re not going to be OK, you have to
say so. We’re there to sort people out,
but they don’t always see it that way.’
Everill knows this better than most,
as her first contact with Begbies Traynor
was when the subsidiary of a company
she worked for went into liquidation.
‘I was working as an accounts
assistant and knew the workings of the
subsidiary well, so I had a lot of
contact with Begbies Traynor during
that time,’ she says. She was
fascinated by the process and the
company was impressed with her. In
2006, several months after the
liquidation was completed, she joined
the Birmingham office as a case
administrator. She qualified as an

ACCA in 2008 and this year was
promoted to manager. She hopes to
complete her insolvency qualification
within the next two years.
Watson left school at 16 to train as
an accountant first with Clark Whitehill
and later a smaller firm, first
completing the AAT qualification before
moving on to ACCA, qualifying in 1999.
‘I knew I wanted to specialise and
considered corporate finance and
corporate recovery, but recovery
sounded like a whole new challenge,’
he says.

although corporate recovery forms the
bulk of their work. They might be
called in to a company at any stage of
financial distress. ‘Some are early on in
the decline curve and some are about
to fall over a cliff,’ says Watson.
As a licensed insolvency practitioner,
Watson has legal responsibility for the
appointment and his first task is to
work out exactly how critical things are.
‘You have to get a feel for the situation
and assess how desperate it is,’ he
says. ‘It comes with experience.’
But, he adds, not everything will be

‘YOU DO TEND TO BECOME NATURALLY SUSPICIOUS
DOING THIS JOB BECAUSE YOU CAN’T NECESSARILY
BELIEVE EVERYTHING THAT PEOPLE TELL YOU’
He joined Begbies Traynor 13 years
ago as a senior administrator. ‘When
you work in audit and accounting you
know where you are,’ he adds, ‘but with
this I had no idea what to expect. They
warned me that there might be a lot of
travel and then, two weeks after I
joined, I was sent to Newcastle and
worked from 7am to 10pm for a few
weeks living out of a suitcase.’
But, as Everill says, there is
recognition for hard work and both
have progressed quickly: ‘You get the
reward for what you put in.’
Both seem to relish the
unpredictable and fast-paced nature of
their job. ‘I could go back to my office
this afternoon, take a phone call and
end up anywhere tomorrow,’ says
Watson. ‘There’s no such thing as an
average day.’
And it’s not all about insolvency
– Everill spent much of this year
working on the UK’s biggest ever fraud
case after Begbies Traynor was called
in by the Crown Prosecution Service as
joint supervisory accountants –

as straightforward as it may appear:
‘You do tend to become naturally
suspicious doing this job because you
can’t necessarily believe everything
that people tell you. So I take
everything with a pinch of salt.’
Everill agrees that the job requires
particular personal skills: ‘I do tend to
reserve my opinion now until I have all
the facts, because you need to be really
sure about what you are saying.’
The nature of the job means the
Begbies Traynor team need to become
experts in the client’s business as
quickly as possible and at a time when
morale will be low.
‘When taking on a job you are
essentially running the business,’ says
Watson. ‘You go in there as top-level
management and you need to get
everyone back on board, the employees
on track, reassure the customers, and
keep the business running while, in
many cases, also trying to find a buyer.
You have to learn very quickly.’
If, for example, they were called into a
haulage company, says Everill, they
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For Louise Everill and Dean
Watson the best days are
when a company is saved
would need to know that the first thing
to do would be to organise an operator
licence in the administrator’s name, or
they could not trade. ‘You just need to
know things like that,’ she says. ‘And the
administrator can be personally liable if
things aren’t done the right way.’
The team sent out to the client needs
solid support, which means that Everill,
being a manager, is often more officebased. ‘My role is to make sure that the
case is running properly and that the
partner is supported as much as
possible. There is a lot of statutory
compliance work with insolvency, so I
need to make sure that all of the
requirements and deadlines are met.
Sometimes you feel like you’re
constantly five minutes behind yourself.’
It’s this close team work and support
that makes Begbies Traynor such an
appealing place to work, they say.
‘Because the job is so demanding we
need to be flexible,’ says Watson. ‘We
might expect people to drop everything
at short notice and live out of a suitcase
for a couple of weeks. But we’re a fair

*VIEW FROM THE TOP

PAUL STANLEY IS BEGBIES TRAYNOR’S REGIONAL
MANAGING PARTNER FOR THE NORTH WEST

‘What marks Begbies Traynor out from the vast majority of
other accountancy firms is that we are specialists. We only
deal with corporate rescue and recovery, which is a service
that 90% of other accountants don’t provide.
‘Indeed, we get the majority of our work from other
accountants. Rather than competing, we offer them a
service that they can’t deliver on their own, without the risk
that we will one day try to take that business off them.
‘As the biggest independent specialist in the UK, we have a huge footprint
across the UK and cover all aspects of corporate recovery and rescue. So on
that level, whatever the problem and wherever the business, we can help.
‘More importantly, however, we pride ourselves on the exceptional quality of
our service. Because of the nature of what we do, there are often no second
chances. When a business is in trouble, it is essential that they get the right
advice. Accountants and banks know that when they refer business to us, they
can rely on the fact that their clients are getting the best possible advice.
‘That’s because our staff are qualified specialists, with the experience
needed to help in difficult circumstances and at short notice. Not only does
that mean that our experience is second to none, but it means that every case
gets dealt with by qualified specialists. We can’t draft anybody else in from
another department when times get busy – this is all we do.
‘Ultimately, the only thing that limits what we can really do for clients is
timing. When people think they are calling us in early, it is often already late.
Call us in sooner rather than later and we will have a stronger chance of
maximising the positive outcome for all concerned.’
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The basics
HISTORY

Traynor & Partners was formed in Manchester 1989 by the company’s
executive chairman Ric Traynor, who had trained as an insolvency practitioner
with Arthur Andersen. It grew steadily in the North of England over the next
eight years. The firm merged with London-based Begbies in 1997 and was
renamed Begbies Traynor.
By August 2004 Begbies Traynor had 23 offices and 250 employees across
the UK and became the first insolvency specialist to float on AIM. It currently
operates from 34 offices across the UK and has over 500 staff.

FINANCES

While insolvency specialists have historically benefited during a recession
for obvious reasons, that has not been true over the past few years. The
government support provided for businesses since 2009, principally through
low interest rates, as well as low asset realisation values and a general
leniency among creditors have all kept insolvency levels more or less stable
throughout the recession. Official government figures show a 13% decrease in
corporate insolvencies in 2010/11, and a 5% increase in 2011/12.
This is reflected in Begbies Traynor’s financial results – it reported a 4.7%
fall in revenue in the latest financial year (to 30 April 2012) to £57.7m. Staff
numbers have been trimmed by 6%.
The company’s latest annual report says the firm is in a strong position for
the future following a refocusing of its business and a restructuring of its cost
base – something it is well qualified to do. As Louise Everill puts it: ‘If we don’t
take our own advice, how can we look our clients in the eye?’

firm. The partners understand the
demands of the job because it’s what
they do. I’ve been here for over 13 years
but I still feel like a new boy. People
tend to stay a long time, and I think that
says something.’
It’s not always an easy job, but the
best days are those when a struggling
company is saved. ‘Rescue is the best
part,’ says Watson. ‘It’s a great feeling
when you find a buyer and see the
business and jobs carry on.’
Not all can be saved, but creditors
are often grateful for the work Begbies
Traynor puts in. Everill says: ‘I sent off
a cheque to someone earlier this year
who was getting a fraction of what he
was owed. He sent a bouquet, saying
he hadn’t expected to see a penny.’
Insolvency is one of those jobs
where people are far happier to see you
leave than arrive, but that’s not
something either would take personally.
As Everill says: ‘We always tell
people that they should want us gone
as soon as possible.’
Liz Fisher, journalist
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Slower growth for global firms
The latest league table from International Accounting Bulletin shows that global
networks are still growing but not at the levels witnessed in previous years
Competition, increased regulatory
scrutiny and intense competition are
behind the slowing rate of growth for
global accountancy networks. Their
rate of growth has dipped for the first
time since 2009, according to the
latest survey of global accountancy
firms conducted by International
Accounting Bulletin (IAB).
The survey showed that 18 out of
the 22 networks grew revenue in 2012,
down from 21 in 2011. Out of all 45
surveyed networks and associations,
23% reported a decrease in revenues
and only 11% reported double-digit
growth, down from 27% in 2011.
The market was challenging for
associations, with growth flat and 20%
reporting a decrease in revenues. There
have been almost no year-on-year
changes in market share within the Big
Four, which between them accounted
for 67% of market fee income, up from
66% in 2011. The Big Four and the
other 18 global networks took 88% of
market share between them, leaving
associations with 12%.
Last year saw a surge in mergers and
acquisitions (M&A) activity among the

Rank 2012

Name

Revenue ($m)

Growth rate (%)

NETWORKS
1
2
3
4
5
6
7
8
9
10

PwC
Deloitte
Ernst & Young
KPMG
BDO
Grant Thornton International
RSM
Baker Tilly International
Crowe Horwath International
Nexia International

larger mid-tier networks, with BDO
International merging with PKF
International’s firms in Australia, China
and the UK. In order for PKF
International to retain its status as an
international network it has to secure
replacement firms, however as yet
there has been no announcement.
Some 11 firm leaders interviewed
said that M&A discussions – at least in
their initial stages – were occurring
with much greater frequency

‘M&A IS THE ONLY WAY OF SIGNIFICANTLY
INCREASING MARKET SHARE, PARTICULARLY
FOR MID-TIER NETWORKS’

$31,510m
$31,300m
$24,420m
$23,030m
$6,016m
$4,182m
$3,987m
$3,317m
$3,078m
$2,840m

8%
9%
7%
1%
6%
10%
1%
3%
5%
22%

worldwide, and predicted that mergers
on the scale of BDO UK and PKF UK
were almost certain to occur more
often in 2013.
‘Continued fee pressure, squeezed
margins and the increasing cost of
standard and regulatory compliance
has led to increased M&A activity,’ says
Ana Gyorkos, IAB’s data and analysis
editor. ‘Especially in the developed
markets, M&A is the only way of
significantly increasing market share,
particularly for mid-tier networks, and
increasing margins, as well as providing
an alternative to the Big Four.’
More at www.internationalaccountingbulletin.com

Corporate

DISMAY OVER ANNUAL REPORTS
There is widespread unhappiness
among audit committees about the
quality of their companies’ annual
reports, according to a survey by
KPMG. Only 56% of UK companies’
audit committees are fully confident
that their company’s annual reports
present an understandable picture
of the company’s position. And
only a fifth are content with the
quality of information they receive.
Committees expressed concern about
risk management and anti-bribery
legislation. More than three-quarters
said they are now spending more
time addressing bribery risks, while
39% said that their company’s risk
management programme requires
‘substantial work’. Some 14%
admitted they do not conduct an
evaluation of their auditor. Timothy
Copnell, chairman of KPMG’s UK
Audit Committee Institute, said:
‘Committees are still coming to terms
with higher regulatory expectation.’

Vince Cable

MORTGAGE LENDING ON RISE

Mortgage lending is rising, suggesting
that the government’s Funding for
Lending scheme is releasing money into
the economy. Bank of England data
reported a 6.1% rise in the number of
home loans in December compared with
the year before, an increase of 10.4%
in value. In the most recent Credit
Conditions Survey, lenders indicated
that the supply of credit increased
significantly in the last quarter of 2012.
But there are concerns that the scheme
is only helping to finance mortgages.
Business secretary Vince Cable has
asked the bank why the scheme is not
benefiting SMEs, as intended.
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The view from:
Saudi Arabia: Ali Hammad ACCA,
financial adviser, Almutlaq Group
Q: How does your work support
the business?
A: My role is primarily to
analyse and report on
performance across the group
to the senior management
team, and to evaluate potential
acquisitions or investments.
Q: How does your professional
services background inform
your thinking now?
A: My work at KPMG in Pakistan and PwC in the
UAE was primarily in advisory teams, carrying
out due diligence, performing model audits and
business valuations. I very much enjoyed the
modelling aspect, and I’ve been able to make use
of that experience in my work today. Some of my
projects focused on cross-border M&A, which again
prepared me well for what I do today.
Q: How are regional economic and geopolitical
developments impacting on trading and investment
among the Saudi business community?
A: People still want to invest but there’s a much
bigger emphasis on exposure to risk, even among
the wealthiest individuals and most soundly
managed organisations. In turn, that has led to
greater diversification rather than the concentration
of effort in just one country or small region.
Q: What advice would you give to those who have
passed their final ACCA exams?
A: Don’t be impulsive; take stock; what extra
experience or knowledge might you need so you
are seen as someone who can add value? Also
consider soft skills; you will have focused largely on
financial and technical issues while studying, but
communication, credibility and persuasiveness will
be increasingly critical from now on. Choose role
models from the people around you – what do they
do or say which contributes to their effectiveness?

FAST FACTS

Business: Saudi conglomerate, established 1954
Locations: Riyadh and Al Khobar, as well as GCCwide joint ventures
Activities: Real estate, retail, manufacturing,
industrial services, investment
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The complete finance professional
We report on new ACCA research highlighting the need of the post-crisis finance
function for accountants who not only have skills in depth, but also in breadth
The vast majority of CFOs who are
looking to appoint new staff believe
potential employees should have
both a breadth and depth of finance
expertise and capabilities, a new
report from ACCA reveals.
Called The complete finance
professional: Why breadth and depth of
finance capability matter in today’s
finance function, the report is based on
a survey of nearly 500 CFOs in the UK,
Malaysia, Russia, China and the UAE
(see box on opposite page).
‘More than 80% of respondents said
a complete understanding of the
finance value chain – from budgeting to
external reporting – and how all this
fits together, was critical,’ says ACCA
chief executive Helen Brand. ‘Given the
breadth of financial activities that
finance leaders are now engaged in, it
is hardly surprising they are looking to
recruit employees with a broad range
of skills and understanding.’
She adds that finance functions now
have to be excellent in a wide range of
capabilities, from supporting
businesses to managing risk,
developing effective strategies for
growth, driving financial insight and
maintaining appropriate levels of
control across the organisation as well
as ensuring its statutory and regulatory
responsibilities are met.
‘This confirms our belief that ACCA
offers a relevant qualification that
meets the needs of business,
individuals and employers to ensure
that we develop the complete finance
professional capable of achieving
strategic roles in business,’ she says.
In today’s finance function, ensuring
a balance of skills across the entire
finance value chain has never been
more important. Broad-based
professional finance qualifications
provide a vital grounding in developing
the skills that businesses need in a
number of areas, discussed below.

