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A HIGHER WIRE
M&A has always been an exciting but demanding area 
of work for accountants, but one that abruptly dried up 
during the downturn. Now, with the creeping return of 
economic confidence, it is starting to step up again.

Deloitte’s quarterly survey of  UK CFOs for the first 
three months of  the year shows risk appetite hitting a 
six-and-a-half-year high, and a record 95% expecting 
M&A activity to pick up momentum over this year.

It’s good news for corporate finance specialists, but it by no means signals 
a return to the heady days before 2008. Recent events in Ukraine are a stark 
reminder of  geopolitical volatility with all its consequences for businesses. 

Our cover feature this month (page 20) explores the expanded challenges 
of  due diligence in this new era. Those working in the area have had to discard 
their pre-downturn rulebook and adopt a much wider view of  a world that has 
changed significantly. They need to look not only at issues of  political stability, 
but also issues of  public perception. Businesses are now held to a higher moral 
standard by the public and potential business partners less forgiving of  opaque 
tax structures and deals with undemocratic regimes. 

Technological advances can bring huge opportunities for some but can also 
turn established businesses into white elephants, which makes for difficult 
judgments when it comes to due diligence.

And while growth in economies such as Africa and China provides new 
opportunities for investing companies – for our main interview this month we 
talk to ACCA member Angela Dong, CFO of  Nike China (page 16) – it also means 
getting to grips with unfamiliar markets and conditions.

All of  this – not to mention a much sharper focus on whether companies 
actually benefit from M&A – has piled on the complications in an area whose core 
demand has always been the mastery of  complexity.

Chris Quick, editor, chris.quick@accaglobal.com
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▼ ON THE BALL
China’s Tongchuang Toys is 
producing one million mascots 
for the 2014 FIFA World Cup 
mascot – representing 80% of 
the company’s sales volume 

▼ VODAFONE MOVES UP A GEAR
Telecommunications giant Vodafone will invest £100m in 150 new UK stores in the 
next year. The move will create 1,400 new jobs as part of a £1bn investment plan

▲ UNDER SCRUTINY
Caterpillar, the world’s largest maker of construction and mining equipment, found 
itself under fire from US Senate investigators over its tax arrangements

▲ UNCERTAIN FUTURE
UK Coal is looking for at least £10m from   
the government and private investors in a 
bid to prevent its mines from closing
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▼ HAZY DAYS
A smog descended on cities including 
London and Paris, caused partly by Saharan 
dust and emissions from continental Europe 

▼ BEST FOOT FORWARD
Labelux, the Swiss-based owner of iconic shoe 
brand Jimmy Choo, is considering a £1bn 
London stock market flotation

▲ CONCENTRATED EFFORT
Staff at UK satellite communications 
company Inmarsat contribute to the search 
for Malaysia Airlines flight MH370 

▲ WEATHER ALERT
A report by the United 
Nations Intergovernmental 
Panel on Climate Change 
warns that ski resorts will 
be at risk in the future
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cloud. The agreement is 
the latest in an ongoing 
programme of  strategic 
partnerships.

MANX FIRMS MERGE
Grant Thornton and BDO 
have merged their practices 
on the Isle of  Man. The 
combined office will operate 

under the Grant Thornton 
name with 30 partners and 
staff. Michael Crowe and 
Martin Kneale, formerly 
of  BDO, become directors 
alongside Grant Thornton 
directors Dennis McGurgan 
and Richard Ratcliffe. All 
BDO staff  will relocate to 
Grant Thornton’s office.

EU REFORMS AUDIT
Reform of  the audit market 
in the European Union has 
been confirmed in a vote in 
the European Parliament. 
The new rules will be in 
place from 2016 across 
the EU, although the UK 
will introduce them before 
the end of  this year. Listed 
companies will have to 
put audit contracts out to 
tender at least once every 
10 years and will be unable 
to renew contracts with the 
same auditor for longer than 
20 years. Auditors will be 
prevented from undertaking 
some non-audit activities for 
clients, while lenders will no 
longer be allowed to insist 
on borrowers using a Big 
Four firm as auditor.  

RSA CAPS AUDITOR FEES
RSA Group will in future not 
pay its auditor more than 
25% of  the audit fee for non-
audit work. Shareholders 
expressed unhappiness last 
year when it was disclosed 
that then auditor Deloitte 
had been paid consultancy 
fees of  £10m in the 2012 
year, while earning less than 
£6m as auditor. KPMG has 
since been appointed as the 
new auditor.

KPMG PARTNERS XERO
KPMG has entered a 
strategic partnership 
with online accounting 
software provider Xero. The 
partnership is intended 
to provide a link between 
KPMG’s existing online 
services, with an accounts, 
bookkeeping, payroll, VAT 
and corporate tax suite 
of  online products. The 
combined service will be 
aimed at SMEs using the 

AUDIT COMMITTEES
A new report from ACCA 
seeks to improve the 
transparency of  audit 
committee reports in 
explaining their relationships 
with external auditors. The 
report, Enhancing the value 
of the audit committee report, 
considers what issues  

News round-up
This month’s stories include major changes to the EU audit regime, RSA capping auditor 
fees, KPMG joining forces with Xero, and greater HMRC powers to raid bank accounts
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D
S ALL EYES ON ASIA

UK companies operating in the 
high-growth Asian region are 
outperforming their international 
peers, according to Connecting 
Countries, a new pan-Asia Telstra 
Global research report.

The report found UK 
companies were overrepresented 
among the ‘business champions’ 
or star performers, defined as the 

top 5% of  companies operating in Asia 
based on past high performance and 
future promise of  success.  

The survey found that nearly 
three-quarters of  UK headquartered 
businesses had achieved their objectives 
in the region over the past three years 
and were optimistic about the outlook.

The report is available at http://
tinyurl.com/GrowthAsia

83% of  multinationals in Asia expect 
to meet or exceed their financial and 

strategic objectives over the next 
three years.

Financial services and insurance 
companies in Asia are more bullish than 
other industries about exceeding their 

objectives in the next three years.

ICT is heavily represented among 
Asia’s ‘business champions’ (top 5% 
of  companies), with 15% of  the total 
(financial services account for 12%).

50% of  international companies 
pursuing expansion in Asia 

nominated China as part of  their 
strategic plans.

»
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TRENDS

THE BUSINESS OF LANGUAGE
For the first time Cantonese joined the top 10 of foreign languages spoken in the 
City of London, the UK’s principal business district, shooting into sixth place. 
German, Indian languages, Russian, Arabic and Portuguese slipped, while French 
held the top spot, according to recruitment firm Astbury Marsden.

MORE POWER TO HMRC
The government plans 
to allow HMRC to raid 
taxpayers’ bank accounts in 
order to recover unpaid tax 
of  more than £1,000. ‘This 
extra power to access our 
bank accounts seems a bit 
like Big Brother,’ responded 
Simon Massey, tax partner 
at Menzies. He added: ‘We 
are apprehensive about 
these powers as HMRC’s 
approach is to chase first 
and ask second.’

MEHJOO CASE RULING
The Court of  Appeal has 
ruled that West Midlands 
firm Harben Barker did 
not have a duty to offer a 
client complex tax planning 
advice. The non-domiciled 
client, Hossein Mehjoo, 
had claimed the firm acted 
negligently in failing to 

relating to the external 
auditor and the audit process 
should be considered by 
the committee and which 
of  these issues should be 
reported by the committee. 
The report draws on the 
experience of  some FTSE 
100 companies and is at 
www.accaglobal.com/ab76

FCA BANS TRADER 
A bond trader with almost 30 
years’ experience has been 
banned and fined £662,700 
for manipulating a UK 
government bond purchase 
in 2011. Mark Stevenson 
had planned to sell his 
£1.2bn holding of  gilts for 
an inflated price during a 
Bank of  England quantitative 
easing operation. His 
unusual trading activity was 
quickly identified and the 
trade aborted.

suggest he take specialist 
advice on a complex product 
that could have enabled him 
to avoid a capital gains tax 
liability of  £850,000 when 
he sold shares in his fashion 
company. The judgment was 
based on the firm not being 
a specialist tax adviser.

SKILLS IN DEMAND
Competition for accountants 
and other finance 
professionals has intensified 
in the last year, according 
to a survey conducted by 
recruitment consultant 
Robert Half. Some 80% 
of  CFOs believe the UK 
now has a two-speed jobs 
market, with demand for 
accountants and other 
skilled professionals 
accelerating, while growth 
in the general employment 
market remains slow.

AUDIT COMMISSION
The abolition of  the Audit 
Commission will generate 
savings for central and 
local government of  
£1.2bn over the next 
decade, the Department 
for Communities and Local 
Government has claimed. 
Local government minister 
Brandon Lewis said: ‘The 
decision to abolish the Audit 
Commission was because 
it was wasteful, ineffective 
and undemocratic. What 
should have been a voice for 
taxpayers became a creature 
of  the central state.’ 
However, ACCA opposes the 
loss of  independent public 
sector audit expertise, which 
it said is turning the clock 
back 150 years.

IFRS FUNDING
The International Financial 
Reporting Standards 
(IFRS) Foundation has 
been awarded renewed 
funding for the International 
Accounting Standards Board 
(IASB) from the EU, but has 
been told by the European 
Parliament to reform 
the IASB’s governance 
structures. The IFRS 
Foundation, the European 
Financial Reporting 
Advisory Group and the 
Public Interest Oversight 
Board have together been 
awarded €60m until the end 
of  the decade to develop 
international financial 
reporting and auditing 
standards.

TAX DIRECTIVE 
The European Union 
Savings Directive has been 
approved, requiring EU 
banks, investment funds 
and shadow banks to 
automatically exchange 
account information with 
any EU member state tax 
authority. All member states 
signed the agreement, after 
Austria and Luxembourg 
dropped long-standing 
opposition. The EU is now 
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TRENDS

TRANSATLANTIC SWITCH FOR WORLD’S FINANCIAL CAPITAL
New York has edged ahead of London to become the world’s major financial centre, 
according to the latest Z/Yen Global Financial Centres Index. London has suffered 
from regulatory failure – perceived ‘insider’ markets in LIBOR and FX, rate swap 
scandals, and so on. The gap between the big four (New York, London, Hong Kong, 
Singapore) and the other top 10 centres is being whittled away. 
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PwC LOSES BARCLAYS AUDIT
Barclays has put its audit out to tender and said that 
existing auditor, PwC, will not be permitted to bid for 
the new contract. PwC and its predecessor firms have 
held the audit for 120 years. However, PwC has won the 
audit contract for Derwent London from BDO. KPMG 
has won the audit from the Compass Group, which was 
previously held by Deloitte. Grant Thornton has been 
awarded the Interserve audit, which was previously held 
by Deloitte. The decision by Interserve to use a mid-tier 
firm was welcomed by leading investors, including Legal 
& General, in a letter to the Financial Times.

seeking to agree reciprocal 
arrangements with other 
jurisdictions, including 
Switzerland.

SOCIAL MOBILITY
The accountancy profession 
has launched a social 
mobility drive that aims to 
attract a greater number 
of  talented students from 
disadvantaged backgrounds. 
The scheme, Access 
Accountancy, involves a 
pledge by firms to provide 
at least 3,750 work 
experience placements by 
2019. Firms will collect 
and share detailed socio-
economic data on applicants 
on an annual basis so that 
progress in widening access 
can be measured.

SANCTIONS HIT RUSSIA
Fitch Ratings has 
downgraded some of  
Russia’s largest businesses 
and five regional 
governments, as US and 
EU sanctions bite harder in 
response to the annexation 
of  the Crimean region of  
Ukraine. Nine Russian state-
owned companies, including 
Gazprom, were downgraded 
by Fitch, as were 15 Russian 
banks and the regional 
governments of  Moscow and 
St Petersburg. All are now 
rated negative. According 
to a new World Bank 
economic report, Russia 
was already ‘navigating an 
economic downturn with 
real GDP growth slowing to 
an estimated 1.3% in 2013 
from 3.4% in 2012’. 

CHINA BACKS REFORM
China’s premier Li Keqiang 
has confirmed China’s 
commitment to currency 
and market reforms. He told 
the National Development 
and Reform Commission 
that market reforms are 
the government’s priority 
this year, saying: ‘We 
will continue to liberalise 
interest rates by granting 

financial institutions more 
power to set interest rates.’ 
The renminbi exchange 
rate will be kept ‘basically 
stable’, while expanding the 
exchange rate floating range, 
he said. The International 
Monetary Fund’s managing 
director, Christine Lagarde, 
welcomed the statement.

IR IN SOUTH AFRICA
The International Integrated 
Reporting Framework 
has been endorsed by 
the Integrated Reporting 
Committee (IRC) of  South 
Africa. The IRC is regarded 
by the International 
Integrated Reporting Council 
as a pioneer in integrated 

reporting (IR). Companies 
listed on the Johannesburg 
Stock Exchange have used 
IR for the last three years, 
using the principles of  the 
King Code of  governance. 