The whole finance value chain
The reality of finance roles in the
corporate sector today is that
breadth of understanding across the
finance value chain remains entirely
relevant. It is difficult to conceive of
finance professionals with statutory
reporting responsibilities not having
an appreciation or understanding of
external auditing principles. Competent
management accountants and financial
analysts should have an understanding
of risk issues. And those supporting
finance decision-making or investment
appraisal should be conversant with
basic tax or regulatory issues that may
affect project viability.
External audit training remains a
popular entry route into the corporate
sector because an understanding of
basic financial control and reporting
principles permeates so many different
finance roles.

Balanced finance leadership
Finance leaders must continue
to partner with the business and
collaborate with the CEO and
executive team to help drive the
organisation’s strategy. But this must
be balanced with their need to exercise
independence as the gatekeeper of the
organisation. Long-term value cannot
be created or sustained unless the
business is appropriately controlled,
its risks managed effectively, its funds
protected and maximised, and its core
fiduciary responsibilities met.

The growth in finance priorities
Effective cost management, better
forecasting, more insight, strengthening
the control environment, ensuring
appropriate levels of working capital
and managing risk have all recently
been identified in ACCA research as
key priorities for the finance function.
With the focus on sustainable value
creation, and the drive for transparency,

finance may also play an increasingly
important role in reporting on social
and environmental performance,
and assessing business investments
that have environmental and social
outcomes as well as financial ones.

Changing face of operations
Transformation of the finance function
is a priority for many businesses and
testimony to the desire for greater
efficiency and effectiveness through
balanced finance knowledge and
expertise. The construct of today’s
global finance function is designed
to drive improved capability across
the entire finance value chain,
transactional finance mastery in shared
services, specialist finance expertise
in centres of excellence such as tax
and corporate finance knowledge, and
business partnering activities to drive
more effective financial insight in the
retained finance organisation.

The partnering mandate
To become a trusted commercial
partner to the business, finance must
recognise that its reputation is built
on its traditional fiduciary capabilities;
these remain fundamental to creating
a platform for growth. Failure to
meet these responsibilities also has
significant reputational consequences
for the business.
If the business has assurance that
its assets are effectively controlled,
finance can devote more resources
and support to commercial partnering
activities. With the growing interest
in areas such as analytical insight,
the finance function has a significant
opportunity to expand its influence
across the business, but it must not
deprioritise core finance duties.

The future of ‘finance’ careers
Career paths in the finance function are
changing. According to ACCA research,
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Finance leaders are operating in, and
having to react to, an increasingly volatile
and technology-driven global economy.
Clockwise from top left: protest against
corruption in Delhi, clashes in Cairo,
NYSE traders, and Hong Kong shoppers
over half of the younger generation are
seeking wider business careers while
some continue to want to pursue classic
finance careers.
For individuals, broad-based finance
qualifications such as ACCA help keep
career doors open to pursue a wide
range of finance and business careers,
as well as provide insights into future
career options.
From an organisational perspective,
it is recognised that the role of the
CFO is changing. With the increasing
breadth of responsibility, aside from
the requirement for a strong technical
understanding across a wide range
of finance disciplines, finance chiefs
are being expected by the business to
exhibit broader leadership capabilities.

The complete finance professional is
at www.accaglobal.com/complete

Benefits of broad-based qualifications to newly qualified finance professionals
Enables holders to see the
full financial picture

89%

Enables them to minimise
future financial risks

89%

Enables them to deal with
financial challenges

88%

Enables them to ask the
right finance questions

87%

Enables them to lead a
financial team

86%

Ensures ethical decision
making

83%

Enables them to build a
career on a solid structure

81%

Enables them to go in any
financial career direction

80%

Yes, provides a clear link

11%
11%
12%
13%
14%
17%
19%
20%

No, not especially related

48

Corporate

The pace picks up
Richard Moat FCCA, chairman of the ACCA/IMA Accountants for Business Global
Forum, outlines nine emerging challenges that CFOs must tackle
When the
rules of the
game change,
people need to
adapt. Some
will rise to the
challenges and
opportunities
that lie ahead,
and others will
not. But when
it is not just the rules but the game
itself that changes, it takes real talent
and skill to come out on top.
This is the scenario that CFOs
around the world are currently facing.
With greater economic uncertainty,
cost pressures and business
challenges, to say nothing of a more
onerous regulatory environment, it is
easy to understand why today’s finance
executives are only too keenly aware
that tomorrow’s juggling act will
become even more complex.
Traditional skills are now
simply the entry ticket to
the playing
field. To
succeed in
the future,
CFOs need to
adapt their abilities to reflect a
more uncertain, dynamic and
global game. They will also need
to balance many new and
conflicting priorities, reacting
swiftly to emerging issues as soon
as they arise.
So how will the game
change? A recent IMA and
ACCA report, The
changing role of the CFO,
spells out nine key
issues and emerging
priorities for heads of
corporate finance.
The first and most
obvious is regulation.

CFOs have an increasing personal
stake in, and accountability for,
regulatory compliance. But they will
also have the opportunity to shape the
future, and perhaps bring the steady
accumulation of regulatory burdens
to a halt by implementing processes
that will negate the need for even
more regulation.
The second is globalisation.
Tomorrow’s CFOs will need to adapt to
different rules and regulations if they
are to support the expansion of
business into new markets. The tactical
issues will need to be combined
effectively with good cultural and crossborder working relationships.
Technology is the next key game
changer. Large and complex data – ‘big
data’ – provides
challenges as
well as
significant
opportunities
for analytical
insight. CFOs
need to be at
the heart of this
data revolution;
that means
spending less time
on recording and
verifying the numbers,
and more time on
making the data
connections and explaining
the number implications.
Then there is risk
management. This is one of
the key challenges for the
modern CFO: complete
risk avoidance is not an
option. The company’s
board, external investors
and other stakeholders will look to the
CFO to furnish ever greater assurances
over the financial viability of the
business’s strategy.

Transformation is the next area of
change. The imperatives to reduce
costs, to improve efficiency and to
become a better partner to the
business all mean that CFOs will need
to ensure that finance is a catalyst for
change. Outsourcing and shared
services will figure highly in this
re-engineered world.

Face of the brand
Stakeholder management will demand
more time. CFOs will increasingly
become the face of the corporate
brand. Indeed, they already fulfill this
role with investors, but will have a
broader circle of stakeholders to please
in the future – banks, tax authorities,
external auditors and the media.
There will also be a greater role for
the CFO to play in the validation and
execution of company strategy. Finance
professionals will need to make greater
connections between the strategy of
the organisation and its finance and
risk processes.
Reporting will expand from the
traditional to the ‘triple bottom line’.
Financial reporting will be joined with
social and environmental metrics –
something that can be a balancing act
today, let alone tomorrow.
None of these changes can be
achieved without the effective
management of talent and capability.
Finding the right people with the right
skills at the right time will become
increasingly challenging.
For tomorrow’s CFO, the skill will lie
in balancing the challenges created by
the changing rules while anticipating
the more fundamental changes in how
the game is played.
Richard Moat is CFO of Eircom Group
The report is available at www.
accaglobal.com/transformation
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iXBRL accounts or tax computation file from
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files to HMRC.
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Corporate: The challenge
Derivatives, compliance
and National Grid
Continuing our series on financial professionals at the heart of
front-line projects and initiatives, Malcolm Cooper FCCA talks
about being caught in the net of banking regulation

When the financial crisis hit in
2007, the inevitable calls began for
legislation to make sure it could never
happen again. Six years down the line,
the full effect of that legislation has
begun to bite – and not just in the
sector it was aimed at.
Malcolm Cooper FCCA, tax and
treasury director at National Grid, is in
a better position than most to explain
the implications of the various
directives, guidelines and laws that
have been erected around the world’s
derivatives markets. National Grid, like
most utilities, is a very debt-heavy
operation (its gross debt currently
stands at £25bn and will rise
significantly over the next eight years
as the company invests in modernising
its infrastructure in the UK and parts
of the US), so derivatives are an
everyday part of its business.
‘We need access to as many debt
markets as we can over the next eight
years,’ explains Cooper. ‘The sterling
debt market, even though it’s the
fourth largest in the world, isn’t big
enough for us on its own; National Grid
already accounts for 4% of the sterling
debt market and if we issued all of our
debt in sterling over the next eight
years that would rise to 15%, which
investors would not put up with.’
Using different debt markets means
that currency swaps are essential. ‘If
we raise debt in Europe, for example,
I’ll need to put in place a crosscurrency swap to translate that from
euro to sterling. I’m not doing that for
speculative purposes, I’m doing it to
remove risk. We have a lot of debt, but
we’re probably one of the least risky
businesses in the UK.’

Derivatives, then, matter greatly to
National Grid, but they also put the
company in the firing line of the
various legislation that has emerged
over the past year. Cooper lists just a
few that have directly impacted the
business: Basel III and its EU variant,
CRD IV; the UK’s Vickers report; Dodd
Franks in the US; the European
Markets Infrastructure Regulation
(EMIR); and the EU’s planned
regulation on credit ratings agencies.
The problem for National Grid is that
legislation aimed squarely at the
banking sector catches corporates that
routinely use derivatives in the same
net – a huge headache for people like
Cooper. ‘This legislation changes the
way we do business and it will also
change our risk profile,’ he says.

also be fully collateralised. After some
intensive lobbying by organisations such
as the Association of Corporate
Treasurers (of which Cooper is a past
president), an exemption has been
negotiated for corporates to mitigate
risks related to treasury financing. But,
Cooper says, National Grid will have to
make a decision in the next few months
on whether to continue using that
exemption or voluntarily give it up.
He explains: ‘The price of derivatives
will inevitably go up thanks to this
legislation and the interaction with
Basel III, and it will become far more
expensive to carry on as we are. One
option is to become a clearing
counterparty, but we don’t have the
resources to do that. I don’t have the
in-house processes to cope and would

‘I’M NOT DOING CROSS-CURRENCY SWAPS FOR
SPECULATIVE PURPOSES BUT TO REMOVE RISK’
EMIR weighs in
The catalyst for the biggest single
change is EMIR, whose first provisions
came into force in August 2012. EMIR
was born from an agreement by the
G20 nations in 2009 and is intended
to make the vast market in over-thecounter derivatives (ie. those traded
directly between two parties) more
transparent. The regulation requires
these trades to be processed through
central counterparties, and for details
of outstanding trades to be reported to
an authorised trade repository.
In practice, this means that
derivatives such as an interest rate swap
will need to be valued at 15-minute
intervals throughout the day and must

need to source it out at huge expense.
Plus, the marked-to-market valuation
of our portfolio of derivatives could
easily be £600m or £700m; if that is
fully collateralised I would need that
sum, plus a bit more for headroom,
available at any one time.’
An added complication is that the
group’s treasury systems will need to
be updated to cope with the volume of
information required, but software
suppliers cannot begin to develop new
systems until the rules have been
clarified. ‘So it’s going to be a couple
of years before the systems we would
need are even available,’ says Cooper.
The EU’s plan for regulating credit
ratings agencies (CRA III) is another
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bugbear for Cooper, particularly the
requirement for companies to rotate
their agency every three years or every
10 bond issues. ‘For us, 10 bond
issues is not a lot – it could be one
year’s worth of debt. It would mean
reappointing an agency every year, and
we would not be allowed to re-appoint
the same one for five years. But there
are only three agencies available.’
Cooper has already put his views to a
Treasury select committee and
continues to actively lobby against
legislation he fears will increase rather
than reduce risk. ‘The financial crisis
was serious but the result has been
just about every government

implementing change and regulation
far too rapidly. Derivatives are very
helpful to businesses for risk
management but we’re reaching the
point where many will say it’s too
expensive, too difficult or too complex
to use derivatives and we’ll just run the
risk instead. And that’s dangerous. Fast
regulation is rarely good regulation.
‘I look after the two biggest numbers
in our balance sheet – the tax charge
and the interest charge. But I’m
spending a fair chunk of my time
dealing with regulation instead of more
important things.’
Liz Fisher, journalist

The tips
*

‘Expect the unexpected – you
need some wriggle room in case
there’s a shock to the system. And
shocks in a market are healthy – they
remind you why you do things in a
certain way.’

*
*

‘I have a simple rule: if I don’t
understand something, we don’t
invest in it.’
‘If you’re the type of person
that gets stressed, then you
probably shouldn’t be doing a job
like mine.’
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Beyond here be dragons
In the first of a three-part series looking at options for SMEs in the difficult
economic climate, Steve Bailey and Steve Priddy lay out the choices available

If your business has survived this long
in the current economic downturn it
can handle anything, can’t it? Don’t
be so sure. The corporate sector – and
particularly the small and mediumsized enterprise (SME) community – is
in more danger than it may realise.
There are at least four big challenges
that a prudent business should be
anticipating and preparing for.
While Bank of England headline
interest rates are at their lowest for
decades, everyone knows that, in
practice, actual funding rates are far
higher. These artificially low levels are

not sustainable for any number of
social, political and economic reasons.
An ongoing business should assume a
return to the normal 5% level and
possibly even higher.
‘But we don’t care as we don’t have
borrowings,’ I hear you say! Maybe not,
but your staff and your supply chain
probably do. And any careful observer
will realise that the days of ‘free’
banking are numbered.
Energy costs have risen dramatically
through the recession, but in many ways
the recession has actually held back
larger increases as global demand has

been curtailed and the emerging
economies have slowed their meteoric
growth and demand for raw materials
– which includes energy. The developed
world has been woefully slow in
embracing and developing new sources
of sustainable energy. Those that have
adopted have found the experience
expensive and capital intensive and with
a long lead time. The UK is particularly
vulnerable with an ageing nuclear
programme, an abandoned coal
industry and a monopolistic structure.
Energy costs – which include water –
will almost certainly rise at an annual
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rate that will unremittingly erode profit
margins currently achieved by the SME
sector in the UK.
Also increasing inexorably at a faster
rate than inflation are transport costs.
Whether one commutes by rail or
delivers by road or exports by air, the
story is the same.
Businesses today are sleepwalking
through a prolonged period of low
inflation. As the global economy
emerges from recession the pressure
for catch up and the pent-up demand
from direct and indirect sources of
labour and raw material suppliers are
likely to rekindle the inflationary spiral
– albeit in a controlled manner, if we
are lucky. A moderate level of inflation
will always be preferred by
governments to a stagflationary or
deflationary economic environment
but, realistically, how much control
does one government have over this
macroeconomic indicator?
Perversely, life beyond recession
could be the death knell for many UK
businesses. A return to growth in the
economy will require growth capital in
order for business to meet demand
and to expand. But this capital is
simply not available. The pre-recession
banking environment is unlikely to
re-emerge as banks’ balance sheets
and their business models are
themselves in a state of
transformation. The many highly
publicised mistakes and abuses have
changed the banking sector forever.
Growth without capital is the primary
reason for business failure; it was ever
thus, and that capital is very hard to
find. The latest business barometer
from RSM Tenon, for example, has
revealed that while 27% of business
owners said that they are looking for
finance for their business, 70% said
that they are neither looking to expand
or borrow money.
So do we give up now and just turn
the light out? No – but action is
required and soon. There are three
likely scenarios for the SME sector in
the UK: do nothing, grow or sell.
Doing nothing is unlikely to produce
great outcomes or create owner value
in the medium term, and the long-term
outlook is poor for the reasons stated