HONG KONG FEARS
Hong Kong is over-indebted 
and faces the scale of  »
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SMEs AND CREDIT
Lenders to SMEs rely not 
only on financial reports, but 
also on ‘soft’ information 
such as relationships, 
trust, word of  mouth and 
customers’ track records, 
according to an ACCA report, 
SMEs, Financial Reporting and 
Trade Credit: An International 
Study. The report looked at 
how businesses in Finland, 
the UK, the US and South 
Africa make decisions on 
trade credit. ACCA special 
adviser Professor Robin 
Jarvis said the research 

financial crisis that afflicted 
Greece, a government of  
Hong Kong working group 
on long-term fiscal planning 
has warned. A structural 
deficit of  HK$1.54 trillion 
(US$199bn) is possible by 
2041, as the growing impact 
of  its ageing population 
is felt on the budget. This 
would represent a deficit 
of  22% of  GDP, compared 
to the 10% of  GDP deficit 
that hit Greece. The planned 
public spending programme, 
including new housing, 
could worsen the figures.

showed early-life SMEs rely 
on trade credit, but there 
is a finance gap as SMEs 
attempt to scale up. The 
report is available at www.
accaglobal.com/ab77

IIRC SIGNS MoU 
The International Integrated 
Reporting Council has 
signed a memorandum 
of  understanding with 
the Global Initiative for 
Sustainability Ratings 
(GISR), agreeing to 
collaborate in the promotion 
and alignment of  corporate 
reporting and ratings 
frameworks. GISR seeks to 
increase the transparency 
and effectiveness of  
sustainability ratings.

GOODWILL RETHINK
The IFRS model of  
mandatory annual 
impairment testing 
of  goodwill should be 
reconsidered, according to 
the results of  a survey of  
leading global investment 
stakeholders conducted by 
KPMG. Interviewees said 
testing should confirm 
values, not predict them and 
expressed concern at the 
level of  subjectivity involved 
in assessing valuations.

RETIREMENT ADVICE 
Workers with defined 
contribution pension 
schemes will be entitled 
to free advice sessions at 
retirement, it was announced 

in the Budget. PwC estimates 
that 500 qualified people 
will be required to run the 
service, at a cost of  £120m 
a year. It believes that about 
400,000 retirees will need 
access to the free guidance 
service this year alone. 

GLOBAL TAX CRITIQUE
An academic report from 
RMIT University School of  
Economics, Finance and 
Marketing, commissioned 
by ACCA, provides extensive 
evidence that the corporate 
income tax system is 
not ‘broken’. The report, 
Multinational corporations, 
stateless income and tax 
havens, asserts that there is 
no evidence to support the 
belief  that the UK or the US 
corporate income tax base 
is being worn away. However, 
it adds that advanced 
economies face a fiscal 
challenge that creates the 
environment for a ‘tax grab’. 
More at www.accaglobal.
com/ab78

NUSBAUM REAPPOINTED
Ed Nusbaum has been 
reappointed as CEO of  Grant 
Thornton International for 
a second term, to last until 
the end of  2017. He was 
initially appointed in January 
2012. Under Nusbaum, 
Grant Thornton has been 
the fastest growing of  the 
largest seven global firms.

CFOs VALUE BIG DATA 
The vast majority of  CFOs 
see the value in using big 
data, but few believe their 
organisations are capable 
of  effectively doing so, 
according to a report from 
IBM, Pushing the Frontiers. 
Some 82% of  CFOs want 
to integrate data across 
their enterprises, but less 
than a quarter think this 
can be achieved in their 
organisations. ■

Compiled by Paul Gosling, 
journalist 

LLP TAX CHANGES CONFIRMED
Chancellor George Osborne confirmed in the Budget 
that proposed changes to the taxation rules relating to 
LLPs and other partnerships will proceed. The Finance 
Bill will remove tax advantages from tax-motivated 
profit allocations to companies that are members of 
partnerships. The rules will also stop individual partners 
using loss allocations for tax advantage. Nigel May, a 
partner at MHA MacIntyre Hudson, described the plans 
as ‘a money grab as opposed to a logical extension to 
the tax code’ and doubted they would raise the projected 
annual revenues of £1bn. For more, see page 66.

TRENDS

£107bn

£90bn

20
15

20
14

UK BUSINESSES READY TO INVEST
The UK’s biggest businesses are ready to invest 
£90bn this year and £107bn next year, according to 
Deloitte research. Most large businesses also intend 
to return cash to shareholders this year. Companies 
in the healthcare, telecoms and chemicals sectors 
are the most ready to make large investments, with 
businesses in the consumer and financial services 
sector more likely to hold back until next year. More 
information at http://tinyurl.com/197bn
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MAKING STRIDES
With the country opening up to international brands, Nike Greater China looks set  
to be first off the starting block in a fast-moving environment, says CFO Angela Dong

Scale and speed
According to Dong, there are three key challenges for Nike – 
and indeed any large multinational sports brand – looking to 
grow in today’s China. One is the sheer size of  the country 
and the multiple regional differences that need to be catered 
for. The next is the rapid pace of  changing trends, and the 
third is the low sports participation rate in general. 

‘With scale comes complexity, because if  you travel round 
China, every single province is different,’ she says. ‘Even in 
the same province, everything can be very different, from 
people’s dialect, to the way they live, the way they dress and 
what they care about. How to bring inspiration and connect 
with them in a way that’s relevant is a key challenge, and an 
area where we really want to unlock all the potential.’

How China has changed in the past decade, embracing 
technological leaps, social media and online shopping, 
reflects a nation always on the lookout for the next big thing. 
For a CFO such as Dong, capturing that momentum and 
trying to predict consumer behaviour is a big job. 

‘We have three-year strategy planning, ad-hoc and long-
term strategy planning, and in those processes you need 
to first project where things are going, where we want our » 

A
s she enters the boardroom with a huge smile, 
it’s clear from the off that Angela Dong FCCA is 
a rather unique CFO. The athletic finance head 
of Nike Greater China is bursting with ideas and 

a positivity that embodies the spirit of Nike’s legendary 
‘Just Do It’ advertising tagline. 

Since the 1970s, Nike has dominated the sports 
equipment and apparel industry. Its portfolio, which includes 
the Converse, Hurley International and Jordan brands, 
reported revenue of  $25.3bn in FY 2013. Despite flat growth 
in China in 2013, it is still the country’s number-one sports 
brand. But consumers are changing, and Dong is leading 
the way in ensuring the company kick-starts its growth and 
adapts to the realities of  China’s evolving marketplace.

Dong is responsible for strategic and financial planning; 
credit and treasury; the admin team; the Hong Kong and 
Taiwan finance teams; and the Greater China direct-to-
consumer finance team. Nike China’s back office employs 
just under 2,000 people. Partnering with the general 
manager, she is tasked with strategic planning and 
delivering sustainable and profitable growth for Greater 
China’s fast-moving consumer market. Before joining 
Nike in 2005, she had held various managerial roles in 
multinational corporations (MNCs) such as Coca-Cola 
and P&G China. 

Having worked for two big global brands with distinct 
American roots, an overarching part of  Dong’s remit has 
always been to bring the Asian point of  view to the table, 
ensuring that the international strategy has both global 
commonalities as well as enough locally relevant strategy 
to ensure its success in the China market. 

‘I chose MNCs because I love international platforms 
and there is an increase in demand on your understanding 
and appreciation of  different cultures,’ says Dong. ‘You 
have a broader perspective and you have to make sure you 
understand people. Then you have to get yourself  understood, 
and then you can operate at a truly international level.’ 

Dong recalls a meeting when she first noticed how 
differently people from the US and China approached 
problem-solving tasks. ‘For the first five minutes, all the 
Chinese were reading,’ she recalls. ‘They wanted to make 
sure they knew what they were talking about, and the other 
team was probably quiet for about five seconds. While they 
processed the information differently, both teams achieved 
similar recommendations.’

NIKE 
 

* Founded in 1964 by University of 
Oregon track-and-field coach Bill 
Bowerman and runner Phil Knight, 
the sports company began life under 
the name Blue Ribbon Sports. In 
1972 the organisation changed its 
name to Nike, after the Greek goddess 
of victory, and patented its famous 
‘swoosh’ logo. It now sells its products 
in 190 countries worldwide.

* In the mid-1980s Nike moved the 
majority of its production to China; 
this was followed by high-profile 
sponsorships of Chinese athletes. 

* In FY 2013 (ending May), Nike reported 
revenue of US$25.3bn, with Greater 
China revenue accounting for 
US$2.5bn. 
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malls – all sorts of  retail formats. These not only give 
foreign investors opportunities to get into the market place 
but also overall elevate our local players in terms of  their 
vision and transformation.’

Winning team
‘As a CFO, I need to balance the short term versus longer 
term investment, but nevertheless, innovation is the core 
focus,’ says Dong of  her role. Another aspect of  leadership 
innovation is redefining the roles of  finance directors in 
her 100-strong department. Nike’s financial directors are 
empowered to be strategic partners and deliver added value 
as they are all part of  broader business leadership teams. 

‘Each category has a finance person in it and that person 
works to form category-specific strategies under the overall 
umbrella of  corporate strategy,’ Dong explains. ‘That gives 
them a platform to operate almost like mini entrepreneurs. 
They come up with proposals and ideas and we collaborate 
with each other for the final strategy.’

As well as functioning as business partners, her team 
create value by interacting directly with retail partners, 
distributors and other stakeholders to collect information 
that will help the management team make smart decisions 
about where to prioritise investment. 

A strong believer in nurturing her staff, Dong ensures that 
her department benefits from official training programmes, 
as well as more informal team-building and knowledge-
sharing sessions. The aim is not only to encourage a sense 
of  belonging to one big Nike family, but also to let them 
learn about all sides of  the business. This extends to 
management sharing their own stories. 

Dong comes from the ‘Lean In’ school of  thought 
advocated by Facebook’s Sheryl Sandberg, and believes 
that women in business today are at a stage where they can 
enjoy equal opportunities; she quotes Mao Zedong, who said 
that women hold up half  the sky. She personally mentors 
some of  the female leaders in the company, and says she 
feels a strong responsibility to be a role model to her staff. 

‘We have some old perceptions that if  you are a high-
ranking female leader you must be an iron woman and you 
give up your personal life for your career,’ she says. ‘But I 
think nowadays, more and more women have the capability 
to have both, and more and more women are daring to ask.’

Dong is also an active participant in both the ACCA 
and CFO communities in China, collaborating on projects 
she cares deeply about. One of  her passions is strategy 
planning. ‘The approach I am pushing now is about how to 
leverage industry knowledge with your consultant and your 
research firms and, more importantly, how to build in-house 
expertise,’ she says.

Dong is also driving changes in financial systems 
innovation by developing new processes and arrangements 
for Nike’s account portfolio in the Chinese market. One 
example is its customer financial services, which, she 
explains, is very different in China. 

consumers to go and how we influence them,’ she says. 
‘At the end of  the day we need to focus on areas that will 
eventually move the needle.’ 

Spreading the gospel of  sport in China isn’t easy; people 
are not used to playing sports in their leisure time, while, 
Dong says, parents place more importance on academic 
achievement. At the same time, the competitive landscape 
is changing. With many Chinese buying sportswear to wear 
casually, as well as traditional competitors like Adidas, Nike 
must now count vertical retailers who produce their own 
sports lines, such as H&M, as a force to be reckoned with, 
alongside other domestic sports brands such as Li Ning.

‘But like our brand president always says, we won’t focus 
on our competitors,’ she says. ‘I think the gap between Nike 
and our potential is very much bigger than the gap between 
Nike and our competitors.’

Talking about Nike’s strategy in China, Dong explains that 
the company is putting more investment into marketplace 
management to adapt to changes in what has become an 
overheated market. 

‘To capture the demand is the number-one priority,’ she 
says. ‘If  you capture demand, you make sure your top line 
grows robustly, and all the wages, rents and everything else 
grow on a par with that.’

At the same time, the government’s latest Five-Year Plan 
is making life easier for businesses like Nike in China, with 
policies encouraging market innovation and value creation 
allowing greater opportunities for foreign companies to 
grow and stimulate the domestic economy. Dong says that 
the consumer is the ultimate beneficiary, as the added 
competition means that he/she has more choice, better 
products and better service. 

‘It’s very consistent with Nike’s core value of  
innovation,’ she says of  the latest plan. ‘Take distribution 
as one example. Retail wasn’t open to foreign investors 
until seven or eight years ago, but then you open the door, 
and everyone can come, and this marketplace is getting 
so much more vibrant, with department stores, shopping 

2010
CFO, Nike Greater China

2008
Kellogg-HKUST Executive MBA

2005
Coca-Cola (China) Beverages

2003
British American Tobacco North Asia 

2002
P&G China
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‘If  I compare ourselves to a mature marketplace, 
where most of  your accounts are probably either 
listed companies or highly regulated companies, here 
we also have a portfolio of  entrepreneurs and mom-
and-pop shops, and they are the future,’ Dong explains. 
‘They do not have the same bank credit or credit histories, 
so we help by facilitating the structure design and 
connection with domestic financial service and insurance 
providers to them. 

‘A couple of  our key accounts today started from very 
humble beginnings,’ she recalls. ‘One started with six pairs 
of  Nike shoes. If  I applied a critical credit view, that account 
would never be able to grow so big, so that’s where we need 
innovations, especially for a market that is growing and has 
the potential. All the risk can be calculated, but you need to 
design to allow the growth to come.’