PERVERSELY, LIFE BEYOND RECESSION COULD BE
THE DEATH KNELL FOR MANY UK BUSINESSES
above. Battening down the hatches was
exactly the right thing to do in the
financial hurricane of 2008 but it
cannot be a sustainable strategy.
An achievable growth strategy will
require fundamental components to be
in place:
Financial strength and access to
capital, with a managed exposure to
interest rate changes, or contractual
pricing exposure – in essence
creating, protecting and optimising
adequate working capital
Products and services supplied by
the business must generally be
innovative, competitively priced,
scalable and profitable
Sustainable technologies are not
ideas to be embraced in the future;
they are here for many businesses.
There is significant risk in
management ignoring sustainability
in any business strategy. The
potential opportunity presented by
the early adoption of sustainable
processes can be game changing
Business is driven by people. Unless
the right skills, attitude and
motivation are embedded in the
culture a business will struggle
to perform.
The processes within should be
‘lean’, literally and technically.
Inefficient process and structures
will hold back any business
Perhaps most uncomfortable for the
SME owner-manager will be the
need to carefully evaluate whether
now is the time to start acquiring
other businesses as a means of
securing significant growth –
uncomfortable because any thought
of acquisition is likely to have been
on the back burner for the last three
years, if indeed it was even
considered as a strategy.
The third option of selling the
business may be worth considering
and of course many factors should be
considered in reaching any such
conclusion. By way of warning, it is
worth noting that around 80% of all
mergers and acquisitions (M&As) fail to

*

*
*

*
*
*

achieve their aim due to the lack of
post-deal integration. Pre-deal
planning and post-deal integration are
increasingly recognised as missing in
M&A strategies – something we will
consider in greater detail in
subsequent articles.
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

*FIX IT OR FLOG IT?
DO NOTHING

is unlikely to be a
* This
successful long-term position,
and value may decrease.
External influences become the
drivers of the enterprise as the
owner has opted out of setting
the future direction.

GROWTH

growth: requires
* Organic
planning and access to working
capital.

experience and
* Acquisition:
knowledge are key to the
identification of suitable
opportunities and, most
importantly, to successfully
integrate into a scalable
combined entity. These skills
are usually not found within the
vendor or buyer.

SELL

Usually a ‘once-in-a-lifetime’
* event
that will require external
help to achieve the best net
result for the seller. The deal is
often structured with an upfront
payment followed by an earn
out. Ensuring the success of the
post-deal integration will be key
to the earn out and will require
long-term access to skills not
usually found in either the
vendor or buyer organisations.
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The price is wrong
The days of adding an arbitrary margin to the cost of production are over, say the
experts. Value-based pricing puts customers at the heart of the price-setting process
With the New Year sales done and
dusted, many shopping addicts will
now be wincing over their credit card
bills. Even in hard times sales provoke
interest in thousands of deal-hungry
punters out to nab a bargain. For
many retailers, though, the annual
discounting jamboree is another hard
reminder of the pressure on prices
that has come hand in hand with poor
economic performance since the start
of the financial crisis back in 2007.
Five years on and after widespread
pricing wars, experts now believe
the time is right for a change of tack
to reverse the trend and get back to
growth through better pricing. Slashing
rates has run its course and the old
survival tactic of cost cutting is likely
to be exhausted in many quarters.
‘It’s a critical time,’ says Tom
Gladstone, a pricing specialist and
partner at consultancy OC&C Strategy.
‘Because of the amount of discounting
that’s gone on, there’s a real risk that
basic prices are becoming devalued
in customers’ eyes – they come to
naturally expect a discount.’
That’s dangerous for any business.
But Gladstone’s view that pricing
strategy is emerging as an urgent issue
is backed up by research.
In November, the annual Global
Pricing Study from consultancy firm
Simon-Kucher gave an indication of the
pernicious effect of discounting duels.
Of the 2,700 executives that took
part in the research, 59% said their
companies were ‘currently engaged in a
downward price spiral’.
A further 19% said that, although
unaffected, they were witnessing prices

Following protests and government intervention,
gas and electricity suppliers were forced to
change their pricing structures in 2012

fall in their sectors. An overwhelming
83% said they were under pricing
pressure, with almost equal strain from
customer
‘Fuel Poverty
insistence
Kill’ protest,
and low-price
London 2012
competition. Two-thirds of companies
confessed that they possessed low
‘pricing power’ (the ability to achieve
the prices they felt they deserved for
their goods and services).
But the research went a step
further and drew a direct line between
the acquisition of pricing power
and better company performance.
Those who claimed they possessed
‘high’ pricing power reported better
EBITDA (earnings before tax, interest,
depreciation and amortisation) and
anticipated better figures in the future.

‘THERE IS A REAL RISK THAT BASIC PRICES ARE
BECOMING DEVALUED IN CUSTOMERS’ EYES –
THEY COME TO NATURALLY EXPECT A DISCOUNT’

Simon-Kucher reported that price rises
improved profit margins in two-thirds
of cases.
Two fairly recent examples highlight
the critical nature of pricing strategies.
In November 2012, after years of
complaints, the government moved to
force a change in the way domestic gas
and electricity prices were structured –
and at a stroke humiliated the energy
companies. Conversely, news that the
Olympics and Paralympics had beaten
their ticket sales targets was viewed as
a vindication of its pricing approach.
So, a focus on pricing can produce
results. But how is it done? Experts
agree on one thing: the age of ‘costplus pricing’ (working out the cost of
production and then arbitrarily sticking
on a margin) is dead. Where prices
used to be ‘mechanically’ set, they
need to become ‘more humanistic’,
according to Marco Bertini, assistant
professor of marketing at London
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Business School. The cutting edge of
pricing strategy, he says, lies in ‘valuebased pricing’.

Perceived value
Value-based pricing is about
determining what customers are willing
to pay based on the value they perceive
in the product or service, rather than
on the cost of production. It doesn’t
mean that cost is irrelevant to pricing,
but it does mean it is not the starting
point; price should rest on clearly
understanding the benefits a customer
receives from a product or service.
Hence Bertini’s call to make prices
more humanistic, as he puts it. In
a paper for the Harvard Business
Review in June last year, Bertini and
fellow academic John Gourville wrote:
‘Traditional pricing strategy is by
definition antagonistic, but it needs
to become a more socially conscious,
collaborative exercise.’ They said
that this ‘means viewing customers
as partners in value creation – a
collaboration that increases customers’
engagement and taps their insights
about the value they seek and how
firms could deliver it’.
At first sight that sounds loose and
fluffy, but it has practical implications.

*THE PRICING PROCESS

For Jerry Bernstein, president of Value Pricing Group, the
ideal way to engage value pricing is to have a process.
He also believes that failure to complete a disciplined
process risks undermining the whole project. He advocates
understanding and using a ‘value chain’.
Having said that, he believes the US is ahead of the UK
and Europe in integrating pricing professionals at the centre
of their operations. ‘Over the last 10 to 15 years, many of
the Fortune 500 companies have put in place pricing people
or even pricing departments, but the quality and amount of
work being done varies widely,’ he says. On one thing he is
certain, though – unless pricing strategy is at the centre of
company thinking, with the board’s backing, it is likely to fail.
Bernstein’s value chain begins with identifying value. This
means identifying the company’s most profitable products
and markets and interviewing clients in those markets, along
with the salespeople servicing them. He believes a focus on
the most profitable areas will mean concentrating on the
best opportunities for better prices.
With value identified, the next step is composing the right
marketing messages. Bernstein cautions against responding

Bob Eastoe, FD at bed and mattress
manufacturer Hypnos, describes how
his company went about building in
value pricing in what they see as an
intensely competitive arena.
First, after intensive questioning of
what the company should be known for,
it dropped lower-cost products from its
line. Then on one side of the business,
supplying national retailers like John
Lewis, it began development of a new
product in conversation with its clients
and their needs. From that point it
worked through design and production
to a price. Customer value is therefore
built in from the start.
On the contract side of the business
(supplying hotels) it structured pricing
not just around the beds but around
service too: installation and then
removal of decommissioned furniture
– a facility highly valued by clients. ‘We
are always under pressure, particularly
on the bigger contracts, but not
everybody can do what we do because
of the logistics side of our business,’
says Eastoe.
A move into value-based pricing
requires some discipline, according to
The London 2012 Paralympics Games’
ticket pricing strategy saw record sales

to discounts by competitors. In an article for the
Professional Pricing Society, a US trade body for pricing
experts, Bernstein writes that reacting to competitors means
moving focus away from the customer.
The third step is selling value – something all the experts
agree on. Sales staff must understand the value in their
products and sell on that understanding. This may mean
reviewing sales stories and making significant changes. One
way of preparing them is quantifying the benefit. In short,
what does a product do to a client’s profit and loss?
Lastly, Bernstein highlights pricing. If you have worked out
the benefit and quantified it, you should have a guide to
pricing – although clients must be left room to conclude that
the value is still greater than the price. Premiums charged
by other companies could be used as a guide, but customers
have to ‘perceive the value’ that wasn’t previously obvious.
Blanket hikes in rates won’t achieve much, according to
Bernstein. ‘Across-the-board increases? That’s dumb,’ he
says. What about discounting? ‘It’s a losing strategy,’ he
says. ‘But what else would you do if you don’t understand
the value you are providing?’
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Jerry Bernstein, a consultant viewed as
something of a pricing pioneer in the
US. Bernstein says many companies
fail to analyse properly the data on the
prices they achieve. This data, he says,
is the bedrock for moving towards a
value-based strategy.
Building this kind of data helps to
identify where healthy prices are being
achieved and where they are not. This,
in turn, gives a lead on which clients
may be seeing most value in products
– and who can then be targeted for
additional information.
‘A lot of companies don’t build that
information from the bottom up,’ says
Bernstein. Compiling comprehensive
pricing information then underpins
what he calls the ‘value chain’ (see box
on previous page).

Getting deep
An approach like this also takes pricing
into deeper areas. Hypnos’s model
is not just about beds; it’s about the
added service that comes with it. And
that is inescapably part of the wider
business strategy.
Mark Billige, an accountant and
partner at Simon-Kucher, says: ‘The first
question we pose is what your number
one goal is. Pricing gets right to the
heart of strategy because it should
reflect the overall corporate goal.’
Pricing meets strategy explicitly
when a company asks whether a
pricing structure is working or should
be changed.
Bertini’s work has specifically
focused on moving clients’ attention
away from price to value. He advocates
reformed pricing structures that
highlight value and cites the example
of Aviva, which began charging car
insurance by the mile driven, or pay as
you drive.
Other tactics include ‘wilfully’
overpricing a product, which invites
customers to interrogate the price and
the value it is supposed to represent.
Partitioning prices – breaking them
into their component parts – can also
help focus the attention of customers
on the quality on offer. Bertini claims
customers more easily see a benefit
when it is singled out and priced.

On the bargain trail: value pricing is
the basis of convincing customers that
they are getting their money’s worth

‘THOSE THAT FIND A UNIQUE MARKET POSITION
OFTEN DISCOVER THAT PRICING IS NOT A PROBLEM’
The Hypnos approach is an example
not only of adding value, but making it
fit customers’ needs and then ensuring
they know what they are paying for.
Hypnos integrates transparency into
the value equation. It is a move that
fits with Bertini’s thinking and an area
where some have suggested electricity
and gas pricing came unstuck last year.
But there is a big implication in
approaching pricing in this way. A
pricing structure goes to the heart of
a business model and reforming it
forces companies to go back to basics

to ask whether they have the right
product, the right clients, the right
brand messaging. Remember, Hypnos
dropped its cheaper line of beds. The
pricing process therefore compels
a company to review whether it has
something that makes it stand out.
‘Those that find a unique market
position often discover that pricing is
not a problem because it’s a value-formoney decision rather than a lowestprice decision,’ says Bertini.
Gavin Hinks, journalist
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How to prepare for the worst
Economist Tim Harford explains why the lessons that have emerged from industrial
disasters should be applied to prevent future financial disasters
The financial crisis was so traumatic
that it is tempting simply to conclude
that all banking risks should be
legislated out of existence, with fancy
financial instruments outlawed and
banks compelled to hold gigantic
capital cushions. But that would
take for granted – and threaten – the
benefits we now enjoy from banking.
The end of error in finance would also
be the end of new ideas, and indeed
of most banking as we know it.
We’d miss it. In the 1960s, my
father-in-law tried to get a mortgage. He
couldn’t. He was a dentist, so selfemployed – too risky. Property was
concentrated in the hands of a narrow
class of wealthy landlords who were
able to buy it cheap, without much
competition, and rent it out to the
masses. Immigrants or those with the
wrong colour of skin were often the last
to be able to get hold of a loan to buy
their own home. Let’s not forget that,
although we ended up taking several
steps too far in making mortgages easy
to come by, those steps started off as
being in the right direction. As in any
other sector, some innovations in
finance will inevitably fail. And as in any
other sector, those inevitable failures are
a price well worth paying for innovations
that succeed – but only if the failures
are survivable. Economist John Kay’s
‘narrow banking’ proposal aims to

structure banks in such a way that the
financial system can continue to take
risks and develop valuable new
products, but without endangering the
system as a whole.
That is the key lesson that emerges
from industrial safety. We can make a
priority of getting more reliable
indicators of what is going on, in a
format that might enable a regulator
both to anticipate systemic problems
and to understand crises as they are
occurring. We can get better at
spotting latent errors more quickly by
finding ways to reward – or at least to
protect – those who speak up. We can
be more systematic about publicising
latent errors, too; the nuclear industry
now has a system for recording
near-misses and disseminating the
information to other power plants that
might be on the verge of making the
same mistake. But above all, we should
look at decoupling connections in the
financial system to make sure that
failures remain isolated.
After those fateful few days in 2008
when the US government let Lehman
Brothers fail and then propped up AIG,
many people drew one of two
contradictory conclusions: either AIG
should have been treated like Lehman,
or Lehman should have been treated
like AIG. But the real lesson is that it
should have been possible to let both

Lehman and AIG collapse without
systemic damage. Preventing banks
from being ‘too big to fail’ is the right
kind of sentiment but the wrong way of
phrasing it, as the domino analogy
shows: it would be absurd to describe
a single domino as being too big to fail.
What we need are safety gates in the
system that ensure any falling domino
cannot topple too many others.
Above all, when we look at how future
financial crises could be prevented, we
need to bear in mind the two ingredients
of a system that make inevitable failures
more likely to be cataclysmic:
complexity and tight coupling.
Industrial safety experts regard the
decoupling of different processes and
the reduction of complexity as valuable
ends in themselves. Financial regulators
should, too.