▌▌▌’THE GAP BETWEEN NIKE AND OUR 
POTENTIAL IS VERY MUCH BIGGER THAN THE  
GAP BETWEEN NIKE AND OUR COMPETITORS’

In the immediate future, Dong says 
that being able to master big data 
will become increasingly important 
for the finance department, as the 
people tasked with interpreting 
business intelligence to underpin 
decision-making. Harnessing volumes 

of  data will be especially useful in terms of  analysing online 
consumer intelligence to inform e-commerce strategies, as 
real-time information will allow for faster, nimbler reactions. 

Collecting masses of  information is just the first step, of  
course, and implementing new technology and tools is an 
ongoing challenge – but one that Dong and her colleague 
are already getting a jump on. 

‘Unstructured information is something I’m very 
passionate about,’ she says. ‘We have a CFO committee 
to talk about what kind of  systems we’re going to use, 
and we are at the very starting point of  the concept 
of  big data and how that concept really works for any 
company. But I think that it will be revolutionary information 
to support decision making.’ ■

Jill Petzinger, journalist
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A DEEPER DIVE  
INTO DUE DILIGENCE
Regardless of whether you agree the world has become a scarier place, economic and 
political instability are making due diligence even more crucial to M&A activity

M&A activity fell off  a cliff  in 2008 when the developed 
world’s economy tanked following the credit crunch. 
Economic growth has started to creep back again, but the 
six-year slowdown has resulted in changes that make due 
diligence a different call today than it was then.

Those changes relate mainly to shifts that have taken 
place in the world’s economy – the rise of  the BRICs (Brazil, 
Russia, India and China) and other growth economies, 
the emergence of  Africa as a serious economic player, the 
imposition of  tougher regulation in areas such as banking 
and finance, the toughening up of  the duties of  directors 
in some countries, and the transformation of  the technical 
world of  tax into a political hot potato. And not forgetting 
the way in which social media technology has made 
business more transparent, not always in helpful ways.

‘Risks that have become more evident over recent years 
are centred around the uncertainty of  customer loyalty, 
the market environment, the threat of  new entrants and 

R
ussia’s annexation of Crimea will have stimulated 
a bit of head-scratching among more thoughtful 
company directors. It was a reminder that the 
world’s economy may be growing, but it is still 

fraught with geopolitical risks.
Just as it looked as though the good times were about 

to roll again – with more merger and acquisition activity an 
indicator of  improved confidence – the marching troops and 
screaming crowds delivered a sharp reminder that global 
investing is still a business fraught with hidden traps.

No wonder that accountants and other professionals are 
warning that companies that plan to go on the acquisition 
trail need to rethink the way in which they approach due 
diligence before a deal.

Experienced deal-makers in larger corporates and in the 
private equity world are well aware that the landscape has 
changed, says Steve Ivermee, the UK and Ireland head of  
transaction services at EY. But the changes since the  
mid-noughties, when M&A activity was last surfing on the 
crest of  a wave, have been profound, and not everyone  
may have thought through the implications or be aware 
of  the tricky detail in new areas such as anti-bribery and 
corruption compliance.

▼ CIVIL UNREST  
Anti-capitalist rally in the City of London ahead of the 2013 G8 
summit and (right) a 2014 demonstration near Tahrir Square, 
Cairo, part of turbulence in Egypt in the wake of the Arab Spring
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the impact of  new technologies rapidly reshaping the 
established norm,’ says John Lunn, executive director at 
transformation consultancy Moorhouse.

There have also been a handful of  landmark events of  
the kind which spook international investors, such as the 
Argentine government’s 2012 expropriation of  a majority 
stake in energy firm YPF, which was owned by Spanish 
company Repsol. The Argentinians finally agreed to pay 
compensation last year after international mediation. But 
it’s not surprising that directors of  companies in sensitive 
industries are wondering which under-pressure politician will 
be next to grab what they want as a sop to the mob.

Then there’s the Arab Spring with its overthrow of  
Middle East regimes piling worries on companies trading 
in the region. The Arab world’s turmoil has increased the 
political exposure of  management and owners, says Jamie 
Smith, co-head of  business intelligence and investigations 
at Salamanca Group, whose services include corporate 
risk management. ‘Investors are wary of  management and 
owners connected to former regimes,’ he says.

There has also been the mother of  all bloopers when due 
diligence has, it is alleged, not been diligent enough. A rash 
of  lawsuits followed HP’s 2012 acquisition of  British software 
company Autonomy. Claims by HP that Autonomy’s revenues 
had been overstated have been furiously denied by the 

company’s former directors. But HP shareholders claimed 
that their directors should have been more diligent before 
paying US$10.3bn for the company. The controversy was 
further fuelled in February when HP refiled the 2010 accounts 
of  Autonomy’s largest unit at Companies House showing 
revenues of  only 46% of  those previously reported.

It is not just those headline cases that end up in 
the courts which should worry deal-makers and their 
accountants. M&A activity should be about creating more 
value, but the accumulated evidence of  research projects, 
such as McKinsey’s A new generation of M&A, suggest that 
between two-thirds and three-quarters of  M&A projects fail 
to harvest their full value.

So with M&A activity once again on the rise in the face of  
a set of  new challenges, more deal-makers should be asking 
the question: is it time to do due diligence on due diligence?

The diligence agenda is changing in two key ways. There 
is more focus and a probing for 
more detail on issues which have 
traditionally been diligence targets, 
such as accounting adjustments 
to profits.  

Today there is more rigour in 
exploring the reasons for an uplift » 

▲ GEOPOLITICAL VOLATILITY
Ukrainian politician Vitali Klitschko holds a press conference on 
the situation in the Crimea while (inset) Crimeans in Simferopol 
celebrate Russia’s annexation of the Ukrainian territory

▌▌▌‘PEOPLE HAVE LEARNT SOME OF THE 
LESSONS OF BELIEVING TOO MUCH IN THE UPSIDE 
AND NOW WANT IT TESTED MORE RIGOROUSLY’
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breaches of  the Bribery Act, 
we are finding that many 
businesses do not have 
sufficient internal procedures 

in place or are simply ignorant 
of  the increasingly pervasive 

and punishing regulatory 
environment,’ Davies says. ‘In 
many cases this is catching  
them unawares.’

And it is not only the UK’s 
Bribery Act which poses new 
regulatory problems. That 
attractive acquisition may 
deliver distinctly unattractive 
successor liabilities, according 
to guidance issued under the US 
Foreign Corrupt Practices Act. 
For example, an acquirer may 
be found liable for prior illegal 
conduct. Contracts obtained 
through bribes may be legally 
unenforceable. Further, if  a 
company takes over a target 
which is picking up business 
because it is paying bribes, the 
orders may (and probably will) 
disappear when the payola stops.

Live concern
These issues were rarely a major 
problem for deal-makers on 
the acquisition trail in western 
Europe and North America. But 
now that the trail leads more 
often into Africa and other 
emerging markets, it has become 
a live concern. 

It is important to understand 
the corruption risk in the market 
where the target trades, says 
Mark Dunn, segment leader 
for due diligence at LexisNexis 
Business Information Solutions. 

‘This includes the target’s reliance 
on third-party agents, the nature of  commission schemes 
applied to those agents and the auditing of  such agents’ 
activities,’ says Dunn.

Bribery and corruption may be an unsavoury addition to 
the due diligence menu, but there are other dishes which 
may not leave such a nasty taste in the mouth, but need 
sampling before doing a deal.

There is, for example, data protection and the question 
of  whether legislation has been followed in relevant markets. 
There is also the importance of  ensuring pristine title to 

in profits at a target company, 
says James Fillingham, a 
partner in the transaction 
services team at PwC. ‘People 
have learnt some of  the lessons 
of  believing too much in the 
upside and they now want it 
tested more rigorously,’ he says. 
For example, revenue recognition 
is now ‘mercilessly probed’.

Issues such as controls, 
processes and the quality of  
management information need 
to be explored in more detail, 
argues Fillingham. Pre-credit 
crunch, some of  those issues 
were taken for granted. ‘In those 
days, as long as there was a 
good strategy, the direction of  
the business was positive and 
there was a strong management 
team, you weren’t too worried 
about some of  the more 
mundane control processes and 
information systems,’ he says.

But that is no longer the 
case. ‘A lot more granular detail 
is expected around issues 
like product and customer 
profitability, cashflow and cash 
forecasting,’ he adds.

Fillingham argues that 
the root cause of  failure in 
businesses during the downturn 
lay partly in the quality of  
management information. 
‘Problems weren’t apparent 
quickly enough and didn’t 
surface at board level.’ Today’s 
more canny investors want to 
understand more about the 
quality of  the information they 
can access to manage a business 
they plan to acquire. ‘Investors 
acquiring a business want to know 
how they’re going to control it,’ he says.

The second key point is that there is a whole range 
of  issues which may not have surfaced before the credit 
crunch, but which could now feature on a due diligence 
agenda. David Davies, a partner in the corporate and 
commercial department at law firm Bates Wells Braithwaite, 
has noticed a marked increase in the need to review 
regulatory compliance.

‘Whether it is missing or expired registrations, approvals 
or certificates or, as we recently encountered on a deal, 

ATTACKS BY SECTOR
Global risk management consultancy 
Risk Advisory’s Terrorism Tracker gives 
corporations and financial institutions  
a global picture of terrorist risks that  
can – and should – affect their due  
diligence activities.

33% Retail* 
18% Transport*
12% Oil
6% Electricity
6% Construction
5% Media
5% Tourism
5% Gas
3% Agriculture
3% Financial
2% Mining 
2% Utilities

* Retail includes public spaces such as 
markets

* Transport includes attacks on land, 
maritime and aviation

Source: Terrorism Tracker, a comprehensive 
global database of terrorist attacks and plots, at 
www.terrorismtracker.com
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material intellectual property. There is a growing trend, 
especially in the US, to pledge intellectual property as 
security for loans, Davies points out.

Then there are the tax aspects of  historic structuring 
arrangements. These may be especially significant when 
dealing with international groups. There is more ‘sensitivity’ 
about tax issues, Fillingham confirms.

Companies are increasingly concerned about public 
reaction to decisions they take about which tax jurisdiction 
they choose to locate a deal in. ‘This involves a whole extra 
degree of  thinking,’ he says.

Information needed
One of  the problems of  doing due diligence on some of  
these new issues is that information is not always readily 
available. Michael Boag, head of  UK intelligence and due 
diligence at Stroz Friedberg, has probed some of  the more 
difficult areas for a whole range of  different companies. 

He points out that in some ‘frontier markets’ deal-makers 
may need on-the-ground resources to trace the ownership 
of  a company. ‘You need to understand who the company’s 
officers are and their background reputation and track 
records,’ he says. ‘That can involve wading through a huge 
volume of  information which in a lot of  countries can be 
inaccurate, contradictory or even tainted.’

There is simply a great deal more information to look 
at now. ‘The growth of  social media means that people 
are constantly releasing information about themselves, 
including their locations, friends and workplace,’ says 
Smith. ‘The digitisation of  corporate information has also 
increased dramatically. Although sites are often difficult to 
use and hidden from standard search engine results, online 

corporate records can now be found in the majority of  
jurisdictions, even in the developing world.’

Smith points out that the growth in personal and 
corporate information has coincided with increased public 
disclosure of  confidential information on sites such as 
WikiLeaks or the International Consortium of  Investigative 
Journalists’ database of  offshore companies. ‘With the 
correct use of  online resources, due diligence on company 
managers’ reputations and business interests can be much 
faster and more comprehensive.’

However, the wider use of  virtual data rooms is making 
it easier to access the mountain of  information needed in 
major due diligence. 

‘When I started in the M&A world, everyone operated 
physical data rooms with some poor junior associate 
standing guard inside making sure you didn’t stuff  the 
family jewels up your jumper,’ recalls Lorcan Tiernan, 
corporate M&A partner at international law firm Dillon 
Eustace. ‘With one exception this year – a loan book sale – 
our due diligences have been exclusively online.’

The downturn has sparked a new mindset in M&A, says 
Ivermee. ‘Before the credit crunch, people were well aware 
that due diligence was, to some extent, a tick in the box. 
Now you see corporate and private equity firms doing due 
diligence more deeply than before.’

There are dangers that this new thoroughness could 
make due diligence more time-consuming and costly, but 
Ivermee says the antidote to drowning in data is to focus 
due diligence on the drivers of  risk and value in a deal.

‘Don’t boil the ocean,’ he says. ‘It is world-class due 
diligence when the issues you’re looking at are aligned with 
the investment thesis and when you get due diligence to 
the right level of  depth, rather than just going through the 
motions and ticking the box on all of  the categories.’

And that is when due diligence does precisely what it says 
on the label. ■

Peter Bartram, journalist

▼ COMPANY CONCERNS
An activist in London protests against alleged corrupt systems 
while (right) pro-government supporters celebrate Argentina’s 
renationalisation of energy business YPF by expropriating a 51% 
stake in it held by Spanish company Respol

23DUE DILIGENCE | FOCUS 

ACCOUNTING AND BUSINESS



Goodbye America, hello world
With its acceptance that convergence with US standards is an impossibility, the IASB is 
committed to working with the rest of the international community, says Robert Bruce

Hans Hoogervorst, International 
Accounting Standards Board (IASB) 
chairman, is convinced. The days 
of trying to bring about a global set 
of International Financial Reporting 
Standards (IFRS), based on converging 
the accounting standards of the US 
and those used by the rest of the 
world, are over. And, as a result, the 
world can look forward with more 
confidence and optimism to closer 
and closer global union. 

It has been a long road, and a 
frustrating and exhausting one. The 
goal of  converging the standards of  the 
US standard-setting body, the Financial 
Accounting Standards Board (FASB), 
with those laid down by the IASB was 
a laudable and logical one. And, as a 
result, efforts to achieve convergence 
probably went on far longer than they 
should have. In the end, it did not end 
in acrimony, but in stalemate. In the 
words of  Hoogervorst: ‘This inability 
to deliver compatible outcomes with 
the FASB clearly demonstrates the 
inherent instability of  convergence as a 
means to achieve a single set of  global 
accounting standards.’ 

The elusive goal of  connecting the 
US with the rest of  the world was a fine 
one. But FASB is a deeply conservative 
body, and the IASB is still a relatively 

But as the process has dragged on 
those countries have come on board 
regardless. ‘A lot of  the impetus for 
convergence with the US was a feeling 
that a number of  other jurisdictions 
would be influenced if  there was a US 
lead,’ says Richard Martin, head of  
corporate reporting at ACCA, ‘but they 
are coming closer to IFRS anyway.’ 

India, Japan and Russia
Recent research has shown clearly just 
how many countries are now either 
fully signed up or as close as makes 
little difference. And the critical mass 
has been achieved. Mackintosh reels 
off  the detail: ‘Of  the remaining G20 
members, India is on its way,’ he says. 
‘Japan has significantly expanded the 
number of  companies eligible to use 
IFRS. Russia has already adopted. 
China is pretty close, while Saudi 
Arabia is making plans to fully adopt.’ 

Having moved in that direction, 
other strands can now be fed into the 
process. Europe has always been an 
unwieldy part of  the IFRS family – it 
was the first part of  the world to make 
IFRS mandatory – but unequivocal 
support has not always followed, and 
there is a complex and far-from-logical 
or transparent endorsement procedure. 
Squabbles about IASB funding and its 
governance echo down the corridors of  
Brussels. Quixotic MEPs develop bees in 
their bonnets about accounting issues 
and the rest of  the world scratches its 
head with disbelief. And it is distinctly 
odd that something which has been so 
successful for Europe as IFRS is still 
being argued over, even if  it is only half  
a dozen or so people who are doing the 
arguing. ‘It is in Europe’s best interests 
to make IFRS work well,’ says Cearns. 
‘It is part of  the financial architecture 
and Europe needs to have a positive 
approach. IFRS has been very beneficial 
to the capital markets. People need to 
work with the IASB and not just devote 
themselves to throwing bricks from the 
sidelines.’ And European inconsistency 
would have a cost. A recent research 
update from JP Morgan Cazenove 

youthful and lively organisation  
by comparison. 

It is time for the IASB to work 
not bilaterally with the US but 
multilaterally with the rest of  the 
world. And it is with that end in mind 
that it set up its Accounting Standards 
Advisory Forum (ASAF) last year. The 
loose ends of  the old convergence 
era will still be worked on, but the 
world has changed. ‘We are finishing 
off  the convergence projects,’ says 
Ian Mackintosh, the IASB’s vice 
chairman, ‘but it has taken longer 
than anticipated. When that is done 
our mode of  operation moves from 
bilateral work to multilateral standard-
setting under the auspices of  the 
ASAF.’ ‘It proved too difficult and too 
costly in political terms to be seen to 
be working with only one body,’ says 
Kathryn Cearns, a consultant with 
Herbert Smith Freehills.

One reason for the prolonging of  
the efforts at convergence was the idea 
that if  the US came on board then 
many other countries would follow. 
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That builds the trust which the system 
needs to function effectively. We all 
need to work very hard to make sure 
corporate reporting is as effective and 
trustworthy as possible.’ ■

Robert Bruce is an accountancy 
commentator and journalist

INFLUENCING THE US
Since Mary Jo White became chair of the 
Securities and Exchange Commission (SEC) 
a year ago, she has kept her counsel on the 
topic of whether International Financial 
Reporting Standards (IFRS) should be 
allowed for the largest US companies. IFRS 
reporting is already allowed for foreign 
companies listed on US stock exchanges, and 
homegrown US multinationals are vigorous 
in their support for the ability to follow suit; 
the Ford Motor Company, as American as 
blueberry pie, has maintained a firm stance 
on this, for example. 

arguments about technical matters. 
The case for clear and universally 
applied financial reporting standards 
around the world is a much deeper 
one. ‘It is much more than just good 
accounting,’ says Veronica Poole, 
IFRS global leader with Deloitte. ‘It is 
about allowing dialogue to flourish. 

made the point that ‘in the future 
investors need to consider even more 
carefully than at present if  EU IFRS 
has continued to keep pace with IFRS 
as published by the IASB’. Equally, it 
would be disastrous were Europe not to 
endorse a significant IFRS; for a start, 
EU companies would not be able to file 
in the US. ‘Banks in particular,’ as one 
observer put it to me, ‘are very aware of  
the consequences.’

SEC may speak out
Meanwhile, there is a chance that 
the key regulatory player in the US 
market, the Securities and Exchange 
Commission, may break its recent 
silence on the subject. ‘The US may 
want to look at the approach to IFRS 
adoption in Japan,’ says Mackintosh. 
‘Those who want IFRS get it. And 
those who don’t, don’t have the 
cost of  transition.’ ‘If  the big US 
multinationals start to use IFRS then 
you have a tacit buy-in,’ says Cearns.

And these are not just arcane 
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Hitting the pension pot
Smashing the annuity locks on pension pots has won cheers from those who have saved for 
retirement – and given the pensions industry a chance to redeem itself, says Peter Williams

Back in the 1930s the average life 
expectancy of a professional man (and 
in those days we are mostly talking 
professional men) was about 61. 
Retirement at 60 gave all but a few no 
more than a decent amount of time to 
get their affairs in order. Now, thanks 
to improvement in healthcare, life 
expectancy has shot up and a new age 
of retirement has been created. Most 
of us can expect to spend virtually 
as much time in our third age, 
retirement, as we do working. 

And that is why the reforms 
announced by chancellor George 
Osborne in the Budget are so 
important. Pensioners will be free 
to draw down as much, or as little, 
of  their pension pot as they want, 
whenever they want. By blowing away 
many of  the restrictions over how 
pensioners can access the wealth 
that they have accumulated over their 
lifetimes – although tax considerations 
will remain – the chancellor seems to 
have acted counterintuitively. In an age 
when we are all living longer why allow 
us to spend like there is no tomorrow? 
Especially as we seem unsure both 
individually and as a society how we’re 
going to pay for those additional years. 

Unsurprisingly, many in the 
pensions industry were quick to 

industry itself. Saving for a pension – 
especially without the backing of  the 
employer – looks increasingly like a 
mug’s game; the tax relief  is the only 
good reason for carrying on. And that 
just isn’t a strong enough sell. 

As a society we now expect – rightly 
or wrongly – to have a choice over all 
aspects of  our lives. So why would we 
continue to hand our money over to an 
institution that spirits away that cash 
and then, in a fug of  non-transparency, 
hands an unspecified but small amount 
of  our savings back a bit at a time 
decades down the line? It sounds a 
nonsense because it is.

Many of  us – not all, admittedly 
– have choices over our education 
paths, the careers we choose and the 
subsequent earnings generated over 
a lifetime. And in exercising those 
choices we accumulate a lifetime’s 
worth of  experience of  accepting 
responsibility, which does not need to 
end when we reach 60-plus. Wresting 
financial control over our final decades 
back from faceless pensions providers 
is highly unlikely to dissipate the 
responsible attitudes accumulated over 
that lifetime. 

And, yes, that pension may well 
fund travel to distant lands or the 
odd luxury purchase that prudence 
denied us over the years. But few are 
likely to spend like hell and then throw 
themselves on the mercy of  a cash-
strapped and uncertain welfare state. 

Helped by these reforms, the point 
when work turns into retirement 
will become a moveable feast for 
many. They will have to take a 
correspondingly flexible and grown-up 
approach to their finances. And that 
in turn gives the pensions industry a 
chance to redeem and reinvent itself  
as a flexible provider of  lump sums/
drawdowns/tax-efficient income – 
maybe even eventually annuities – and 
find a new lease of  life in really serving 
consumers right to the end. ■ 

Peter Williams is an accountant and 
journalist

criticise the chancellor’s move as 
in direct conflict with the spirit and 
purpose of  pensions – that is, to 
provide the individual with a certain 
income throughout their retirement. 

But the certainty of  the annuity – 
available in some way since Roman 
times – comes with so many hedges 
and restrictions that it has lost any 
appeal, especially as rates have 
tumbled by half  over the last 15 
years. Indeed, after a lifetime of  doing 
the right thing, being rewarded with 
the pittance of  an annuity was the 
final insult, condemning many to an 
income way below what they had been 
promised by pensions salesmen who 
had long since disappeared. 

The pensions industry may well give 
voice to its fear that the feckless will 
simply waste their pension funds. Yet 
given high charges, mis-selling and 
poor returns, the role of  the waster 
has surely been played by the pensions 
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Coming clean about uncertainty
Risk reporting can only go so far, says Jane Fuller, but better explanations of the known 
unknowns and the assumptions used in estimates would take it usefully further 

It is an irony of economic recovery in 
the developed world that the reporting 
of risk has hit new highs. 

Fortunately, this is true of  the 
quality of  reports as well as their 
quantity, although the latter can create 
a ‘can’t see the wood for the trees’ 
issue. Barclays’ latest annual report, 
for instance, has a risk review that 
runs to about 120 pages, in addition 
to commentary in the strategic report 
and by four board committees and 
the auditor. 

Regulation gives banks little option 
on quantity, but quality matters 
more. In a debate at a recent ACCA 
conference on governance, risk and 
performance reporting, investor 
representatives stressed the link 
between risk assessment and capital 
allocation. Pet peeves included over-
use of  the word ‘review’, prospectus-
style catalogues of  risk and bland 
generalities, with the company using 
commercial sensitivity as an excuse for 
not being more specific.

Nevertheless, progress has been 
made in narrative reporting of  what 
are typically called ‘principal risks and 
uncertainties’. Not only are specific 
risks described, but often mitigating 
action as well. ITV, the UK broadcaster, 
covers high impact, low likelihood 
(HILL) risks in this way. 

To some extent these reports 
state obvious vulnerabilities. GSK, 
the global drugs company, leads 
with patient safety; Rio Tinto, the 
multinational miner, with ‘commodity 
prices and global demand for the 
group’s products’. 

Some annual repetition of  these 
intrinsic business model risks and 
market factors beyond management’s 
control is inevitable. The greater 
danger is a failure to remind us of  
perennial problems – remember how 
we were allowed to forget that banks 
are highly cyclical? 

How much further can risk reporting 
go? A fruitful approach is to say more 
about the way estimates are arrived 
at and the sensitivity of  the ‘answer’ 

point in a range. ACCA has long been 
interested in ‘confidence accounting’, 
developed by Z/Yen, the London think-
tank, which expresses the level of  
confidence that the preparers have in 
the published estimate. It also captures 
the potential degree of  deviation in 
either direction and the probability of   
a HILL event.

This could be an idea whose time 
has come. It provides a tool for audit 
committees to ask those vital ‘what if’ 
questions of  executives. It may also 
provide more explicit language for 
reports to shareholders by both audit 
committees and auditors. 

But it is important to recognise 
the limits of  even the most rigorous 
approach. Some numbers, such 
as equity prices at the close of  
the reporting period, are precise 
but ephemeral. Others do not lend 
themselves to probability calculations. 
If  a company is fighting a lawsuit, 
the outcome is binary – it depends 
on whether it wins or not. For 
uncertain compensation payments, 
investors might prefer a low number 
to be provided for so as not to invite 
claims, but would seek more general 
information on potential penalties.

Some trade-offs inherent in the 
business model may be too sensitive 
to discuss. Any company whose main 
selling point is its low prices will be 
compromising on the quality of  goods 
or services, and sometimes on safety. 
There is a case for a frank discussion 
of  the potential HILL disaster, but 
even if  investors understand it, will 
customers simply run for the hills?

The best one can hope for in risk 
reporting is better explanations of  the 
known unknowns, including disclosure 
of  ranges and confidence levels. 
Investors must also assure themselves 
that the business is resilient enough to 
survive the unknown unknowns. ■

Jane Fuller is former financial editor 
of the Financial Times and co-
director of the Centre for the Study of 
Financial Innovation think-tank

to changes in assumptions. Numbers 
that appear precise, when they are not, 
provide false comfort.

This is particularly true of  
valuations that require judgment about, 
for instance, future cashflows. What 
we actually get is the most defensible 
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Dawn of a new educational age
ACCA is pushing the boundaries of professional education by being the first accountancy 
body to sponsor a massive open online course, writes ACCA president Martin Turner

ACCA has always been at the cutting edge of the accountancy 
profession. We have innovation in our DNA. In 1996 we 
became the first body to use International Financial 
Reporting Standards in exams; we were the first 
to introduce on-demand computer-based exams 
in 1998, and we enhanced the computer-based 
assessment for Foundation level papers to 
enable students to tackle practical problems 
in a computer environment. 