Deepwater Horizon
After nightfall on 20 April 2010,
Mike Williams was in his workshop
on a floating drilling rig in the Gulf
of Mexico. The rig was a colossal
engineering achievement, with a deck
400 feet by 250 feet, and the world
record for deep-water drilling to its
credit: over 35,000 feet – deeper than
Mount Everest is high. The rig’s team
had just completed the drilling and
sealing of the Macondo oil well, and
that very day had hosted executives
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from the rig’s operator, Transocean, and
the well’s owner, BP, to celebrate seven
years without a notable accident. But
the accident that was about to occur
would be far more than merely notable:
it was to be the worst environmental
disaster in American history. The name
of the rig was Deepwater Horizon.
Williams first realised something was
amiss when the rig’s engines began
revving wildly. He did not realise that
explosive methane gas had bubbled up
from the seabed, a mile below the
surface of the water. It was being sucked
into the rig’s engines, forcing them to
excessive speeds. Alarms sounded; lights
glowed so brightly that they shattered;
Williams pushed back from his desk just
as his own computer monitor exploded.
He was then hurled across the room by a
far larger explosion – pinned under a
three-inch steel fire door that had been
ripped off its hinges by the force of the
blast. He crawled towards the exit and
was again flung across the room by a
second flying blast door. Bleeding
profusely from a head wound, he finally
reached the deck of the rig to see that
the crew were already evacuating, not
realising that he and a few other crew
had survived and remained behind on
the rig. With a last thought of his wife
and young daughter, and a prayer,
Williams leapt from the deck of
Deepwater Horizon. Like the few
survivors of the Piper Alpha disaster, he
faced a ten-storey drop. Mike Williams
survived; eleven others died.
The exact distribution of blame for
the Deepwater Horizon explosion and
the gigantic oil spill that followed will be
left to the courts – along with a bill of
many billions of dollars. Almost five
million barrels of oil surged into the
Gulf of Mexico just 40 miles from the
coast of Louisiana. How did it happen?
Blame could possibly be attached to
the rig’s operator, Transocean; to the
contractor responsible for sealing the
well with cement, Halliburton; to the
regulator responsible for signing off on
the drilling plans; and of course to BP,
which owned the Macondo well and was
in overall charge of the project. Each
party has a strong financial incentive to
blame the others. Still, amidst the
confusion, the details that have

that is no great surprise; in such
disasters, multiple lines of defence are
almost always breached. The most
noticeable failure was that of the
blowout preventer, a massive seabed
array of valves and hydraulic rams
designed to seal the well in the event of
disaster. A congressional hearing has
heard that the preventer appeared to be
in a shocking state: one of the automatic
triggers had no battery power, while
another had a faulty component. The
preventer was leaking hydraulic fluid,
meaning that when it was eventually
triggered by a robot submersible, it
lacked the power to seal the well. All this
sounds shocking, but failsafe systems
such as the blowout preventer are often
in a poor state of repair because in an
ideal world they would never be used:
Deepwater Horizon’s blowout preventer,

‘TRIAL AND ERROR IS NOT ENOUGH WHEN
FACED WITH SYSTEMS THAT ARE NOT ONLY
COMPLEX BUT ALSO TIGHTLY COUPLED’
emerged at the time of writing suggest
a pattern that will now be familiar.
The first lesson is that safety systems
often fail. When the boat that picked
Mike Williams up circled back to tow a
life raft away from the burning rig, it
found the life raft tied to the rig by a
safety line. Transocean, the rig’s
operator, banned crew from carrying
knives – so the boat, and the life raft,
found themselves attached to a blazing
oil rig by an interacting pair of safety
precautions. (The safety line was
eventually severed and the crew
rescued.) Or consider a safety device
called the mud-gas separator: when the
well started to leak, blowing mud and
gas onto the deck of the rig, the crew
directed the flow into the separator,
which was quickly overwhelmed,
enveloping much of the rig in explosive
gas. Without this device, the crew would
simply have directed the flow over the
side of the rig, and the worst of the
accident might have been prevented.
The second lesson is that latent errors
can be deadly. BP’s own review of the
accident concluded that eight separate
lines of defence had been breached. But

which operated in extreme conditions a
mile under the sea, had last been
inspected five years before the accident.
The third lesson is that had
whistleblowers felt able to speak up,
the accident might have been
prevented. The well had been unstable
for weeks, and for months BP
engineers had been expressing concern
that the specific design of the well
might not be up to the job. The
Macondo well’s manager reported
problems with the blowout preventer
three months before the accident.
Meanwhile, Transocean’s safety record
had been deteriorating for the few years
prior to the accident; the company was
showing signs of stress after a merger.
On paper, BP has a clear policy of
protecting people who blow the whistle
with safety concerns. But in practice, the
tight-knit community of an offshore
drilling rig can encourage conformist
thinking, regardless of the official policy.
Oil companies, like banks, need to find
ways to encourage whistleblowers.
Fourth, the rig system was too tightly
coupled. One failure tended to
compound another. The rig was
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Above: an activist protests in front of the
federal court in New Orleans during the
trial of BP in 2012; left: campaigners
highlight the environmental damage
caused by oil disasters
designed as the key defence against
minor and major spills: the rig
contained the mud-gas separator to
prevent small spills, and also controlled
the blowout preventer. But at the very
moment when the rig’s capabilities were
most needed to plug the leak, the rig
itself was being torn apart by a series
of explosions. In an awful echo of Piper
Alpha, the blowout preventer could not
be triggered from the rig’s deck because
power lines had been severed in the
initial explosion. A safer design would
have decoupled the blowout preventer
from the rig’s control room.
Fifth, as Tony Lomas [PwC’s lead
administrator following the Lehman
Brothers collapse] could have attested,
contingency plans would have helped.
BP – along with other oil majors – was
humiliated when it was discovered that
their contingency plans for a major
spill included measures to protect the
local walrus population. This was not
actually necessary; walruses typically
look after themselves when oil is
spilled in the Gulf of Mexico by staying
exactly where they are, in the Arctic
Circle. The implication was clear: BP

and others seem to have grabbed a
contingency plan off the shelf, one that
was originally designed for drilling in
Alaska or the North Sea.
The final lesson is that of ‘normal
accident’ theory: accidents will
happen, and we must be prepared for
the consequences. The US government
signed off on the Macondo drilling
project because the risk of trouble was
thought to be small. Perhaps it was
small – but the chance of accidents is
never zero.
As the economy we have created
becomes ever more complex, both the
engineering that underpins it and the
finance that connects it all together will
tend to become more complex, too.
Deepwater Horizon was pushing the
limits of deep-sea engineering; Three
Mile Island came at a time of constant
innovation in nuclear technology; the
burgeoning market in credit derivatives
also tested the boundaries of what was
possible in finance. The usual response
to complexity, that of trial and error, is
not enough when faced with systems
that are not only complex, but also

tightly coupled. The costs of error are
simply too high.
The instinctive answer is to eliminate
the errors. This is an impossible dream.
The alternative is to try to simplify and to
decouple these high-risk systems as
much as is feasible, to encourage
whistleblowers to identify latent errors
waiting to strike, and – sadly – to stand
prepared for the worst. These are lessons
that some engineers – both petroleum
engineers and financial engineers – seem
to have to learn again and again.
Tim Harford writes ‘The Undercover
Economist’ column for the Financial
Times, and his ‘Dear Economist’
column is published in Men’s Health.
His writing has also appeared in
Esquire, Forbes, New York Magazine,
Wired, the Washington Post and the
New York Times. His previous books
include The Logic of Life and The
Undercover Economist. Harford is a
visiting fellow at Nuffield College,
Oxford, and Cass Business School,
London. He also presents the popular
BBC Radio 4 show More or Less.

This article is an extract from Tim Harford’s book Adapt: Why
Success Always Starts With Failure, published by Abacus at
£8.99. UK readers can buy the book for an offer price of £7.99;
call 01832 737525 and quote offer reference LB 159. Offer ends
30 June 2013. Copyright © Tim Harford 2011.

DATA PAGE
Bank Base Rates

Date
7.8.97
6.11.97
4.6.98
8.10.98
5.11.98
10.12.98
7.1.99
4.2.99
8.4.99
10.6.99
8.9.99
4.11.99
13.1.00
10.2.00
8.2.01
5.4.01
10.5.01
2.8.01
18.9.01
4.10.01
8.11.01
6.2.03

Rate
7.00%
7.25%
7.50%
7.25%
6.75%
6.25%
6.00%
5.50%
5.25%
5.00%
5.25%
5.50%
5.75%
6.00%
5.75%
5.50%
5.25%
5.00%
4.75%
4.50%
4.00%
3.75%

Retail Prices Index

Date
10.7.03
6.11.03
5.2.04
6.5.04
10.6.04
5.8.04
4.8.05
3.8.06
9.11.06
11.1.07
10.5.07
5.7.07
6.12.07
7.2.08
10.4.08
8.10.08
6.11.08
4.12.08
8.1.09
5.2.09
5.3.09

Rate
3.50%
3.75%
4.00%
4.25%
4.50%
4.75%
4.50%
4.75%
5.00%
5.25%
5.50%
5.75%
5.50%
5.25%
5.00%
4.50%
3.00%
2.00%
1.50%
1.00%
0.50%

Source: Barclays

Mortgage Rates
Date
1.6.01
1.9.01
1.10.01
1.11.01
1.12.01
1.3.03
1.8.03
1.12.03
1.3.04
1.6.04
1.7.04
1.9.04
1.9.05
1.9.06

Rate
7.00%
6.75%
6.50%
6.25%
5.75%
5.65%
5.50%
5.75%
6.00%
6.25%
6.50%
6.75%
6.50%
6.75%

March 2013

Figures compiled on 5 February 2013

Date
1.12.06
1.2.07
1.6.07
1.8.07
1.1.08
1.3.08
1.5.08
1.11.08
1.12.08
1.1.09
1.2.09
1.3.09
1.4.09
4.1.11

Rate
7.00%
7.25%
7.50%
7.75%
7.50%
7.25%
7.00%
6.50%
5.00%
4.75%
4.50%
4.00%
3.50%
3.99%

Existing Borrowers - Source: Halifax

January
February
March
April
May
June
July
August
September
October
November
December

1997
154.4
155.0
155.4
156.3
156.9
157.5
157.5
158.5
159.3
159.5
159.6
160.0

1998
159.5
160.3
160.8
162.6
163.5
163.4
163.0
163.7
164.4
164.5
164.4
164.4

13th January 1987 = 100

1999
163.4
163.7
164.1
165.2
165.6
165.6
165.1
165.5
166.2
166.5
166.7
167.3

2000
166.6
167.5
168.4
170.1
170.7
171.1
170.5
170.5
171.7
171.6
172.1
172.2

2001
171.1
172.0
172.2
173.1
174.2
174.4
173.3
174.0
174.6
174.3
173.6
173.4

2002
173.3
173.8
174.5
175.7
176.2
176.2
175.9
176.4
177.6
177.9
178.2
178.5

2003
178.4
179.3
179.9
181.2
181.5
181.3
181.3
181.6
182.5
182.6
182.7
183.5

2004
183.1
183.8
184.6
185.7
186.5
186.8
186.8
187.4
188.1
188.6
189.0
189.9

2007
4.2%
4.6%
4.8%
4.5%
4.3%
4.4%
3.8%
4.1%
3.9%
4.2%
4.3%
4.0%

2008
4.1%
4.1%
3.8%
4.2%
4.3%
4.6%
5.0%
4.8%
5.0%
4.2%
3.0%
0.9%

2009
0.1%
0.0%
-0.4%
-1.2%
-1.1%
-1.6%
-1.4%
-1.3%
-1.4%
-0.8%
0.3%
2.4%

2010
3.7%
3.7%
4.4%
5.3%
5.1%
5.0%
4.8%
4.7%
4.6%
4.5%
4.7%
4.8%

2011
5.1%
5.5%
5.3%
5.2%
5.2%
5.0%
5.0%
5.2%
5.6%
5.4%
5.2%
4.8%

2012
3.9%
3.7%
3.6%
3.5%
3.1%
2.8%
3.2%
2.9%
2.6%
3.2%
3.0%
3.1%

Source: ONS

HM Revenue & Customs Rates
“OFFICIAL RATE”*

Effective Date
6.3.99
6.1.02
6.4.07
1.3.09
6.4.10

Rate
6.25%
5.00%
6.25%
4.75%
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
27.1.09
24.3.09
29.9.09

Rate
1.00%/1.00%
0.00%/0.00%
3.00%/0.50%

INTEREST ON LATE PAID
INCOME TAX, CGT, STAMP DUTY
AND STAMP DUTY RESERVE

Effective Date
6.12.08
6.1.09
27.1.09
24.3.09
29.9.09

Rate
5.50%
4.50%
3.50%
2.50%
3.00%

INTEREST ON OVERPAID
INCOME TAX, CGT, STAMP DUTY
AND STAMP DUTY RESERVE

Effective Date
6.11.08
6.12.08
6.1.09
27.1.09
29.9.09

Rate
2.25%
1.50%
0.75%
0.00%
0.50%

w.e.f. 6.3.09
0.00% (0.00%)
0.00% (0.00%)
0.75% (0.00%)
0.75% (0.00%)
0.75% (0.00%)
0.75% (0.00%)

w.e.f. 6.2.09
0.00% (0.00%)
0.00% (0.00%)
1.00% (0.50%)
1.00% (0.50%)
1.00% (0.50%)
0.75% (0.25%)

w.e.f. 9.1.09
0.00% (0.00%)
0.00% (0.00%)
1.50% (0.75%)
1.25% (0.50%)
1.25% (0.50%)
1.25% (0.50%)

Encashment rates shown in brackets. Above rates are paid gross but are liable to tax.