In addition, from 2007 ACCA placed ethics at 
the centre of  the qualification with a separate 
ethics module and from December this year 
we will be examining integrated reporting 
throughout the Professional level exams.

While all of  these have had an impact on the 
way in which accountancy is taught, our latest 
initiative has the potential to help revolutionise 
all professional education. 

We recently became the first professional 
accountancy body to sponsor a massive open 
online course (MOOC) from FutureLearn, in 
partnership with the University of  Exeter.

What makes this significant is that until now, the 
overriding majority of  MOOCs have been self-contained 
– an end in themselves (see feature, page 40). 

With ACCA providing professional accreditation 
for this course and granting exemption from paper F1 
(Accountant in Business), it provides participants with the 
opportunity to continue on a journey to ACCA membership.

There are huge implications for tuition providers and 
students alike; students have easier access to the best teaching 
and there may be an impact on the cost of  education. Equally, 
there are concerns that, unless more free online courses lead to 
certification or open the door to a professional qualification or 
degree, drop-out rates may be high.

Time will judge how big an impact this initiative 
makes – but we can already see a potential for 
MOOCs to enable our membership to meet 
their continuing professional development 
needs throughout their careers.

We’d like to hear your thoughts 
on this initiative, which we 
believe will keep members and 
students at the forefront of  the 
profession, and which in an 
increasingly connected online 
world will prepare you for the 
opportunities and challenges 
that lay ahead. ■
Martin Turner FCCA is a 
management consultant 
in the UK health sector
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‘ THE VARIETY OF DIFFERENT RISKS MEANS 
THERE IS ALWAYS SOMETHING NEW’ 
RICHARD COTHAY ACCA, SPECIAL PROJECTS 
ACCOUNTANT, HISCOX

SNAPSHOT:
AGRICULTURE
According to KPMG’s 2013 
report, The agricultural 
and food value chain, the 
agriculture and food sector 
remains a bright spot in a 
troubled global economy. 
‘With strong underlying 
growth drivers such as 
population, urbanisation, 
and the rise of the middle 
classes, it is expected to 
remain so,’ it adds.  

It is a dynamic sector 
for finance professionals, 
as it faces the challenges 
of  climate change, rapid 
technological innovation and 
new demands for biofuels 
and access to information. 
These forces bring increased 
volatility, complexity and 
scrutiny against a backdrop 
of  regular food controversies 
such as the horsemeat 
scandal in the UK or the 
contaminated milk scandal in 
China in 2008.

Accountants help 
agribusinesses plan financial 
and tax considerations 
around crop lifecycles, the 
depreciation of  machinery 
and the day-to-day operations 
of  all businesses along the 
agricultural value chain. It is 
about more than simply doing 
compliance work.

$5TRN
According to KPMG’s 2013 
report The agricultural and food 
value chain, the value chain of  
agribusiness globally totals 
around US$5 trillion.

The view from

My accountancy 
career started off in 
practice working in 
audit for one of the 
Big Four firms straight 
after university. I 
soon realised that audit 
wasn’t for me but enjoyed 
the challenges and  
opportunities of  working 
in finance. 

In my last year at university, I 
worked for Hiscox as part of a 
summer internship scheme. Building 
relationships with brokers was a key 
part of  the role and, importantly, this 
was my first introduction to the world 
of  insurance. It’s an area of  financial 
services that is often overlooked but 
plays an essential part in the UK’s 
economic strength.

The ACCA Qualification helped 
me demonstrate commitment to 
my own career development at 
Hiscox. It’s something I have built 
on by pursuing further study with 
the Chartered Insurance Institute 
for which there are a number of  
exemptions available for ACCA 
Qualification holders.

My role at Hiscox involves a 
range of internal and external 
reporting and finance projects. My 
role also focuses on capital and 
regulatory reporting for the London 
market division. A good technical 
knowledge combined with a real 
interest and enthusiasm for the sector 
you work in are key to succeeding in 
this role.

Much of my time is spent in 
accounting and reporting for 
the Lloyd’s of London entities 
which are known as syndicates. 

Lloyd’s of  London 
has an international 
reputation and is the 
leader in a number of  
specialised classes of  
insurance including 
aviation, marine and 
political risks. 

Helping to ensure that 
the London markets 
division is ready to meet 

the upcoming Solvency II regulations 
is my number-one priority. Preparing 
for these new requirements and 
working closely with colleagues in 
risk and actuarial has been a big 
part of  my current role. Delays in the 
implementation of  these regulations 
have made planning difficult but 
nevertheless it’s an exciting area to 
be involved in.

The variety of different risks means 
there is always something new. 
There are some very talented people 
working in the sector and a real 
entrepreneurial spirit. Insurance 
written in London is exported all over 
the world and there is an international 
dimension to the work. 

More recently, there have been 
some interesting developments 
regarding the convergence of capital 
markets and insurance markets 
as pension funds. This means that 
investment managers now seek new 
sources of  non-correlating income. 
Also, with Solvency II and the new 
insurance accounting standard 
IFRS4 (Phase 2), there are a lot 
of  opportunities and demand for 
qualified accountants. ■
Interested in appearing on this page? 
If  so, please contact simon.webster@
accaglobal.com
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Time to reboot governance
A new approach to accountability, based on performing, informing and holding to 
account, should replace the existing tick-box approach, argues an ACCA paper 

term sustainable value, for business and 
for its stakeholders,’ says Paul Moxey, 
head of  corporate governance and risk 
at ACCA, and co-author of  the paper. 
‘Governance codes should be evaluated 
on how well they create this value for 
real economic growth.’ The paper also 
advises that value should be considered 
in a wider sense than simply profit, 
also taking account of  societal and 
environmental value.

‘The time has come to start again,’ 
Berendt says. ‘We need to remove 
the check-box approach and ensure 
that governance is appropriate for 
each organisation individually. In 
essence, our approach boils down 
to one question and one instruction. 
The question is: “Is the way in which 
the organisation is being governed 
adding value for the benefit of  all 
stakeholders?” And the instruction is: 
“The board of  directors must explain 
how its governance adds value and 
where it could do better.”’ 

ACCA’s paper proposes a new 
accountability framework for corporate 
governance based on three components: 
performing, informing and holding to 
account. As it explains: ‘The need for 
companies to perform requires boards, 
management and staff  to perform... 
Those responsible for performing then 

There is confusion about what 
governance is for, and regulation of 
governance and risk management 
has not helped to create a healthy 
corporate culture or effective boards. 
These are two of the hypotheses 
advanced in a recent consultation 
paper published by ACCA, Creating 
value through governance – towards 
a new accountability. The paper 
and the current state of corporate 
governance were discussed at an ACCA 
Governance, Risk and Performance 
Research and Insights conference in 
March, attended by senior figures in the 
governance and risk reporting arena. 

Adrian Berendt FCCA, chairman of  
ACCA’s Global Forum for Governance, 
Risk and Performance, and co-author 
of  the paper, sees considerable scope 
for improvement in current practice. 
‘Many people confuse governance and 
compliance,’ he says. ‘The last four 
letters are the same, but there the 
resemblance ends. Too many companies 
comply with the letter of  governance 
codes without embracing the spirit.’ 

Such perceived problems have 
triggered ACCA’s consultation, which 
seeks to achieve consensus on the 
purpose of  corporate governance. 
‘The paper argues that corporate 
governance is all about creating long-

need to inform those to whom they are, 
or should be, accountable and to be 
held accountable in return. In a similar 
way, professional investment managers 
need to perform and be accountable to 
those who entrust their money to them.’ 

All three components must work 
effectively if  a company is to create 
value sustainably for its shareholders 
and other stakeholders. They must 
also be working effectively at each of  
three interfaces: between executive 
management and boards, between 
boards and institutional shareholders, 
and between institutional shareholders 
and savers. The paper asserts that 
there are ‘serious problems’ with 
current levels of  accountability. It 
states: ‘The most intractable problems 
are in the investment management 
chain, where retail savers have no 
influence over institutional investors 
and fund managers, institutional 
investors have insufficient influence 
over boards, and boards have 
insufficient control over management.’ 

Frank Curtiss, head of  corporate 
governance at RPMI Railpen Investments 
Elements, agrees that elements of  the 
current framework are not working 
properly. ‘The accountability of  the 
institutional investor to the end investor, 
the people who supply the money, is 
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perhaps the most problematic,’ he 
says. ‘The investor in a unitised fund 
has very little voice and with defined 
contribution schemes there is a deficit 
of  governance. There is very little scope 
for a defined contribution member 
or even an employer to influence the 
engagement policy of  the intermediary 
firm. Arguably more needs to be done 
on that.’ However, although Curtiss 
describes ACCA’s paper as ‘thought-
provoking’, he adds: ‘I stop short of  
saying the current corporate governance 
framework is not fit for purpose and in 
need of  fundamental reform.’ 

Curtiss endorses an enlightened 
shareholder value model. ‘[At Railpen] 
we accept that companies have a wider 
social purpose and, given our long-
term perspective, it’s in our interest to 

integrated reporting and new corporate 
reporting requirements, particularly 
the need to describe the business 
model. ‘Companies are being forced 
to have conversations about what the 
business does, what the business 
model is, how the company actually 
creates value, and how it is going to 
measure that value,’ Pilot says. ‘We are 
also seeing financial reporting people 
trying to define who they create value 
for, beyond just shareholders.’ She 
notes, however, that it is still ‘early 
days’ in terms of  such developments, 
the concepts of  environmental and 
social value being relatively new in 
comparison to financial value. 

Consultation on the paper closes on 
31 August 2014. Alongside the main 
paper is a working paper designed to 
capture key messages in the form of  a 
practical action guide, drafted by Mark 
Wearden, director of  strategic change 
consultancy MBS, a senior lecturer 
in corporate finance and corporate 
governance at the University of  Lincoln 
and also part of  ACCA’s Global Forum for 
Governance, Risk and Performance. ■

Sarah Perrin, journalist

PROVISIONAL RECOMMENDATIONS
1 There should be general acceptance that the purpose of  governance is to 

create value sustainably.
2 Governance codes and policies should be assessed against the 

accountability framework (performing, informing and holding to account) 
at each of  the interfaces between management, boards, institutional 
shareholders and providers of  funds.

3 Companies and investors should develop and report using more suitable 
measures of  performance and value creation. For example, corporate 
reporting should include probabilistic information on confidence 
and uncertainty, information on the ethical health and values of  the 
organisation, and information on how, and by how much, companies 
create sustainable value and contribute to public good.

4 Policymakers and institutional investors should address the asymmetry 
in the risk:reward ratio between management, shareholders and other 
stakeholders, and seek ways to enfranchise savers. They should also 
examine ways to give investors incentives to favour companies that 
create long-term value for themselves and society.

encourage companies to take account 
of  stakeholder issues,’ he says. ‘But 
that’s the extent of  it. Ultimately 
companies have to be accountable 
to the people who provide the risk 
capital.’ Establishing the principle 
of  accountability to a wider range of  
stakeholders could in practice result in 
accountability to nobody, he warns.   

While there may be weaknesses 
in corporate governance frameworks 
which ACCA’s paper seeks to address, 
there are encouraging signs too. 
Sallie Pilot, director of  research 
and strategy at corporate reporting 
consultancy Black Sun, believes that 
companies are now discussing the 
concept of  value and how they create 
it far more than before. In part this 
is being driven by developments in 

▲ CORPORATE DEBATE
Left to right: Paul Moxey, Adrian Berendt 
FCCA, Frank Curtiss and Sallie Pilot at the 
Research and Insights conference

FOR MORE INFORMATION:

Creating value through governance 
– towards a new accountability, and 

supporting material, is available 
at www.accaglobal.com/ab79
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S 24% Senior 
management roles 
globally held by women

31% Among the 
developed economies, 
New Zealand is top

63% Companies in 
China that have a 
female CFO

THE QUOTA QUESTION
Research from Grant Thornton’s 
International Business Report 2014 reveals 
that the proportion of top jobs around the 
world held by women remains at just under 
a quarter. The survey, which has tracked the 
proportion of women in senior management 
since 2004, finds growing support for 
mandatory quotas to get women on boards. 
Support ranges from 21% in the Nordic 
countries to 71% in Asia Pacific, with the 
EU at 41% and South-East Asia at 55%.

GENDER BALANCES AROUND THE GLOBE
Economies in Eastern Europe (ex-communist) and South-East Asia (proximity 
to family and childcare) lead the way in gender diversity.

RUNNING THE SHOW
The proportion of  women CEOs globally has risen to 12%, up 
from 10% last year and just 5% in 2012. HR director and CFO 
roles may be important pre-CEO ‘stretch’ positions.

25% HR director
23% CFO
12% CEO/managing director
11% Chief  marketing director
8% Corporate controller
7% Sales director
7% COO
4% Partner
3% CIO

THE SURVEY
Women in business: from classroom to 
boardroom, part of  Grant Thornton’s 
International Business Report 2014, covers 
12,500 businesses across 45 economies 
and is at http://tinyurl.com/WIBpdf

STATE SECTOR STRONGHOLD
Businesses with strong links to the public 
sector are most likely to have women in their 
leadership teams.