Late Payment of Commercial Debts
From
1.7.11
1.1.12

To
31.12.11
30.6.12

Rate
8.50%
8.50%

From
1.7.12
1.1.13

To
31.12.12
30.6.13

Rate
8.50%
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%.

LIBOR
January
February
March
April
May
June
July
August
September
October
November
December

2010
0.62%
0.64%
0.65%
0.68%
0.71%
0.73%
0.75%
0.73%
0.74%
0.74%
0.74%
0.76%

2011
0.77%
0.80%
0.82%
0.82%
0.83%
0.83%
0.83%
0.89%
0.95%
0.99%
1.04%
1.08%

2012 2013
1.08% 0.51%
1.06%
1.03%
1.01%
0.99%
0.90%
0.74%
0.68%
0.60%
0.53%
0.52%
0.52%

3 MONTH INTERBANK - closing rate on last day of month

2007
201.6
203.1
204.4
205.4
206.2
207.3
206.1
207.3
208.0
208.9
209.7
210.9

2008
209.8
211.4
212.1
214.0
215.1
216.8
216.5
217.2
218.4
217.7
216.0
212.9

Courts
ENGLISH COURTS

2008
3.6%
4.6%
4.8%
4.8%
4.2%
3.4%
3.2%
3.2%
2.8%
3.6%
2.3%
2.5%

January
February
March
April
May
June
July
August
September
October
November
December

2009
210.1
211.4
211.3
211.5
212.8
213.4
213.4
214.4
215.3
216.0
216.6
218.0

Whole GB economy unadjusted
*Provisional

2009
-1.7%
-5.7%
-1.1%
1.7%
0.9%
1.1%
0.3%
0.3%
0.9%
0.7%
0.8%
0.7%

2010
217.9
219.2
220.7
222.8
223.6
224.1
223.6
224.5
225.3
225.8
226.8
228.4

2011
229.0
231.3
232.5
234.4
235.2
235.2
234.7
236.1
237.9
238.0
238.5
239.4

2012
238.0
239.9
240.8
242.5
242.4
241.8
242.1
243.0
244.2
245.6
245.6
246.8

Source: ONS

2010
0.6%
5.2%
6.6%
0.4%
1.1%
2.1%
1.8%
2.1%
2.3%
2.1%
2.1%
1.3%

2011
4.3%
1.0%
2.4%
2.5%
2.4%
3.4%
3.1%
2.1%
1.8%
2.1%
2.1%
2.0%

2012
0.1%
0.7%
0.9%
2.4%
1.8%
1.4%
1.6%
2.3%
1.8%
1.3%
1.1%*

2010
535.7
537.2
543.1
552.7
547.6
538.5
544.8
546.6
529.6
534.9
528.4
522.7

2011
522.6
523.3
524.8
525.3
525.4
529.6
533.1
524.6
525.5
531.8
520.4
510.7

2012
514.2
514.3
528.9
521.7
523.6
528.3
526.3
518.5
519.3
517.2
521.1
524.0

Figures include bonuses and arrears
Source: ONS

House Price Index
2008
619.1
626.1
616.9
618.0
603.5
588.3
577.5
567.7
561.0
544.2
527.1
512.8

January
February
March
April
May
June
July
August
September
October
November
December

2009
517.2
515.3
508.3
508.6
520.7
514.0
520.1
524.1
533.5
535.4
536.0
541.3

All Houses (January 1983 = 100)

Exchange Rates

Certificates of Tax Deposit
up to £100K
£100K+ 0-1 mth
£100K+ 1-3 mth
£100K+ 3-6 mth
£100K+ 6-9 mth
£100K+ 9-12 mth

2006
193.4
194.2
195.0
196.5
197.7
198.5
198.5
199.2
200.1
200.4
201.1
202.7

% Change Average Weekly Earnings

% Annual Inflation
January
February
March
April
May
June
July
August
September
October
November
December

2005
188.9
189.6
190.5
191.6
192.0
192.2
192.2
192.6
193.1
193.3
193.6
194.1

2006
2007
2008
2009
2010
2011
2012

YEN
205
233
198
142
142
133
132

MARCH
US$ SFr
1.74 2.27
1.97 2.39
1.99 1.97
1.43 1.63
1.52 1.60
1.60 1.47
1.60 1.44

Source: Halifax
on last working day

€
1.43
1.47
1.25
1.08
1.12
1.13
1.20

2006
2007
2008
2009
2010
2011
2012

DECEMBER
YEN US$ SFr
233 1.96 2.39
222 1.99 2.25
130 1.44 1.53
150 1.61 1.67
127 1.57 1.46
120 1.55 1.45
139 1.62 1.48

€
1.48
1.36
1.04
1.13
1.17
1.20
1.23

Income Support Mortgage Rate
Effective Date Rate

Effective Date Rate

Effective Date Rate

17.12.06
18.2.07
17.6.07

12.8.07
13.1.08
16.3.08

18.5.08
16.11.08
1.10.10

6.58%
6.83%
7.08%

7.33%
7.08%
6.83%

6.58%
6.08%
3.63%

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.

SCOTTISH COURTS

Judgment Debts: High Court (& w.e.f. 1.7.91 County Courts) 8% w.e.f. Decrees: Court of Session & Sheriff Courts 8% w.e.f. 1.4.93 (previously
15% w.e.f. 16.8.85).
1.4.93 (previously 15% w.e.f. 16.4.85).
Funds in Court: Special Rate (persons under disability) 0.5% w.e.f.
NORTHERN IRISH COURTS
1.7.09 (previously 1.5% w.e.f. 1.6.09). Basic Rate (payment into court) Judgment Debts: High Court: 8% w.e.f. 19.4.93 (previously 15% w.e.f.
0.3% w.e.f. 1.7.09 (previously 1% w.e.f. 1.6.09).
2.9.85). County Court 8% w.e.f. 19.4.93 (previously 15% w.e.f. 19.5.85).
Interest in Personal Injury cases: Future Earnings - none. Pain &
Interest on amounts awarded in Magistrate Courts 7% w.e.f. 3.9.84.
Suffering - 2%. Special Damages: same as “Special Rate” - see Funds
in Court above (½ Special Rate payable from date of accident to date ADMINISTRATION OF ESTATES
of judgment).
England & Wales: Interest on General Legacies: 0.3% w.e.f. 1.7.09
Interest Rate on Confiscation Orders in Crown & Magistrates Courts: (previously 1% 1.6.09). Interest on Statutory Legacies: 6% w.e.f.
1.10.83 (previously 7% w.e.f. 15.9.77).
same rate as applies to High Court Judgment Debts.

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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Public sector

AUDIT COMMISSION FEARS

The intended abolition of the
Audit Commission may fail to save
money, according to a House of
Commons committee. The abolition
also undermines the integrity of
the audit system and may fail to
provide accountability. Committee
chair Margaret Hodge said it was
essential that the government
‘commissions and publishes a new
financial impact assessment’ of
abolition. The committee expressed
concern that abolition would lead
to a more complex and fragmented
audit regime. John Davies, head
of technical at ACCA, said: ‘There
are so many issues to address as
highlighted in the committee’s
report that it is apparent that major
surgery is needed to make the new
audit framework fit for purpose,
particularly in ensuring there are
adequate arrangements for auditing
health bodies and strengthening
audit committees.’

HALF OF GPs ‘MAY LEAVE NHS’

One in two GPs are so unhappy
with government changes to their
contracts they are considering quitting
general practice, according to a
survey of 2,700 GPs by local medical
committees in southwest England.
Almost all – 93% – said their working
days had become longer in the past
three years, with 45% saying they had
become much longer. They also warned
the changes were threatening their
practices, with two-thirds saying they
would struggle to remain viable. Some
84% of the GPs said their current
workload was unsustainable while 48%
said it was dangerous.
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The view from:
The House of Lords: Lord Owen,
cross-bench politician
Q Why have you introduced the
NHS Re-instatement Bill?
A The Health and Social Care
Act 2012 moves away from the
secretary of state for health the
legal duty to provide or secure
health services. This removes
democratic accountability for
the NHS. The fundamental
thing is to restore the powers in
the way they have been retained
in Scotland, Wales and Northern Ireland. The new
NHS Commissioning Board will be the largest
quango ever created – this from the coalition that
says it’s getting rid of quangos.
Q Wouldn’t your Bill lead to another reorganisation?
A I am trying to avoid further major reorganisation.
The Bill will restore powers without upheaval.
Q So you are concerned at the use of the private
sector by the NHS?
A The NHS is unique; it’s not just another utility
like water or gas. It is perfectly possible to provide
water, gas and electricity for everyone who wants
it. But it’s not the same with health. Demand is not
exactly infinite, but it is possible to spend much
more on it than we actually do. When I was health
minister, I openly admitted we had a rationalised
system of healthcare. We have to be grown up about
this and admit it, and do it openly and fairly. Once
you move away from that democratic basis, I think
many doctors will admit they will have a different
relationship with patients. Why else has the NHS
been the most popular public service for so many
decades? Broadly speaking, the evidence is that our
healthcare system is very effective.
Q What have you done since leaving politics?
A After being a peace negotiator in the Balkans, I
became chairman of Yukos International and was
on the board of Abbott Laboratories.

FIVE-SECOND CV

1962: qualified as a doctor of medicine
1974–9: health minister, then foreign secretary
1981: co-founded and subsequently led the Social
Democratic Party
1992: made a life peer
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Austerity bites
As many councils struggle to absorb cuts in
central government funding, treasurers are bracing
themselves for even tougher times ahead
Councils face increasing difficulty in
absorbing cuts in central government
grants without further and damaging
service reductions, according to a
report from the National Audit Office.
Central government funding to local
authorities is falling by £7.6bn over
the 2010/11 to 2014/15 period in
real terms – a 26% cut in government
funding, excluding police, schools and
fire services. Planning and housing
functions have so far suffered the
largest cuts proportionately. Culture,
highways and environmental services
are the next biggest losers, but
spending on adult’s and children’s
social care has also fallen.
Treasurers are planning for even
worse times ahead and this may explain
why the overall level of general reserves
has actually increased in recent years,
to £3.6bn as at last March. Councils
are currently implementing a package
of £4.6bn of savings that need to be
completed by April this year, says the
NAO in its report, Financial sustainability
of local authorities. Difficulties in
achieving this are exacerbated by rising
cost pressures and increasing demand
for high-cost services, in particular
adults’ and children’s social care.
The NAO expressed surprise that the
Department of Communities and Local
Government (DCLG) did not do more in

advance of imposing the grant
reductions to predict their likely
impact, and recommends that DCLG
should now take action to improve its
understanding. DCLG should also
review its framework for dealing with
those councils that are unable to cope,
says the NAO. The Audit Commission
identified 12% of local authorities as
at risk of not balancing future budgets.
But, says the NAO, the accountability
framework for addressing widespread
financial failure in local government
is untested.

Increased pressure
With the partial localisation of
business rates collection and council
tax arrangements from April, there are
signs that the coming months will be
marked by higher levels of pressure
on many local authorities. Councils
where the economies are weakest are
in the greatest danger, with potential
difficulties in collecting taxes.
‘Local authorities are facing the
challenge of reducing spending while
protecting the services they provide,’
says NAO head Amyas Morse. ‘So far,
they have generally coped well, but
central government funding support
will continue to reduce and the impact
on individual local authorities will vary.
The Department will need to be able to

detect emerging problems and respond
flexibly and quickly.’
ACCA’s head of public sector, Gillian
Fawcett, warns that there is a difficult
road ahead. ‘There’s still quite a
significant amount of savings to be
achieved in the next couple of years
which will test the resilience of local
authority directors of finance,’ she
says. ‘We are only halfway through the
savings now.
‘As the report points out, there is
evidence of where services are being
reduced. That is not a particularly
positive position going forward.’ She
points to cuts being made to library
services in some areas and concerns
about the possible impact on adult and
children’s care.
The report provides evidence of a
high level of competence in local
authorities’ financial management – the
vast majority of councils either spent in
line with budgets or underspent.
Fawcett says there are signs that the
best-managed services are coping well.
But, she warns: ‘We haven’t really
looked at whether other authorities are
able to manage this as well.’
Paul Gosling, journalist
Financial sustainability of local authorities
is available at www.nao.org.uk

64

Technical update

Glenn Collins, ACCA UK’s head of technical advisory, provides a monthly
round-up of the latest developments in financial reporting, audit, tax and law

AUDIT
GOING CONCERN
The Financial Reporting
Council has circulated,
for consultation, guidance
for directors and related
standards for auditors,
requesting comment by 28
April. This is to implement
the recommendations of the
Sharman Panel of Inquiry
into Going Concern and
Liquidity Risks. More at
www.accaglobal.com/uk/
members/technical
AUDITORS’ REPORTS
The Financial Reporting
Council (FRC) has circulated
its consultation, Revision to
ISA (UK and Ireland) 700, and
has requested comments
by 30 April 2013. The FRC
states that it believes the
changes will better meet the
needs of investors and thus
enhance the value of audit.
The proposals require
auditors’ reports to:
a) describe the risks of
material misstatement
that were identified and
assessed by the auditor
and which had the
greatest effect on the
audit strategy;
b) explain how the auditor
applied the concept of
materiality; and
c) summarise the audit
scope, in particular how
the scope responded to
the matters set out in a)
and b).
http://tiny.cc/t5ecsw

CHARITY REPORTING
CC15b – Charity Reporting
and Accounting: The
essentials has been updated
and now includes reference
to charitable incorporation
organisations (CIOs).
The document includes
guidance on accounting and
thresholds. For example,
on external scrutiny it
states that ‘CIOs must have
an audit if either of the
following conditions are met
in the financial year:
gross income exceeds
£500,000; or
gross assets exceed
£3.26m and gross
income exceeds
£250,000.
Where an audit is not
required under the Charities
Act or by its governing
document an independent
examination is required if
the CIO’s gross income is
more than £25,000 in the
financial year. If an
independent examination is
chosen and gross income
exceeds £250,000 then the
independent examiner
appointed must be a
member of a body specified
under the Charities Act.’
More at www.charitycomm
ission.gov.uk/publications

*
*

TAX
RTI
HMRC has simplified the
real-time information (RTI)
site and rewritten content.
It has also increased
prominence for the
software downloads page
and stated that by early
April it will be simplified
further, merging Business
As Usual PAYE and RTI PAYE

pages. Further comment,
including engagement
letter requirements, at
www.accaglobal.com/uk/
members/technical

a person’s child
* where
benefit payment has

EXPORT
The 67-page general
information notice, Notice
275 Customs: Export
Procedures, on customs
requirements for UK export
procedures and processes,
has been updated. This
replaces the July 2012
notice and now incorporates
notice 502. Fortunately, only
two sections – 10 and 11 –
have been updated. These
highlight the reduction of
the low-value threshold to
£800 and the use of the
full ARC number. Links at
www.accaglobal.com/uk/
members/technical

*

CHILD BENEFIT
Elections not to receive
child benefit for higher
rate tax payers will need
to be considered soon for
the 2013/14 tax year. If
a partner’s income is in
excess of £60,000, it may
be preferable to disclaim the
benefit in order to avoid the
charge. This election takes
effect in relation to weeks
beginning after the election
is made.
In CBTM03120 –
Payments: High Income Child
Benefit Charge election,
HMRC states that: ‘A
person’s election will take
effect once it is treated as
made that is, both after Her
Majesty’s Revenue &
Customs receive it and
on the Monday after a
person’s most recent
child benefit payment; or

*

already been issued, the
Monday after the week(s)
this payment relates to;
or
on the day a person
requests if later than
either Monday.’
HMRC provides the
following example:
A person is paid child
benefit four-weekly – three
weeks in arrears and one
week in advance. Where a
payment is due for the
period 6 May to 2 June
2013, the date a person’s
election takes effect
depends on when HMRC
receives that election. If the
election is received on
14 May 2013, the
election will take effect
from 6 May 2013
28 May 2013, the person
will already have received
their Child Benefit
payment for the period
up to 2 June 2013 and so
their election will take
effect from 3 June 2013
24 May 2013, although
the payment for the
period up to 2 June 2013
will not have been paid
into the person’s account,
it will have already been
issued and so the
election will take effect
from 3 June 2013.
However, care needs to be
taken when deciding if an
election is the right way
forward. You can find
guidance at www.accaglobal.
com/uk/members/technical

*
*

*

INHERITANCE TAX
HMRC has updated its
Inheritance Tax Manual at
IHTM27079, 27080 and
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27091 to reflect a change in
approach to the treatment
of debt. IHTM27079 now
states that: ‘In the past,
HMRC’s approach to the
situs of specialty debts has
been that this depends on
where the relevant document
is found. We have now been
advised that our previous
approach is unlikely to be
correct. We now believe
that these debts are
situated where the debtor
resides.’
At IHTM33026 the
guidance has been updated
following the ‘Stonor’ case. It
now highlights that HMRC will
not allow a claim to substitute
a higher sale value for land or
buildings sold within three
years of the date of death.
Visit www.accaglobal.com/
uk/members/technical

GAMING DUTY
Notice 452: Machine Games
Duty has been issued. It
replaces the December
2012 notice of the same
name. The main changes
are in paragraph 26 where
examples and commentary
have been provided.
As per the prior notice it
applies to anyone who:
holds, or is required to
hold, a licence or permit
which allows them to
provide gaming machines
for play on premises;
owns, leases or rents
premises on which
machine games may
be played;
controls the operation of
machines on which
machine games may
be played;
controls admission to

*
*
*
*

premises on which
machine games may
be played;
has an interest in premises
on which machine games
may be located;
is responsible for the
management of premises
on which machine games
may be played;
shares in the profits from
machine game play.
The notice also continues to
highlight the paragraphs that
have the force of law under:
the Finance Act 2012;
the Machine Games
Duty Regulations 2012
(SI 2012/2500);
The Revenue Traders
(Accounts and Records)
Regulations 1992 (SI
1992/3150).
See example below:
The following directions

*
*
*
*
*
*

have the force of law under
paragraphs 14(2), 14(5),
40(1) and 40(3) of Schedule
24 to the Finance Act
2012 (FA12).
Transitional provision –
accounting periods
a) Transitional provisions
apply to accounting
periods allocated in
respect of successful
registration applications
before 1 February 2013
(the start of MGD).
b) In the case of successful
registration applications
before 1 February 2013,
the start date for the
Registered Person’s first
accounting period will be
1 February 2013.
c) All first accounting
periods will be staggered
as follows:
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*CHANGES TO TAXATION OF UK PROPERTY
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. With the property sales
campaign due to begin in March it is worthwhile considering
some of the capital gains issues and other recent changes
to tax of UK property. Further details and a longer article
on the taxation of UK property at www.accaglobal.com/uk/
members/technical

Annual residential property tax
From 1 April 2013, there will be a new annual charge, annual
residential property tax (ARPT), for non-natural persons
whether they are UK or non-UK resident. The annual charge
will be based on the value at 1 April 2012 (or acquisition
if later) of the property in question, which will be revalued
every five years, and also on a change of ownership. The
charge is as follows:
£2m to £5m: £15,000
£5m to £10m: £35,000
£10m to £20m: £70,000
£20m+: £140,000
A developer company will be excluded from the charge if it
acquires the property in the course of ‘bona fide property
development’, for the sole purpose of developing and
reselling the land and the company has carried on the
business for two years before the purchase.
The aim of this legislation is to counteract the avoidance
of tax by non-domiciled individuals putting property into an
offshore company, so that the asset is non-UK situs and
therefore excluded property for inheritance tax, and is also
outside the charge to tax on capital gains.

*
*
*
*

Capital gains tax
A new capital gains tax charge on the sale of UK residential
property is to be introduced where the UK property is owned
by non-UK resident ‘non-natural persons’ and UK resident
non-natural persons. This applies for disposals made on
or after 6 April 2013. The legislation is only to apply to
properties valued in excess of £2m and will apply to all
property regardless of its use.

Indirect holdings of UK property
There is also a charge on the disposal of assets where more
than 50% of the value derives from UK residential property.
Principal private residence relief is available, for example
on disposals by non-resident trustees or personal
representatives of deceased persons’ estates.

Inheritance tax
Non-legislative, but still a change, HMRC has announced

that where property is disposed of within three years of
death at a figure higher than probate value, it will not permit
the taxpayer to elect for the higher value to be substituted
for probate value. This had been permitted previously (see
Stonor v IRC on page 65).

Furnished holiday letting
The Upper Tribunal has overturned the First-tier Tribunal’s
decision in the case of HMRC v Pawson [2013] UKUT 050
(TCC). The decision was that inheritance tax business property
relief is not available for a ‘furnished holiday let’. Further
details at www.accaglobal.com/uk/members/technical
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*BUDGET 2013
ACCA will be providing a Budget update the day after the
Budget. This will include guides for you to take and use.
You can find examples of last year’s Budget material at
www.accaglobal.com/uk/members/technical

A (two months):
* Stagger
1 February 2013 to 31

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

March 2013

B (three
* Stagger
months): 1 February
2013 to 30 April 2013
Stagger C (four months):
1 February 2013 to 31
March 2013
d) All second and
subsequent standard
accounting periods will
cover three-monthly
calendar periods.
You can find links to this
notice, updates on other
notices on gold and
finance and a longer article

*

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

LAW AND REGULATION
PROFESSIONAL PRIVILEGE
The decision of the
Supreme Court in R
(on the application of

Prudential plc and another)
v Special Commissioner
of Income Tax [2013]
UKSC 1 provided an
answer to the question as
to whether legal advice
privilege extends, or should
be extended, so as to
apply to legal advice that
is given by someone other
than a member of the legal
profession. That answer, by
a 5:2 majority, was no.
The case has given a
clear message that the
courts should not extend
the ‘currently understood’
extent of legal professional
privilege. If change is
required it is the
government who should
explore any extension
through parliament. More at
www.accaglobal.com/uk/
members/technical

COPYRIGHT IN CHINA
Links to articles in
Intellectual Property
Insight can be found at
www.accaglobal.com/uk/
members/technical
TRAINING – MATCHED
FUNDING
The second round of
the Employer Ownership
Pilot, a competitive fund
into which employers
can bid for funding to
invest in their current and
future workforce, requires
registration of interest by
11 March and outline bids
by 28 March.
You can find out more
about the bidding process
and see examples of
successful bids from round
one at www.accaglobal.com/
uk/members/technical
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*SOCA GUIDANCE

The Serious Organised Crime Agency (SOCA) has issued
guidance on submission of a suspicious activity report
(SAR) and the process of obtaining ‘consent’. This replaces
all previous similar guidance issued by SOCA, including
the Top Ten Tips documents.
Guidance in Submitting a Suspicious Activity Report (SAR)
within the Regulated Sector takes users through the reporting
requirements, highlighting the information that SOCA would
like to receive. It states that the guidance ‘seeks to provide
advice and relay best practice when making a suspicious
activity report (SAR), a piece of information that alerts law
enforcement agencies (LEAs) that certain client/customer
activity is in some way suspicious and might indicate money
laundering or terrorist financing’.
An additional section on SAR online provides guidance on,
and highlights the benefits of using, the secure web-based
system to report. Benefits include:
provision of an automated acknowledgement of receipt;
help in structuring your SAR in the most helpful way,
thereby improving processing time;
the opportunity to flag the SAR as a consent issue.
The other guidance document, Obtaining consent from
SOCA under Part 7 of the Proceeds of Crime Act (POCA) 2002
or under Part III of the Terrorism Act (TACT) 2000, sets out the
legislation on obtaining consent and the process for
obtaining consent. It highlights the framework stating that:

*
*
*

‘Under the Proceeds of Crime Act (POCA) 2002,
1 the decision as to whether or not to obtain consent will
come up in any of the following scenarios:
concealing, disguising, converting, transferring or
removing criminal property – as defined in section 327
of POCA;
facilitation of the acquisition, retention, use or control of
criminal property by or behalf of another person – as
defined in section 328 of POCA; or
acquisition, use or possession of criminal property – as
defined in section 329 of POCA.
2 The law refers to these acts as ‘prohibited acts’.
3 In any of these scenarios, you have two choices. You
could choose not to go ahead with the activity in
question; or you may choose to proceed. A decision to
proceed will mean that you may be committing a money
laundering offence. However, if you have made an
authorised disclosure and have appropriate consent, you
would not be committing an offence.

*
*
*

Under Part III of the Terrorism Act (TACT) 2000,
4 the decision as to whether or not to obtain consent will
come up in any of these scenarios:

for the purposes of terrorism – as defined in
* fund-raising
section 15;
or possession of money or other property for the
* use
purposes of terrorism – as defined in section 16;
available money or other property for the
* making
purposes of terrorism – as defined in section 17; or
the retention or control by or on behalf of
* facilitating
another person of terrorist property – as defined in
section 18.’
The guidance goes on to stress that if you wish to apply to
SOCA for a consent decision you should submit a SAR that
provides appropriate information including:
information that gives the grounds for your knowledge,
suspicion or belief;
a description of the property;
a description of the prohibited act;
the identity of the person or persons you know or suspect
is involved in money laundering; and
the whereabouts of the property.
It also stresses that ‘you are strongly advised to make
it explicit in your SAR that you are seeking consent
from SOCA’.
Links to both guides from SOCA can be found at www.
accaglobal.com/uk/members/technical

*
*
*
*
*
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Audit quality
The IAASB is exploring ways to improve
audit quality and dialogue with stakeholders
The term ‘audit quality’ is
frequently used in debates
and policy communications,
but has no widely accepted
definition. A number of
factors make a simple
definition difficult given the
myriad views of different
stakeholders about what
audit quality is and how it is
demonstrated.
The International Auditing
and Assurance Standards
Board (IAASB) acknowledges
that many would put
compliance with high-quality
auditing standards and
well-qualified, competent,
sceptical auditors as equally
essential to a quality audit,
but says there are less
obvious factors at work too.
The IAASB is currently
consulting on an audit
quality framework to help
raise awareness of the key
elements of audit quality,
encourage stakeholders to
explore ways to improve
audit quality, and stimulate
dialogue between key
stakeholders on the topic.
The board says the

framework describes the
input and output factors that
contribute to audit quality at
the engagement, audit firm
and national levels. The aim
of the framework is to
demonstrate the importance
of appropriate interactions
among stakeholders and the
relevance of contextual
factors such as national
laws and business
practices and broader
cultural issues.
The consultation paper
seeks input from
stakeholders, including
regulators, audit
committees, investors and
audit firms.
The IAASB is seeking
responses in particular as to
whether the proposed
framework is clear,
comprehensive and useful.
Comments are requested by
15 May 2013.
To contribute to ACCA’s
comments on this
consultation, contact sue.
almond@accaglobal.com
The consultation paper is
at www.iaasb.org

*EFFECTIVE REPORTING

A new good practice guide from the Professional
Accountants in Business (PAIB) committee of the
International Federation of Accountants (IFAC) aims to
help organisations enhance their reporting processes.
It offers 11 key principles for evaluating and improving
business reporting processes, plus practical guidance on
the arrangements needed for effective reporting.
Download the guide at www.ifac.org/paib