51
%

  
E
d
u
ca

ti
on

/s
oc

ia
l 
se

rv
ic

es

37
%

  
H

os
p
it

al
it

y

29
%

  
Fi

n
an

ci
al

 s
er

vi
ce

s

29
%

  
H

ea
lt

h
ca

re

27
%

 P
ro

fe
ss

io
n
al

 s
er

vi
ce

s

24
%

  
R

et
ai

l

22
%

  
M

an
u
fa

ct
u
ri

n
g

20
%

 R
ea

l 
es

ta
te

17
%

 T
ra

n
sp

or
t

16
%

 E
n
er

g
y

16
%

  
A

g
ri

cu
lt

u
re

12
%

  
M

in
in

g

43% Russia

14
% In

dia

14
% U

AE

41% Latvia

39% Lithuania

41% Indonesia
40% Philippines

9% Japan

Netherlands10%

Switz
erl

an
d13%

35GRAPHICS | INSIGHT

ACCOUNTING AND BUSINESS

http://tinyurl.com/WIBpdf


MUTUAL BENEFIT
US-EU negotiations on a massive free trade deal hold out the tantalising prospect of 
mutual recognition of qualifications and could breathe new life into standards convergence

apply to become a CPA in the US will be given automatic 
recognition for their professional education in Ireland. 
They will also have to pass four exams on auditing and 
attestation, financial accounting and reporting, regulation, 
and business environment and concepts. And since 
many have the minimum three years of  experience (it is 
a requirement of  the EU’s directive for statutory audit 
work), that is automatically accepted in the US, where the 
minimum experience required is on average one year.

‘Fulfilling these three conditions grants CAI members 
a full CPA qualification, both for accountancy and audit 
services, especially because the US qualification does not 
make a distinction between audit and accountancy services,’ 
says Hilde Blomme, deputy CEO of  Fédération des Experts 
Comptables Européens (FEE), the EU accounting federation.

Likewise, an AICPA member wishing to practice in Ireland 
will have their education automatically accepted, but will 
have to pass two exams on Irish company law and Irish tax 
rules. However, a US accountant would face difficulties if  
they have just one year of  professional experience in the 
US. In that case, they would be allowed to provide only 
accountancy services in the EU and could not offer audit 
services until they had acquired three years of  experience.

‘This system has not benefited all chartered accountants 
in the EU and it is not directed or established by the US 
government, but rather AICPA and NASBA, so more work needs 
to be done,’ says Missimore. She adds that the free trade deal 
negotiations could include a process of  mutual recognition for 
all chartered accountants in the EU and all CPAs in the US.

This could be done by having one mutual recognition 
agreement between the US and all 28 EU member 
states, according to Olivier Boutellis-Taft, the FEE CEO. 
‘Professional bodies could assist in specifying the scope, 
authorisation, licensing, operation and certification of  
professionals,’ he says. The agreement should require a 
mandatory aptitude test in company and tax law in the 
country an accountant is targeting for work so adequate 
knowledge and consumer protection on both sides of  the 
Atlantic is guaranteed, he suggests.

But setting such overarching agreements could be 
challenging for the US, where accountancy is largely 
regulated by the individual states and not the federal 
government. That said, the TTIP could bring improvements 
in the oversight of  auditors, audit firms and accounting 
standards in both the US and the EU.

E
uropean accountants are hoping that the free trade 
deal currently being negotiated between the US 
and the European Union (EU) will make it easier 
for them to practise their profession on either side 

of the Atlantic. With the EU and the US both stressing 
they want to make a transatlantic trade and investment 
partnership (TTIP) a successful 21st century free trade 
deal that removes regulatory barriers as well as duties, 
accountants in Europe think it could promote professional 
harmonisation in the financial reporting sectors on both 
sides of the Atlantic. 

Julie Missimore, policy manager at ACCA USA, says: ‘The 
TTIP is working toward more open trade in services, part of  
which could include a process of  signing mutual recognition 
of  qualifications for the service sector. The current system 
for obtaining mutual recognition of  accountants with the US 
is to submit an application for review by a joint board of  the 
US National Association of  State Boards of  Accountancy 
(NASBA) and the American Institute of  CPAs (AICPA), the 
International Qualifications Appraisal Board (IQAB). These 
applications are filed by individual professional accountancy 
bodies. Should TTIP include a provision regarding mutual 
recognition of  qualifications, there is the hope that it would 
include multiple professional accountancy bodies.’

Layers of  complexity
The lack of  mutual recognition of  qualifications between 
European and US accountants is one of  the main 
obstacles to EU professionals working in the US, on top of  
burdensome US immigration rules which make it hard to 
obtain a work visa. Moreover, the different rules governing 
the accounting profession in different US states can add 
significant complexity: ‘Only licensed certified public 
accountants (CPAs) and registered CPA firms can provide 
certain accounting services under state laws,’ says Mat 
Young, vice-president for state regulatory and legislative 
affairs at AICPA. ‘Foreign accountants would not be able to 
meet these requirements unless they became US CPAs.’

In the EU, only members of  one body have this 
opportunity at the moment since theirs is the only one in 
Europe which has a mutual recognition agreement with the 
US, according to NASBA. This agreement is focused on three 
elements: education, examination and experience, which are 
not necessarily applied in the same way on both sides.

Members of  Chartered Accountants Ireland (CAI) who 
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‘The US and EU authorities are 
operating under comparable systems 
for the oversight of  auditors and audit 
firms, but mutual recognition is far from 
automatic,’ says Blomme. She adds that 
the TTIP could lead to an agreement 
that reduced the administrative costs 
and legal uncertainties created by the risk of  dual audits. US 
authorities would rely on the results of  the inspections by 
their European counterparts, just as the EU already does to a 
great extent between its own member states. Separate or joint 
inspections of  the audit firms could then be eliminated.

Finally, many hope that the TTIP negotiations will blow 
fresh steam into the convergence of  accounting standards. 
While the EU uses the International Financial Reporting 
Standards (IFRS) drafted by the London-based International 
Accounting Standards Board (IASB), the US still uses its 
own generally accepted accounting principles (GAAP). 

‘The Securities and Exchange Commission had 
undertaken to make a final decision on whether IFRS should 
be allowed or mandated for US-listed companies by 2011, 
though that deadline came and went and recent indications 
suggest that the SEC no longer necessarily envisages a 
future built around a converged reporting framework,’ says 
Missimore. The TTIP talks could underline the rationale for a 
common financial reporting language between Europe and the 
US, and so drive new interest in convergence. ‘A successful TTIP 
agreement could be the push the US needs to continue to work 

on convergence efforts with the final result being adoption of  
IFRS at some stage in the future,’ Missimore adds.

At the end of  the fourth round of  trade negotiations, held 
in Brussels in March, the EU and US chief  negotiators could 
not say whether talks on this particular issue had taken place. 
‘We are engaging in discussions to open the broadest variety of  
services to trade,’ says US TTIP chief  negotiator Dan Mullaney. 

 
Billions at stake
An analysis carried out by the Centre for Economic Policy 
Research at the request of  the European Commission shows 
that the free trade deal could add E120bn to EU GDP, with 
a gain of  E95bn for the US. These benefits would mainly 
result from eliminating trade barriers raised by different 
regulations on the two sides, which lead to duplication in 
testing, licensing and inspections, and other costly activities. 

The two negotiating teams are scheduled to meet for the 
fifth time before the summer in Washington DC to take the 
next step in ironing out their differences. ■

Carmen Paun is a Brussels-based journalist

▌▌▌US AUTHORITIES WOULD RELY ON THE 
RESULTS OF AUDIT INSPECTIONS BY THEIR 
EUROPEAN COUNTERPARTS, AND VICE VERSA
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MODEL PRACTICES
A recent ACCA-organised roundtable on corporate reporting in Dubai found a region 
ready to adopt integrated reporting and the benefits to value creation it brings

liked the idea, adoption would be a gradual process. Yet, 
suggested Fries, the Gulf  region has an opportunity to 
leapfrog other countries in adopting this reporting system.

The roundtable panel assessed the state of  financial 
reporting in the Gulf. On the panel were Fries; Fred Sicre, 
managing director of  investment company Abraaj Group; 
KPMG partner Andrew Robinson; Haythem Macki, partner at 
GrowthGate Capital; and Abdulla Mahmood, general manager 
of  marketing and corporate communication, RAK Ceramics. 
Moderating the discussion was Lorraine Holleway FCCA, 
head of  financial reporting at Qatar Shell and chair of  ACCA’s 
Global Forum for Corporate Reporting.

Sustainability awareness
KPMG’s Robinson said his firm conducts a corporate 
sustainability survey of  the largest companies in the markets 
where it operates. In 2012, the survey included the UAE 
for the first time. ‘Only 20 of  the 100 companies reported 
on sustainability,’ he remarked. ‘It is starting to grow, but 
it’s only a small representation. At the same time there is 
some excellent best practice. [Those] 20 companies had 
documented corporate sustainability strategies and targets – 
so a small but high-quality representation.’

Sicre agreed on the slow uptake but huge potential: ‘We’re 
facing a situation where companies are not always thinking 
about creating corporate value. This represents a great 
opportunity for the Pearl Initiative to highlight the benefits 
of  transparency, corporate governance and IR to those firms 
that are already thinking about these issues but have not… 
actually produced an integrated report. At the same time, 
at the Abraaj Group we see a strong propensity to abide by 
global standards in each of  the markets where we operate.’ 

Equally, he noted: ‘It’s important to ensure IR doesn’t 
come at the expense of  financial returns. Abraaj invests 
through the lens of  IR thinking, with a view to lowering costs, 
looking at new markets and creating value. The more we’re 
able to talk about concrete examples and the value this 
generates, the more adopters we will see.’

Mahmood added: ‘It’s very important to understand the 
concerns of  stakeholders and key decision makers within the 
organisation and clarify how IR will be of  benefit.’

Asked how regional businesses might react to the idea 
of  publishing both good and bad news, Macki cited recent 
bribery allegations among some listed companies in Oman. 
‘Because it was transparently reported in the media it didn’t 

W
hat is the value of adopting an integrated 
financial reporting model and how might Gulf 
Cooperation Council (GCC) companies introduce 
such a model into their overall strategy?

Such was the topic of  a roundtable discussion jointly 
organised by ACCA and the Pearl Initiative, a not-for-profit 
organisation set up to improve transparency, accountability 
and business practices in the Gulf. Held at the Grand Hyatt 
in Dubai, the United Arab Emirates (UAE), on 12 March, 
the event was well attended by financial professionals from 
across the region and internationally.

With traditional financial reporting being largely historical 
in nature, and sometimes accused of  being a limited 
sole measure of  company performance, the Gulf’s ever 
more sophisticated financial reporting sector is looking to 
integrated reporting (IR). This, it is argued, provides insights 
into an organisation’s value creation over the short, medium 
and long term, through assessing six types of  capital: 
financial, manufactured, intellectual, human, social and 
relationship, and natural. These measurements, it is thought, 
will give investors, customers, partners and other associates 
a deeper understanding of  the company’s business model 
and long-term drivers of  sustainable value creation, and how 
these fit into the organisation’s overall strategy.

These metrics form part of  the International Integrated 
Reporting Framework, launched in December 2013 by the 
UK-based International Integrated Reporting Council (IIRC), 
on which ACCA plays a key role, as does the Pearl Initiative.

As Jessica Fries, an IIRC board member and executive 
chairman of  The Prince’s Accounting for Sustainability Project 
(A4S), said at the meeting: ‘IR offers sustainable business 
for a sustainable economy. An organisation’s strategy on a 
fundamental level needs to be linked to broader society.’

Feedback from businesses participating in the IIRC’s pilot 
programme was that IR led 95% of  them to focus on the 
right key performance indicators (KPIs); presented 95% with 
a better view of  their strategy and business models; helped 
to connect teams and break down silos (in 93% of  cases); 
and improved internal processes and produced better data-
collection quality (also 93%), said Fries, whose project was 
launched by HRH The Prince of  Wales.

The event began and ended with an interactive session 
held by Imelda Dunlop, executive director, Pearl Initiative, 
on the value of  transparent IR and what the future uptake 
might be. The general consensus was that while companies 
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really affect share prices. A lot of  private companies have to 
report proactively and openly for reputational purposes.’

Robinson agreed it is not simply about issuing a report: 
‘Businesses are under constant scrutiny from stakeholders 
and the marketplace, and a company’s reputation can be 
destroyed overnight. There’s also been a generational change 
in many family-owned businesses in the region to adhere 
to best practices. They understand it leads to a lower cost 
of  capital, and the ability to attract both capital and talent. 
The primary point is that the board needs to have a strategy 
which includes the six capitals within the IR model.’

Mahmood identified social media as another driver to 
adopting a forward-thinking reporting model: ‘Organisations 
need to be proactively aligned to changing mindsets, and 
innovation is the key.’ At the same time, asserted Macki, 
companies of  a more entrepreneurial nature can be difficult 
to convince in terms of  adopting a more IR-driven model 
because of  the time the CEO needs to allocate to it. ‘This is 
why such an initiative has to be driven from the top,’ he said.

Within the business culture, particularly in a region with 
such a large proportion of  family-owned firms, transparent 
financial reporting is still not widespread. Less so is the 
openness for sharing both good and bad news – a key feature 
of  IR. ‘We’re talking about social values,’ said Robinson. ‘The 

culture [here] is very benevolent towards society, but when 
translated into the business environment there is too much 
focus purely on financial returns. When looking at ROI [return 
on investment], companies need to look at the six capitals.’