*IAASB ROUNDUP

At its December meeting in New York, the International
Auditing and Assurance Standards Board (IAASB)
approved a consultation draft of an audit quality
framework. The aim is to raise awareness of the key
elements of audit quality and encourage key
stakeholders to explore ways to improve audit quality
(see main article). The paper highlights a number of
areas to explore and asks whether there is likely to be
any benefit in international collaboration on those areas.
The comment period on auditor reporting ended in
October 2012, with IAASB receiving feedback from 164
responses, three roundtables and other outreach activities.
Broadly speaking, there was support for the IAASB’s
efforts, but a diversity of views on both the value of and
the impediments to its suggestions for how the auditor’s
report could be improved and how concepts such as
auditor commentary could be made to work.
The IAASB aims to issue exposure drafts of the revised
auditor reporting standards at its June 2013 meeting but
recognises this is an ambitious target. An additional
three-day board meeting had been scheduled in February to
focus on this key project and the task forces have already
met to develop the discussion material. Next month’s
Accounting and Business will contain an update on progress.
Other matters discussed included a paper on the need
for changes to the International Standards on Auditing
(ISAs) in relation to disclosures, the ongoing project on
ISAE 3000, Assurance Engagements, and the impact of
planned changes to the International Ethics Standards
Board for Accountants’ (IESBA) code of ethics on ISA 610,
Use of Internal Audit.
Any feedback from ACCA members on these, or other
IAASB matters, is welcome.
Email sue.almond@accaglobal.com
Sue Almond is ACCA technical director
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Defining moment
IAS 32 sets out to bring some much needed clarity to the definitions of assets
and liabilities in relation to debt instruments, explains Graham Holt
The difference between debt and
equity in an entity’s statement
of financial position is not easy
to distinguish for preparers of
financial statements. Many financial
instruments have both features,
with the result that this can lead to
inconsistency of reporting.
The International Accounting
Standards Board (IASB) agreed with
respondents from its public
consultation on its agenda (December
2012 report) that it needs greater
clarity in its definitions of assets and
liabilities for debt instruments. This
should therefore help eliminate some
uncertainty when accounting for assets
and financial liabilities or non-financial
liabilities. The respondents felt that
defining the nature of liabilities would
advance the IASB’s thinking on
distinguishing between financial
instruments that should be classified
as equity and those instruments that
should be classified as liabilities.
The objective of IAS 32, Presentation,
is to establish principles for presenting
financial instruments as liabilities or
equity and for offsetting financial
assets and liabilities. The classification
of a financial instrument by the issuer
as either debt or equity can have a
significant impact on the entity’s
gearing ratio, reported earnings, and
debt covenants. Equity classification
can avoid such an impact, but may be
perceived negatively if it is seen as
diluting existing equity interests. The
distinction between debt and equity is
also relevant where an entity issues
financial instruments to raise funds to

settle a business combination using
cash or as part consideration in a
business combination. Understanding
the nature of the classification rules
and potential effects is critical for
management and must be borne in
mind when evaluating alternative
financing options. Liability
classification normally results in any
payments being treated as interest and
charged to earnings, which may affect
the entity’s ability to pay dividends on
its equity shares.
The key feature of debt is that the
issuer is obliged to deliver either cash
or another financial asset to the holder.
The contractual obligation may arise
from a requirement to repay principal or
interest or dividends. Such a contractual
obligation may be established explicitly
or indirectly, but through the terms of
the agreement. For example, a bond
that requires the issuer to make interest
payments and redeem the bond for
cash is classified as debt. In contrast,
equity is any contract that evidences a
residual interest in the entity’s assets
after deducting all of its liabilities. A
financial instrument is an equity
instrument only if the instrument
includes no contractual obligation to
deliver cash or another financial asset
to another entity and if the instrument
will or may be settled in the issuer’s
own equity instruments.
For instance, ordinary shares, where
all the payments are at the discretion
of the issuer, are classified as equity of
the issuer. The classification is not
quite as simple as it seems. For
example, preference shares required to

be converted into a fixed number of
ordinary shares on a fixed date or on
the occurrence of an event certain to
occur should be classified as equity.
A contract is not an equity instrument
solely because it may result in the
receipt or delivery of the entity’s own
equity instruments. The classification of
this type of contract is dependent on
whether there is variability in either the
number of equity shares delivered or
variability in the amount of cash or
financial assets received. A contract
that will be settled by the entity
receiving or delivering a fixed number of
its own equity instruments in exchange
for a fixed amount of cash or another
financial asset is an equity instrument.
This has been called the ‘fixed for fixed’
requirement. However, if there is any
variability in the amount of cash or own
equity instruments that will be delivered
or received, then such a contract is a
financial asset or liability as applicable.
For example, where a contract
requires the entity to deliver as many
of the entity’s own equity instruments
as are equal in value to a certain
amount, the holder of the contract
would be indifferent whether it received
cash or shares to the value of that
amount. Thus, this contract would be
treated as debt.
Other factors, which may result in an
instrument being classified as debt, are:
is redemption at the option of the
instrument holder
is there a limited life to the
instrument
is redemption triggered by a future
uncertain event that is beyond the

*
*
*

TO GET THE QUESTIONS GO TO
www.accaglobal.com/cpd/financialreporting

control of both the holder and
issuer of the instrument, and
are dividends non-discretionary.
Similarly, other factors, which may
result in the instrument being
classified as equity, are whether the
shares are non-redeemable, whether
there is no liquidation date or where
the dividends are discretionary.

*

The classification of the financial
instrument as either a liability or as
equity is based on the principle of
substance over form. Two exceptions
from this principle are certain puttable
instruments meeting specific criteria
and certain obligations arising on
liquidation. Some instruments have
been structured with the intention of
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achieving particular tax, accounting or
regulatory outcomes with the effect
that their substance can be difficult
to evaluate.
The entity must make the decision as
to the classification of the instrument
at the time that the instrument is
initially recognised. The classification is
not subsequently changed based on
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changed circumstances. For example,
this means that a redeemable
preference share where the holder can
request redemption is accounted for as
debt even though legally it may be a
share of the issuer.
In determining whether a
mandatorily redeemable preference
share is a financial liability or an equity
instrument, it is necessary to examine
the particular contractual rights

are convertible into a fixed number of
equity shares and carry interest – are
accounted for as separate liability and
equity components. Split accounting is
used to measure the liability and the
equity components upon initial
recognition of the instrument. This
method allocates the fair value of the
consideration for the compound
instrument into its liability and equity
components. The fair value of the

SOME INSTRUMENTS ARE STRUCTURED TO
CONTAIN BOTH A LIABILITY AND EQUITY ELEMENT
attached to the instrument’s principal
and return elements. The critical
feature that distinguishes a liability
from an equity instrument is the fact
that the issuer does not have an
unconditional right to avoid delivering
cash or another financial asset to settle
a contractual obligation. Such a
contractual obligation could be
established explicitly or indirectly.
However, the obligation must be
established through the terms and
conditions of the financial instrument.
Economic necessity does not result in a
financial liability being classified as a
liability. Also a restriction on the ability
of an entity to satisfy a contractual
obligation, such as the company not
having sufficient distributable profits or
reserves, does not negate the entity’s
contractual obligation.
Some instruments are structured to
contain elements of both a liability and
equity in a single instrument. Such
instruments – for example, bonds that

consideration in respect of the liability
component is measured at the fair
value of a similar liability that does not
have any associated equity conversion
option. The equity component is
assigned the residual amount.
IAS 32 requires an entity to offset a
financial asset and financial liability in
the statement of financial position only
when the entity currently has a legally
enforceable right of set-off and intends
either to settle the asset and liability
on a net basis or to realise the asset
and settle the liability simultaneously.
An amendment to IAS 32 has clarified
that the right of set-off must not be
contingent on a future event and must
be immediately available. It also must
be legally enforceable for all the parties
in the normal course of business, as
well as in the event of default,
insolvency or bankruptcy. Netting
agreements where the legal right of
offset is only enforceable on the
occurrence of some future event, such

CPD
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as default of a party, do not meet the
offsetting requirements.
Rights issues can still be classified as
equity when the price is denominated in
a currency other than the entity’s
functional currency. The price of the
right is denominated in currencies other
than the issuer’s functional currency
when the entity is listed in more than
one jurisdiction or is required to do so
by law or regulation. A fixed price in a
non-functional currency would normally
fail the fixed number of shares for a
fixed amount of cash requirement in
IAS 32 to be treated as an equity
instrument. As a result, it is treated as
an exception in IAS 32.
Two measurement categories exist
for financial liabilities: fair value
through profit or loss (FVTPL) and
amortised cost. Financial liabilities
held for trading are measured at
FVTPL, and all other financial liabilities
are measured at amortised cost unless
the fair value option is applied.
The IASB and US Financial
Accounting Standards Board have been
working on a project to replace IAS 32
and converge IFRS and US GAAP for a
number of years. The ‘Financial
instruments with characteristics of
equity’ project (‘FICE’) resulted in a
discussion paper in 2008, but has
been put on hold.
Graham Holt is an examiner for
ACCA, and associate dean and
head of the accounting, finance and
economics department at Manchester
Metropolitan University Business
School
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Off their trolley?
In the fourth article in his economic value added series, Dr Tony Grundy uses value and cost
driver analysis to show why supermarket trolleys without coin locks make no business sense

This month we will be looking at a
value-creating activity to analyse and
separate out value and cost drivers
and draw from a case study on
supermarket trolleys, which is a subactivity of customer service.
We can define value drivers as
anything outside or within the business
that generates cashflows directly or
indirectly, now or in the future.
Examples of value drivers could be
branding, superior product quality, a
surge in customer demand, or the
increased recognition of the
importance of something.
Cost drivers can be defined as
anything outside or inside the business
which generates cash outflows directly
or indirectly, now or in the future.
Examples of cost drivers could be
economies of scale, complexity, poor
quality, inefficiency, capital costs, etc.
Notice these definitions cover not
only direct, but also indirect value and
costs, and therefore include systemic
properties. Also, they may incorporate
future value and cost drivers.
Another important element is that
often they are at bottom behavioural in
nature. Customer demand is very much
influenced by emotional factors, even
in the business-to-business market.
Equally, a lot of cost drivers are
behavioural and reflect such barriers as
resistance to change and inflexibility.

Value and cost driver trees
To get a better understanding of value
and cost drivers it is useful to represent

them pictorially. Take the case of
investing in a supermarket trolley that
is guaranteed to go in a straight line.
The diagram on the final page of this
article shows that value creation is
segmented, initially into the two main
stakeholders: customers and company.
This is then broken down into the
types of value added – for example,
customers will find new trolleys less
irritating to use. The next level down
then offers some idea of how the
value might crystallise; for instance, in
reducing the number of lost customers,
or attracting new customers. This is the
‘value indicators’ level.
By drilling down inside value creation,
we then get to a point where we can
collect data to confirm that value is real
– and estimate what that value is, albeit
approximately. Carrying out this process
is rather like being a value detective and
involves bringing data together from
many sources – customer, competitive,
operational, behavioural and even
attitudinal, as we will see in the case of
coin-locked trolleys.
Space prevents showing the cost
driver tree, but in the supermarket
trolley example it would show
investment costs split from ongoing
costs, with the latter further split into
retrieval, damage, losses, ecological
costs, etc.

Context
In 2008, 450,000 trolleys were sold
in the UK at £50 each – a market of
£22.5m. Approximately 90,000 of

them – around 20% – were equipped
with locks. In continental Europe, by
comparison, 98% of trolleys have
locks, which is a puzzle.
In the UK, though, with the exception
of the lower-priced supermarket
chains, coin locks on trolleys are used
only where losses have become acute.
With coin-locked trolleys’ penetration
of the UK supermarket market limited
to 20%, the question arises of what
the limiting factors are?
The costs of loss and damage or
mismanaged trolleys are around 50%
higher in the UK than in most
European countries, so finding out why
more UK trollies are not coin-locked is
clearly of value.

Economic value of coin locks
We will take a look at the value and
cost drivers of coin-locked trolleys and
then examine the differences between
coin-locked and conventional trolley
sites and the impact on customer
value, retrieval costs, damage and
losses, and the environment.
The key value drivers of coin locks
on trolleys include:
longer economic lives for trolleys;
a less cluttered car park;
ecological value from fewer rusting
trolleys;
avoidance of customer irritation at
trolleys that don’t naturally go in a
straight line;
publicising the ecological benefits
might boost the supermarket’s
green image.

*
*
*
*
*
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The value destroyers of coin locks on
trolleys are:
customer irritation arising from not
having a pound coin;
engendering a downmarket feel that
could make customers switch to
other stores;
the perception of poor customer
service or a supermarket cutting
corners to save money.
Cost drivers for coin locks include:
the resources spent on retrieving
misplaced trolleys;
damage and losses to existing
trolleys;
investment in new trolleys;
a larger than necessary fleet of
trolleys.

*
*
*
*
*
*
*

Impact on customer value
Market data collected on two stores
indicated that resistance to the
introduction of coin-locked trolleys
would not be very substantial as
long as the move was well explained
and implemented.

Loss and damage costs

One surprise was that 75% of
customers at the coin-locked site didn’t
mind the coin locks. None said they
would definitely switch store. This was
a crucial behavioural factor in the
study, alongside sensitivity to
ecological issues – one which could
outweigh any negatives.
Neither customers nor staff at the
coin-locked site had any real idea of
the scale of losses, so publicising this
could help reduce even further the
residual negativity towards trolleys.
Data was collected for all value and
cost drivers from many sources. Here I
will only deep-dive on selected
numbers due to space considerations.

Retrieval costs
If an average trolley retriever can move
a maximum of eight trolleys at a time
(a limit imposed by health and safety
factors), then industry estimates
suggest that an average employee will
retrieve 48 trolleys per hour. A trolley
employee is paid £9.33 per hour, so

Per store

All stores

Losses

£6,000

£3.6m

Retrieval outside stores

£3,881*

£2.3m

Damage – repairs

£600

£360,000

Total

£10,481

£6.2m

*other estimates

the unit cost of retrieval is around:
£9.33 per hour divided by 48 trolleys =
19p per trolley
Assuming that the average
supermarket shop – using a trolley – is
around £40, then the 19p cost of
retrieval is as much as 0.475% of
revenues; if major savings could be
made here, that would be significant in
terms of margin impact. If the cost of
trolley retrieval could be cut by 50%,
the revenue saving would be 0.24%.
Interestingly, if we assume that
supermarket margins are around 5%
of revenue, then this saving could drive
up the chain’s margin by around 4.7%.
The time spent in trolley retrieval
across an average store can be
calculated on the basis of Tesco’s
Royston store in the study. Here the
roster added up to five shifts per day
of full-time equivalents, or 35 full days
deployed each week: 35 x 8 x £9.33 an
hour = £2,612 per week.
Annually this cost amounts to no less
than £135,844 (that’s the £2,612
weekly cost multiplied by 52). However,
Tesco Royston is a round-the-clock
operation and a smaller store would
have no night shift, reducing costs to,
say, around £94,000.
The time required just to gather the
trolleys together is ‘easily 50% of the
time we spend’, according to staff. So
if a chain of 700 smaller stores were
to put coin locks on all its trolleys it
would potentially halve its trolley
retrieval costs: £47,000 per store x
700 sites = £32.9m.
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New trolleys

Customer value

(by segment)

Company value

If customers were educated as to the
reasons for undertaking a review of
trolleys, the benefits of coin locks, and
the ecological logic, then resistance
should melt away.
If we take all these factors into
account, the continuance of non-coinlocked systems in the UK is a puzzle.

Discussion
Ease of
use

Irritation
avoided

New
customers
captured?

Switch to a
competitor
avoided

Contribution
to brand
image

Investment
cost
saved

Operating
cost
saved

Damage and loss

Other factors

Other major factors to consider are
damage and loss (see table on left).
Factoring in that £10,000 saving per
store gives us the following: £47,000 +
£10,000 = £57,000 per year.
The annual investment cost for new
replacement trolleys was estimated as
being from £21,000, so the payback
period would be five months. The
(undiscounted) ratio of cash inflows
over five years to outlay was at least
nine – a no-brainer investment decision.
For a major supermarket chain the
benefits of full implementation of the
system (assuming there are very few in
place as yet) could easily be of the
order of £50–£60m+ a year.

Not only do abandoned trolleys
potentially damage the environment,
but they are also very visible. Besides
constituting waste they suggest that an
area is not a desirable one.
A lot of energy is used in trolley
manufacture and distribution, so lost
trolleys have an indirect carbon
footprint. About 27kg of carbon dioxide
is generated by the manufacture of a
new trolley. The metal wasted every
year in lost trolleys is estimated as
being enough to make 30 jumbo jets.
One of the reasons why a lot of
trolleys don’t go in a straight line is
because they have been damaged by
being left lying around the car park.

This case study gives some fascinating
insights into the hunt for economic
value added (EVA). The value and
cost driver trees both guided the
investigation and enabled some
surprising cost structures to be
uncovered. Before the study, retrieval
costs weren’t really on some of the
players’ menus – they are now. A
copy of the study along with detailed
back-up information was sent to the
top management of a number of the
biggest players. In 2012 one company
that was strongly against coin locks
made a major purchase of them.
Far from being a dry process, EVA
can be used to influence stakeholders,
help the buying process and facilitate
change. It should also drive a far more
powerful business case and win over
stakeholders who should cringe at the
ecological waste uncovered here.
Dr Tony Grundy is an independent
consultant and trainer, and lectures at
Henley Business School. His YouTube
video, Why Trolley Coin Locks?, can be
found at http://bit.ly/T0nZOn
www.tonygrundy.com
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ACCA UK runs an programme of events across the country, including networking events and CPD opportunities.
You can find more information and a complete listing by visiting uk.accaglobal.com/uk/members/events

EMPLOYMENT-BASED
MEMBERS’ NETWORKS

14 March, Thursday
Stand out from the Crowd,
Hove

20 March, Wednesday
Pensions Update, including
Auto Enrolment, Ascot

15 March, Friday
Norwich Members Network
Dinner, Norwich

20 March, Wednesday
Advanced Influencing Skills,
Nottingham

15 March, Friday
Isle of Man Quarterly Lunch,
Isle of Man

21 March, Thursday
Professional Networking
Event, Tring

15 March, Friday
Channel Islands Quarterly
Lunches, Guernsey and
Jersey

21 March, Thursday
Breakfast Budget Update,
Liverpool

CORPORATE SECTOR
11 March, Monday
Alternative Finance, London
FINANCIAL SERVICES
22 March, Friday
Confidence Accounting,
London
HEALTH AND PUBLIC
SECTORS
20 March, Wednesday
NHS Shared Business
Services, London

18 March, Monday
100 Drivers Of Change That
Can Shape Your CPD, Bristol

25 March, Monday
The Mysterious Affair of the
Public Sector Pension, London

18 March, Monday
Show me the Numbers, Hull

REGIONAL MEMBERS’
NETWORKS AND
DISTRICT SOCIETIES
The majority of events take
place in the evening, but
check the website below for
times and full details.

ENGLAND
11 March, Monday
Analysis of Financial
Statements, Harrow
12 March, Tuesday
Mock Employment Tribunal,
Harrogate
13 March, Wednesday
How to Assist your Client
Facing Divorce, York
13 March, Wednesday
And Update on the
Hinchingbrooke Hospital,
Cambridge

18 March, Monday
HMRC Working Together
Update Matters, Brentwood
19 March, Tuesday
Charity Accounting, Enfield

21 March, Thursday
Dispute Resolutions, Exeter
21 March, Thursday
Employment Tribunals,
Leicester
22 March, Friday
Budget Breakfast,
Preston
17 April, Wednesday
Budget Review, Sheffield

19 March, Tuesday
HMRC Review and Appeals,
Ipswich

17 April, Wednesday
Cloud Computing and
Social Media in Business,
Newcastle

19 March, Tuesday
Network and Develop,
Birmingham

To book visit http://
uk.accaglobal.com/uk/
members/networks/regional

ALTERNATIVE FINANCE
11 MARCH, LONDON

Online platforms have emerged for peer-to-peer
lending, invoice auctioning, FX hedging and a number
of other financing needs, many of which are actively
targeting credit-rationed and cost-conscious SMEs.
This event examines how these online platforms
work, while also giving leading organisations an
opportunity to showcase their services and business
models to professional accountants. To book, please
contact Milana Fomina on 020 7059 5901 or
milana.fomina@uk.accaglobal.com.

SCOTLAND
15 March, Friday
Aberdeen Members’ Network
Dinner, Aberdeen
21 March, Thursday
Glasgow Budget Breakfast
with PKF, Glasgow
16 April, Tuesday
Reflections On The Budget:
The Scottish Impact,
Edinburgh
To book visit http://www.
accaglobal.com/scotland/
events

WALES
11 March, Monday
Impact of the Welfare
Reform on Citizens of
Wales and Social Housing,
Miskin
13 March, Wednesday
Fraud – Prevention and
Detection!, Cardiff
18 March, Monday
Conflict Resolution and
Dealing with Difficult
Clients, Swansea
19 March, Tuesday
Cardiff: A Vision for
the Next 25 Years,
Cardiff
To book visit http://www.
accaglobal.com/wales/
events

PROFESSIONAL
COURSES
14 March, Thursday
Employers and HMRC –
PAYE and P11D Compliance,
London
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14 March, Thursday
ICSA’s Corporate Governance
Conference, London
14–16 March
Spring Update for
Accountants, Oxford
16 March, Saturday
Saturday CPD Conference
One, London
19 March, Tuesday
VAT in the Education Sector,
London
20 March, Wednesday
Forecasting Budgeting
and Planning for the 21st
Century, London
21 March, Thursday
Budget Breakfast, London
21 March, Thursday
Business Cases, London
23 March, Saturday
Saturday CPD Conference
One, Sheffield
6 April, Saturday
Saturday CPD Conference
One, London
10 April, Wednesday
Business Turnaround
Strategies, London
13 April, Saturday
Saturday CPD Conference
One, Aberdeen
13 April, Saturday
Saturday CPD Conference
One, Birmingham
To book any Professional
Courses event contact the
team on 020 7059 5910
or professionalcourses@
uk.accaglobal.com.

*AND THE BAFA GOES TO…

ACCA SMALL BUSINESS EXPERT HONOURED

Professor Robin Jarvis, ACCA’s special adviser on
small business issues and professor in accounting
at Brunel University, has been awarded the prestigious
British Accounting and Finance Association (BAFA)
Lifetime Achievement Award for his contribution to the
accounting and finance academic community.
This award is given to individuals who have made a
substantial and direct contribution through research,
teaching or public service to UK academic accounting and
finance over the course of their careers.
Helen Brand, chief executive of ACCA, said: ‘We are
incredibly proud of what Robin has achieved for ACCA over
the years. It is truly deserved. He has always championed
the role of accountants in supporting small businesses, and
colleagues have always been impressed by his knowledge, passion and concern for this
vital sector of the economy.’
The award will be presented at the 2013 BAFA Annual Conference in Newcastle in April.

BANK SETS GOLD STANDARD

Standard Chartered Bank joins a distinguished group of
organisations that have achieved global accreditation for
the support it provides to employees worldwide who choose
to train to become ACCA members.
ACCA has confirmed that Standard Chartered has met the
quality criteria for the award of global Approved Employer
(Trainee Development – Gold) status. This means that all the
bank’s finance and accounting employees registered as
students with ACCA will receive valuable support to help
them successfully complete the ACCA examinations and
gain practical experience that enables them to acquire the
range of competencies required of finance and accounting
professionals in business today.

ACCA SOUNDS TAX WARNING FOR THE SELF-EMPLOYED

The rise in self-employment in the UK mean more taxpayers are facing a confusing and
complicated self-assessment tax process, ACCA has warned.
The latest Office of National Statistics (ONS) figures show that the self-employed now
number 4.2 million, with one in three new jobs since 2010 being a self-employed role.
Changes to the child benefit system will also mean many more people have to self-assess.
ACCA warned that taxpayers would need to check they were not affected by new
General Anti-Abuse Rules (GAAR) due to come into force later this year.
Chas Roy-Chowdhury, head of taxation at ACCA, said: ‘The rise in the self-employed is
good news, but the reality is that those who have turned to freelance work to pull
themselves out of unemployment and those who have decided to work for themselves
face a challenging tax maze that could land them in hot water should they get it wrong.’
ACCA said that self-assessment was originally supposed to be easy, but the
complicated nature of the UK tax system meant the self-employed were beginning to
experience the same tax challenges faced by SMEs. ACCA said that, globally, SMEs
spend, on average, 36 working days a year ensuring they meet with tax regulations.
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Make 2013 the year you try...
My Development – your one-stop shop for all your CPD learning needs. Why not check
out the full e-learning catalogue or even take up some of the CPD offers listed below?
Last year we launched My
Development and thousands of ACCA
members have already used it to
source great learning opportunities for
their professional development.
My Development brings all CPD
learning together in one place,
including:
A&B articles
CPD articles with multiple-choice
questions
e-learning courses
face-to-face events
podcasts
webinars
qualifications from our partners.
My Development really is the easiest
way to source your CPD in accounting
and includes guidance on ACCA’s CPD
policy. To have a look at the many
learning opportunities My Development
provides, visit www.accaglobal.com/cpd

*
*
*
*
*
*
*

February’s CPD offers

Free hour of CPD from
AccountingCPD.net.
We ensure that only the best partners
are selected for ACCA members
and now one of our CPD partners,
AccountingCPD.net, has received an
award in best use of social media for
e-learning excellence. To celebrate, you
can get a free hour of CPD on Ethical
Issues – the course encourages debate
and understanding and enables you
to share your own experiences, as well
as learn from the experts and other
accountants. AccountingCPD.net’s
catalogue has more than 50 accounting
and management courses and ACCA
members benefit from an exclusive
10% discount when using the booking
code through My Development.
Special offers from BPP
Finance pack – £195 + VAT for 10 hours
of CPD. This special offer pack contains
10 courses that cover a variety of

finance areas, including: strategic
planning, chain management, financial
reporting and international VAT. The
courses contained in the pack are:
supply chain management
Bribery Act 2010
analysing strategic success
demand chain debtors
inventory chain management
reverse supply chain management
international VAT
implementing strategy
new and revised standards 2011
and beyond
brand valuation.

*
*
*
*
*
*
*
*
*
*

Performance Management – £99 for
7.5 hours of CPD. Modules include:
balanced scorecard, emerging
accounting issues, new age budgeting,
operational excellence in cost
reduction, shareholder value.
Corporate Reporting – £99 for 6 hours
of CPD. Modules include: borrowing

costs, IFRS share-based payments,
new and revised standards applicable
in 2011 and beyond, IFRS 1 – firsttime adoption of IFRS, and IAS 7
cashflow statements.
IFRS Fundamentals
IFRS Fundamentals is an e-learning
platform designed to help you
refresh your understanding of
IFRS with access to over 40 IFRS
e-learning courses.
Each module looks at the
fundamental principles in one IFRS
standard and includes:
explanation of the principles
questions, examples and case
studies on the application of the
standard
latest developments issued by IASB
quiz with feedback.
To access these offers or view the
full e-learning catalogue, just visit
My Development at
www.accaglobal.com/CPD

*
*
*
*
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Council is ACCA’s governing body and as such has a pivotal
role in ACCA affairs. It has a wide-ranging remit that includes
ensuring that ACCA operates in the public interest and delivers the
objectives stated in its royal charter, setting the overall direction
of ACCA through regular approval of ACCA strategy, ensuring
that governance structures are aligned to the effective delivery of
strategy, engaging with ACCA members to explain and promote
ACCA’s strategic direction, acting on behalf of all members and
future generations of members (today’s students), and providing
an objective environment for the executive team to explore new
ideas or challenges.
Council and the executive team collaborate in order to devise
ACCA’s strategy, which is then approved by Council. Delivery of
strategy is the responsibility of the executive team, with governance
of the process and performance management provided by Council.
Whatever their geographical or sectoral bases, Council members
do not represent particular areas or particular functions and are
elected by the membership as a whole.
Candidates in the Council elections come from all parts of the
world, from every sector of the profession, and represent a wide
range of senior positions. Long-term or technical experience is
valuable, but so is a proven ability to participate actively in strategic
decision making. Council experience as such is not necessary.
However, an understanding of good governance is essential, and
personal and professional integrity must be of the highest standard.
Specifically, ACCA expects members to bring the following skills
and attributes to Council: an ability to take a strategic and analytical
approach to issues and to see ‘the big picture’, an understanding of
the business and the marketplace, communication and networking
skills, an ability to interact with peers and respect the views of
others, decision-making abilities, an ability to act in an
ambassadorial role in many different environments, planning and
time management, and a willingness to learn and develop.
Nominations are now invited for any members wishing to stand
for election to Council at the 2013 AGM. Anyone wishing to stand
must be nominated by at least 10 other ACCA members in good
standing. Candidates should supply a head and shoulders
photograph and an election statement of up to 180 words. Election
statements should not include references to email addresses or
internet websites. Candidates are also required to sign declarations
of their willingness to comply with, and be bound by, the code of
practice for Council members.
Further information on the Council election process, including pro
forma nomination papers, may be obtained by writing to the
secretary at 29 Lincoln’s Inn Fields, London WC2A 3EE, by sending
a fax to +44 (0)20 7059 5561, or by sending an email to
secretariat@accaglobal.com quoting ‘Council Elections’ in the
subject box.
The closing date for submission of nominations to the secretary is
19 June 2013.

NEW SME
CERTIFICATE

ACCA has launched a new
certificate to support
finance professionals in
understanding IFRS for
SMEs.
The CertIFR for SMEs is
available on demand. See
www.accaglobal.com/
certifr

CMA FOR ACCAs

ACCA members have
been given access to
a US management
accounting credential.
The Board of Regents of
the Institute of Certified
Management Accountants
(ICMA), representing the
certification division of the
Institute of Management
Accountants (IMA), has
voted to waive its usual
bachelor’s degree
requirement for ACCA
members wishing to earn
IMA’s CMA (Certified
Management Accountant)
credential.
The ICMA’s move is the
latest outcome of a
strategic partnership
between the US-based
IMA and ACCA.
For more, go to
www.imanet.org/acca

A good MBA
stimulates healthy
career progression
‘The global MBA allows you to use your time
effectively because online learning means no
restrictions on what time of the day you access
the material or the discussions. This programme
increased my business knowledge and skills, but the
biggest gain for me was a deeper understanding of
my working styles – my preferences, strengths and
weaknesses. The self-awareness I gained was the
most useful aspect in driving my career forward.’

Gail Clarke
finance controller – global supply chain,
Smiths Medical International Ltd
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