Julion Ruwette, UAE-based assistant manager, clean 
energy and sustainability services, EY, was optimistic, saying 
that while KPMG’s 2012 survey had only a 20% response 
rate in the Gulf: ‘In 2014, with all the sustainability initiatives 
being launched across the region, it will be double.’

As Fries asserted, the ambition is that IR becomes the 
norm, and replaces the more traditional annual reporting, 
helped by changing technology reinforcing a shift away from 
hard-copy reports prepared once a year. The jury is still out 
on how quickly Gulf  companies will adopt the IR model. But 
with its thirst for embracing international best practices, one 
could suggest a case for the region to be an early adopter. ■

Mark Atkinson, journalist based in Dubai

▲ GAUGING IR BUY-IN
(Seated left to right): Fred Sicre, Jessica Fries, Andrew Robinson, Haythem Macki, Abdulla Mahmood, Lorraine Holleway
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MOOC MAGIC
Massive open online courses have the potential to revolutionise university and 
professional education programmes, especially if they have real accreditation

university with large debts in the US and Britain, and many 
are failing to get good jobs. Poor-value education is also a 
drain taxpayers can ill afford at the moment.’ In the US the 
cost of  a university education has climbed by 72% since 
2000, according to educational organisation association the 
College Board. Meanwhile the average pay for an American 
with a bachelor’s degree has dropped 15%, the UK’s 
Institute for Public Policy Research has reported.

Yet cost savings would be a poor bargain if  quality 
plunged. Online advocates believe this won’t happen and 
that results could actually improve. For a start, the higher 
MOOC dropout rate appears to reflect the fact that most 
courses don’t lead to credits or formal qualifications. 
Bowen’s research suggests that when online and 
classroom courses are measured head to head – both with 
accreditation – the net-based classes perform just as well 
in terms of  test scores and dropout rates. 

Better still, online courses and MOOCs could eliminate 
low-quality teaching. ‘At present a brilliant professor can 
only teach, at most, a couple of  hundred students a day, the 
capacity of  a large lecture hall,’ says Tabarrok, who has set 
up his own online learning site for economics called Marginal 
Revolution University. ‘Now the very best educators can reach 
more students in a single day than Socrates, or any other 
great teacher, could have reached in a lifetime. Education 
would move to a more winner-takes-all system, with a few 
celebrity professors getting paid more like sports stars.’ 

300 million lessons a month
One illustration of  this star-effect has already been seen 
lower down the educational food chain, with the Khan 
Academy, which offers more than 4,000 mostly school-
level micro-lectures. ‘Since few maths teachers can match 
Salman Khan’s ability to explain concepts, they might 
just have students watch these online courses and then 
work through examples with them,’ says McCluskey. Khan 
Academy reaches about 10 million students a month, 
delivering 300 million lessons. 

The other reason to hope for superior outcomes from 
online education is that it makes lectures more easily 
assessable. ‘It is possible to use two different versions of  a 
lecture for different groups of  students and then measure 
which delivered the best test results,’ says Tabarrok. ‘Such 
randomised trials, which are hard to carry out in normal 
classrooms, can ensure that courses keep improving.’ 

E
very year advances in technology improve 
manufacturing productivity, lowering prices and 
boosting profits. Now a similar process might start 
to take hold in education. Internet-based education 

– and especially massive open online courses (MOOCs) – 
could sharply lower costs and raise quality.

‘It’s been over 900 years since Oxford was founded and 
almost 400 years since Harvard was set up,’ points out 
Alex Tabarrok, an economics professor at George Mason 
University in the US. ‘Yet there has been almost no real 
improvement in the productivity of  university tuition. It’s still 
a very labour-intensive business, with lots of  professors and 
expensive buildings.’ 

That is all about to change, he argues, with universities 
experimenting with online tuition. In the US, Georgia Tech is 
already offering whole programmes online, and FutureLearn, 
owned by Britain’s Open University, has partnered with more 
than 20 other universities to start offering online courses. 

ACCA recently announced it would offer an accredited 
business course via the FutureLearn MOOC, developed with 
academics at the University of  Exeter. Clare Minchington, 
ACCA’s executive director for strategy and development, says 
ACCA will give credit to those who complete the course and 
pass an exam – which will be invigilated at a FutureLearn 
centre. ‘So far, many MOOC courses have just been ends 
in themselves,’ she says. ‘Giving real recognition towards a 
professional qualification is therefore a very important step.’

Yet barriers remain. Most online courses are not 
accredited and so do not lead to degrees. With no tangible 
prize at the end, nine out of  10 students tend to drop out. 
The question is whether such courses can really enter the 
education mainstream. 

The economic incentives to make MOOCs work are 
powerful. Research by former Princeton University president 
William Bowen suggests the internet can cut the cost 
of  courses by between 37% and 57%. And that doesn’t 
include the savings from fewer buildings or the elimination 
of  travel time to them. What’s more, more students can be 
taught with almost no extra cost, since no new teachers or 
buildings are necessary. 

Such savings would be welcome after years of  rampant 
college price inflation. ‘The soaring cost of  university 
education has become a potential economic menace,’ says 
Neal McCluskey, an education expert at think-tank the 
Cato Institute in Washington. ‘Students are emerging from 
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More revolutionary still, artificial intelligence can be 
applied to online learning. ‘Systems are emerging that 
can detect where students are lacking knowledge or 
understanding, and guide them to materials that will fill 
the gaps,’ says Tabarrok. 

However, not all universities have much incentive to 
bring down costs, points out Vance Fried, professor of  
entrepreneurship at Oklahoma State University. ‘Unless 
colleges are losing students and money, they might not see 
the need to offer more value for money,’ he says. ‘At present 
there are not enough low-cost options to put pressure on 
conventional schools.’ Also, many students and parents see 
price as an indicator of  quality and so are willing to pay top 
dollar, even for mid-ranked colleges. 

That is changing, he says, but gradually. First the low-
cost options are increasing. In the US, Western Governors 
University, for example, offers entire degrees online that 
are good quality, while Grace College and Brigham Young 
University have been working to increase value for money. 
At the same time, as costs have risen, more students are 

opting for cheaper options. But the 
process may take years to filter through 
to mainstream education costs. 

It is also far from clear who will be 
the dominant providers. Contenders 
include EdX, a non-profit MOOC 
founded by Harvard and MIT. Yet 

prestige institutions might be hobbled. ‘The exclusivity of  
a Harvard degree would be compromised if  the university 
ends up offering too much content for free or making it 
available to less famous institutions,’ Tabarrok says. He 
believes reputable middle-tier universities are better placed: 
‘They will have excellent content and be less constrained 
about widespread distribution.’ This, he adds, could up-end 
the system. ‘Universities with massive distribution networks 
may be able to pay top dollar for the very best teachers.’ 

Even the most ardent proponents of  online education 
admit that change will come only gradually. But big changes 
could be around the corner. By 2020 education may be both 
lower cost and better quality. ■

Christopher Alkan, journalist based in New York

▌▌▌‘EDUCATION WOULD MOVE TO A MORE 
WINNER-TAKES-ALL SYSTEM, WITH CELEBRITY 
PROFESSORS GETTING PAID LIKE SPORTS STARS’

FOR MORE INFORMATION:

For more on ACCA’s partnership with FutureLearn, see 
the article in the ACCA section of  this edition

41MOOCs | INSIGHT

ACCOUNTING AND BUSINESS



FOR MORE INFORMATION:

www.talentspace.co.uk

@robyeung

TALENT DOCTOR: CHANGE
I recently coached a manager who had been told for 
years that he should listen more. It wasn’t that he 
didn’t understand what to do. It was that he had never 
managed to put it into practice. But when I taught him a 
straightforward technique, he managed it.

What would you really like to change about yourself? 
Maybe it’s to be more assertive during meetings, develop 
your political savvy or even change something in your 
personal life – to eat more healthily, for instance.

Whatever you want to change, here’s how you do it. 
I call it the ‘McPlanning’ technique for short, although 
in research circles it’s called mental contrasting with 
implementation intention planning.

Step 1: Imagine how it looks and feels
Whatever you want, begin by imagining how it would 
look and feel if  you were to succeed at doing it. Create a 
mental movie of  how you would appear. What would you 
be saying, doing and feeling? The more vividly you can 
imagine your words, behaviour and emotions, the greater 
your chance of  turning your goal into reality.

Step 2: Identify the biggest obstacle
Next, consider what might stop you achieving your goal. 
Common obstacles include a lack of  time or confidence. 
But only you know what the biggest block to you 
succeeding in a new behaviour might be.

My client, for example, confessed that the biggest 
barrier to listening more attentively was probably that 
he deep-down believed that he was usually right. So the 
obstacle was his attitude.

Step 3: Ask how likely you are to succeed
Now estimate your probability of  achieving your desired 
behaviour change.

Be honest. Is this something you will do or something 
that you’re probably going to give up on?

If  your answer is less than 75%, stop for a moment. 
You’re not setting yourself  up to succeed. Narrow your 
goal and try to do something smaller that you have a 
higher chance of  achieving.

The manager who wanted to improve his listening 
decided that becoming a better listener all of  the time 
probably wouldn’t happen. However, he could work at 
listening more in Monday morning team meetings. Just 
for the first half-hour of  that meeting, he vowed to absorb 
more of  what others had to say.

Thinking about this newer goal, he decided that yes, 
he felt 90% confident he could achieve it.

Step 4: Figure out your ‘if’ and ‘then’
Finally, turn your goal into an ‘if… then…’ statement. My 
client decided that during his Monday morning meeting, 
‘if  I feel the urge to speak, then I will write down my 
thought and wait for a gap in the conversation’.

Remember that small steps add up
You can’t change everything about yourself  overnight. 
But change one thing at a time and you may find that you 
can change rather a lot about yourself  over a period of  
months. What will you change first?

Dr Rob Yeung is a psychologist at leadership consulting 
firm Talentspace and author of over 20 career and 
management books including How To Win: The Argument, 
the Pitch, the Job, the Race. He also appears as a 
business commentator on BBC, CNBC and CNN news.

Career boost
What would you like to change about yourself? Talent doctor Rob Yeung advises how to 
go about it. Plus, phrases to avoid on your CV and whether salaries are really on the rise
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BAD LANGUAGE
A recent survey by 
CareerBuilder found that 
HR and other managers 
are turned off  by certain 
phrases and clichés in CVs. 
‘Best of  breed’, ‘go-getter’, 
‘think outside the box’, 
‘synergy’, ‘value add’, ‘team 
player’ and many more were 
deemed a turn-off. Preferred 
terms included ‘achieved’, 
‘improved’, ‘trained/
mentored’ and ‘managed’.

The survey also noted that 
one in six employers spend 
under 30 seconds reviewing 
a CV, with the majority, 
68%, spending less than 
two minutes – this to assess 
a person’s work history, 
skillset and to garner a 
glimpse of  character. 

Well, if  you’re going to use 
‘best in breed’ in a CV, you 
deserve short-shrift.

ON THE UP
Is it finally alright to be 
genuinely, confidently 
optimistic about jobs and 
salary growth – without 
lingering scepticism or  
over-caution? 

According to a recent 
salary from Page Personnel, 
it would seem so. It found 
that 36% of  UK finance 
professionals expect their 
workforce to expand this 
year, a 5% rise on 2013. 

Some 72% of  finance 
professionals are also 
optimistic that organisations 
are able to increase salaries 
– that’s an 8% increase on 
last year and 5% higher than 
the wider industry average. 

Which all goes to show 
– if  there’s one thing that 
can always be relied on, it’s 
optimism ■

This page is compiled and 
edited by Neil Johnson, 
editor, ACCACareers.com

THE BIG BREAK 
MOHAMMED 
AL BUSAIDI ACCA

Mohammed Al Busaidi, a financial 
control adviser at BP in Oman, knows 
what it means to work at career 
progression. All ACCA members have 
to dig deep at times to find the strength 
to keep going, but few will have gone 
as far as Al Busaidi, whose road to 
membership included a 500km daily 
round trip to attend tuition. 

‘It was a very challenging time in my 
life,’ he says. ‘I had to compromise a 
lot of  social commitments. I was mostly 
dedicated to my study and work. I didn’t 
get much time to sleep as I often got 
home very late.’ 

If  you’re looking for a little inspiration, 
Al Busaidi’s ACCA story has plenty that 
hits the spot. Read our interview with him 
at www.accacareers.com.

How do you appease a disgruntled 
client? Know the expectations and exceed 
them with a high level of  professionalism.
What’s the first thing you look for in a 
potential employee? Positive attitude, 

as it is the main tool to gain all other 
required skills and knowledge.
How can you acquire new soft skills? 
Courses – be close to the masters in 
them – and reading and practice.

Al Busaidi’s top career tips

FOR MORE INFORMATION:
               

www.accacareers.com

THE PERFECT: AWAY DAY
Company away days – a chance to convene away from the office, to bond the team 
through ‘trust’ games, to network internally, learn about what other colleagues do, 

locate synergies and plan for the future, all without the interference 
of day-to-day duties. It’s a time for minds to fly through blue skies, 
build solidarity and plan for the future. 

Or, alternatively, an occasion for patronising 
and humiliating social experiments 

dressed up as ‘team-building’ exercises, 
with dull lectures by people with an 
inflated sense of  self-importance?

Of  course, companies aim for the 
former, but can end up with the latter. 
It’s all in the planning and making sure 
attendees are clear on the purpose and 

outcomes. An away day should be open 
and constructively critical, a time for honesty 
without reproach. It’s at such times that a 
company can learn more about itself  and the 
potential of  its staff, and vice versa. 

A good away day will illuminate the 
quotidian and highlight the inefficiencies and 

missed potential hidden in plain sight by the opaque 
normality of  everyday processes and routines.
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the one-page business plan 
that he has developed. The 
plan focuses on eight key 
areas: the business’s vision, 
purpose, values, promise, 
market space, USP, growth 
indicators and key actions. 

Know the purpose
The purpose of  a business 
is core to what its objectives 
are, so it’s important to 
ask why the business exists 
in the first place. ‘If  you 
haven’t asked that question, 
what is the strategy going to 
be about?’ Llewellyn-Davies 
reflected. ‘A lot of  people 
are building the wrong 
business. I’m an advocate  
of  building the right 
business, from the right 
point of  purpose.’ 

According to Llewellyn-
Davies, purpose consists of  
the following:
1 Passion. ‘If  we don’t like 

what we do, we should do 
something else.’

2 Service and values. ‘What 
is the true service and 
value that we’re giving to 
the world? If  we’re not 
giving service and value, 
the business hasn’t  
got longevity.’

3 Market opportunity. ‘This 
needs to be big enough 
that if  we have a passion 
for something, and we 
add service and value, 
then we can build the 
right business.’

4 Fiscal reward. ‘This needs 
to be large enough for an 

Back in 2007, Deri 
Llewellyn-Davies completed 
the legendary Marathon des 
Sables, a gruelling six-day 
ultra-marathon through the 
Sahara Desert. It’s widely 
considered the toughest foot 
race on earth.

Racing with Llewellyn-
Davies were a blind man 
and a man with one leg. ‘It 
made me realise that we can 
achieve anything in life,’ he 
told delegates at an ACCA 
UK event on lean business 
planning in February. ‘The 
relevance of  my adventures 
to business were uncanny. 
To achieve something like 
that you need strategy. But 
writing long business plans 
doesn’t help with strategy. 
You need to to plan quickly, 
adapt quickly and execute.’

Llewellyn-Davies, who 
is founder and CEO of  
business development 
consultancy Business 
Growth International, 
believes that the digital era 
has ushered in the ‘most 
exciting time in history’ 
for SMEs. ‘There are two 
billion people coming online 
over the next two years,’ he 
pointed out, adding that 
finance is the ‘centre of  the 
entire strategy piece’.

But he noted that 
numbers often baffle 
entrepreneurs, who like their 
finance people to explain 
figures to them in simple 
terms. That’s why having 
the company’s strategy 
summed up on a single page 
can be useful for finance 
people who need to create 
a business plan. It can also 
be effective for fundraising 
purposes, Llewellyn-Davies 
said. He himself  raised £6m 
over three months by using 

entrepreneur to build the 
lifestyle they choose.’

5 Exit strategy. ‘Exit is about 
the entrepreneur planning 
their departure and 
leaving a legacy.’

What is strategy?
Referring to a dictionary 
definition, Llewellyn-Davies 
defined strategy as ‘a plan 
for obtaining a specific 
major result’. He said sales, 
marketing, operations, 
finance and HR will all look 
at strategy from a very 
different perspective, as will 
people who are visionaries, 
so strategy needs to be 
viewed as ‘the whole 
element’, not as a sum of  
component parts. Many 

SMEs think they are being 
strategic when really they 
are being tactical, which he 
defined as ‘having a plan for 
promoting a desired result’. 
The critical word, said 
Llewellyn-Davies, is ‘major’. 
‘If  you do not start with 
“major”, you’ve probably got 
the wrong strategy.’

Strategy should address 
critical issues upfront and 
be a plan for a major result. 

It also has to be aligned 
to the business’s day-to-day 
operations. ‘You need to be 
able to execute it,’ Llewellyn-
Davies said. ‘If  you can’t, 
it’s a vision, not a strategy.’ 
The strategy needs to be 
stated simply, so it can be 
understood by everyone in 

▌▌▌HAVING THE COMPANY’S STRATEGY SUMMED 
UP ON A SINGLE PAGE CAN BE USEFUL FOR FINANCE 
PEOPLE WHO NEED TO CREATE A BUSINESS PLAN

One page fits all
Lengthy business plans don’t guarantee success for SMEs, 
strategy expert Deri Llewellyn-Davies told a recent ACCA event

BAD STRATEGY
Strategy expert Deri Llewellyn-Davies defines bad 
strategy as:

* Mistaking a goal for a strategy. A goal is the end 
destination. A strategy is the plan for you to get 
there.

* Failure to face the problem. Many businesses just 
stick their heads in the sand and think that they 
need to sell more when a key function, such as 
operations, may be broken.

* To-do list strategy. This is where people go away to 
strategy days or strategy meetings, talk tactically 
and come away with a big to-do list. A to-do list will 
never go away, it will just get bigger and it won’t 
achieve a major result.

* ‘Blue-sky’ strategy. While a blue-sky vision is 
important, it is exactly that: a vision, not a strategy.

* Fluff masquerading as expertise. A corporate mission 
statement is not a strategy. If  it doesn’t mean 
anything, it’s just fluff.
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the business, and divided 
into short-term, medium-
term and long-term goals.

Aligning vision, values, 
actions, business growth 
indicators and company 
promise to the purpose 
is the secret to creating a 
‘killer strategy’, emphasised 
Llewellyn-Davies.

Vision and values
A vision is better than 
a mission statement, 
according to Llewellyn-
Davies because it’s visually 
expressive and asks the 
question: ‘what does this 
look like?’

Values are what the 
business stands for. 
‘They mean something,’ 
Llewellyn-Davies said.  He 
explained that if  values 
come down from the 
board, and if  everyone 
else in the business lives 
by them, this makes for a 
harmonious organisation. 

When considering their 
values, businesses should 
remember that people are 
both their most valuable 
asset and their greatest 
expense, so the way in which 
they treat their people is key. 

Businesses also need to 
identify what their company 
promise is to all the 
stakeholders who come into 
contact with it. Everyone 
in the company should 
understand the promise 
because it’s powerful from a 
marketing perspective.

Words and actions
Three-year plans are 
commonly used as long-
term strategies, one-year 
plans as medium-term and 
one-month plans as short-
term. ‘When you map out a 
long-term strategy, bring it 
back to the now,’ Llewellyn-
Davies said. ‘Otherwise  
it’s futile.’ Great businesses 
combine the perspectives  

of  sales, marketing, 
operations, finance and HR 
in their strategies. 

Growth indicators
Business growth indicators 
are the core numbers that 
can be used to track how 
the business is progressing. 
They are also a measure of  
strategy. For the indicators 
to be effective, finance 
needs to work with sales so 
that it has figures to feed 
into an accurate, up-to-date 
cashflow forecast that is live 
and checked.

One-page strategy
Getting the plan to fit 
on to one page is where 
businesses move from 
strategic thinking to 
strategic execution. It is 

bringing the strategy alive. 
‘Strategy on a page is 
simple and engaging, and 
everyone in the company can 
buy into it,’ said Llewellyn-
Davies. ‘Everyone in the 
company should have a role 
that aligns to the strategy on 
a day-to-day basis.’ Typically, 
it takes three months to 
adopt a single-page business 
strategy with full execution 
extending out to six months.

In the fast-moving world 
that we live in, strategy-on-a-
page methodology is a good 
way of  reacting to rapidly 
changing market conditions, 
concluded Llewellyn-Davies. 
‘The moment you write  
a business plan, it’s out  
of  date.’ ■

Sally Percy, journalist

FOR MORE INFORMATION:

Business Growth International  
www.bgistrategyonapage.com/ACCA

BGI’S STRATEGY ON A PAGE

Vision

Purpose

Promise, market 
space, USP

Values

Long-term 
BGIs

Long-term 
strategy

Mid-term 
BGIs

Mid-term 
strategy

Key 
BGIs

Key 
actions
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▲ THE VALUE OF POLICING
A close examination of West Midlands Police’s O&P strategy 
helped put a value on its learning and development

* behaving in such a novel 
way that the customer 
experience is one of  
being cared for as if  they 
are truly loved.

So how does this matter in 
terms of  economic value? 
There are two main ways in 
which O&P strategy can  
add value:
1 offensively – through 

helping generate 
more sales and/or 
more margin, either 
directly or indirectly 
(offensive value).

2 defensively – through 
avoiding losing sales and/
or more margin, either 
directly or indirectly 
(defensive value).

Value through people 
In last month’s article I 
mentioned how Metrobank 
has placed a strong 

Last month, I looked at what 
is meant by organisational 
and people (O&P) strategy. 
This month’s article 
examines its impact on 
economic value, a key 
concern of the accountant.

I defined O&P strategy 
in the first article as: ‘the 
plans, programmes and 
intentions of  developing 
an organisation to meet 
its present and future 
competitive challenges in 
order to generate superior 
economic value’.

So O&P strategy is about:

* building distinctive 
capabilities 

* supporting growth

* ensuring that the 
organisation develops 
and changes to deliver 
the competitive strategy 
and accomplishes this  
at speed

emphasis on genuinely 
caring for its customers; 
the kind of  people it 
deploys, their style and 
behaviours are geared 
to create a very different 
banking experience. 
Here the O&P strategy is 
inextricably linked with the 
brand strategy. This should 
lead to acquiring new 
customers and increasing 
sales to existing customers. 
Word of  mouth should 
also reduce the need for 
marketing spend.

Where customer service 
is not good, then it is a 
certainty the economic 
value will be destroyed. For 
example, on my second 
wedding anniversary I was 
told about a restaurant 
that specialised in paella. 
I booked for two. The 
experience was damaged by 
the following:

* When we arrived the 
lady who welcomed us 
was unsure whether 

she worked there or not 
(apparently her shift 
hadn’t quite started).

* We ordered the wine only 
to be told that the list 
was the old one.

* We ordered what we 
thought was the ‘big 
paella for two’. The 
waitress took our order 
as ‘two paellas’. My wife 
wasn’t sure that this 
was correct. I was sent 
to check. It turned out 
this was a smaller paella 
with a free glass of  wine; 
when I asked about this 
the waitress said that 
I had ‘confused her’. 
I explained that I had 
gone by the menu and 
not by the offer that was 
written on a chalkboard 
outside and that they had 
confused us.

* At no stage did anyone 
ask ‘how is your food?’, 
only ‘are you done?’

* The tip was automatically 
added.

* No-one bothered to 
say goodbye.

I have not even mentioned 
the paella; even if  it had 
been the best in the country 
we wouldn’t be going back. 
In this case, the ‘product’ 
was almost peripheral; it was 
all about the experience, and 
it is largely people that make 
experience. Understand this 
and you  get a key insight 
into economic value.

Human acts
At bottom, many value 
drivers boil down to human 
behaviour. I would be 
amazed if  that restaurant 
was still open in a year’s 
time. Only the least 
discriminating customers 
will venture back – there 

O&P and economic value
In his second of two articles on organisational and people strategy, 
Dr Tony Grundy examines its effect on economic value
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won’t be regulars, nor 
positive word of  mouth, 
and they will need lots of  
‘special offers’.

The root cause of  this 
problem seems to have 
been the lack of  investment 
in hiring, training and 
motivating staff  to a 
sufficient level to come over 
as waiters and waitresses of  
a medium-priced restaurant. 
No doubt the owner has 
made a cost budget set 
in isolation from what the 

restaurant’s positioning is 
and its brand values, its 
marketing strategy, and the 
overall vision of  what the 
customer experience should 
be like.

So one of  the important 
lessons from these cases is 
that the HR budget should 
never be seen strictly in 
cost centre/cost control/ 
headcount control-only 
terms, but should be 
matched with economic 
value creation.

Another is that if  you 
try to achieve two rather 
different strategies at 
once – in this case, product 
differentiation and a low-cost 
strategy – it is very unlikely 
to work. In the desire to 
control costs, customer 
value is destroyed and you 
will feel this in lost sales and 
margins. Research suggests 
it is usually at least five 
times as expensive to acquire 
a new customer as it is to 
avoid customer attrition.

So O&P strategy needs to 
be managed strategically to 
generate economic value. The 
implications are as follows:

* Define your vision for 
the customer experience 
of  your products 
and services – linked 

to marketing and 
brand strategy.

* Identify the possible O&P 
resources that will deliver 
that – while minimising 
the cost (but not in an 
unenlightened way).

* Identify the specific ways 
in which that resource 
mix will add offensive and 
defensive value.

* Estimate the extra value 
that will add, and any 
extra costs entailed (eg 
training and processes, 

mentoring, team 
building, attracting and 
retaining talent, resource 
deployment and planning 
future capabilities).

* Draw up business cases 
to justify this.

In effect, people investment 
is not considered in isolation 
but as an inextricable part 
of  the whole ‘business value 
system’ – ie ‘the organic 
network of  value-creating 
activities that combine to 
generate much more value 
than the sum of  the parts’.

By ‘organic’ I mean 
‘growing’ and also 
‘dynamic’, in the sense 
that the ‘business value 
system’ is probably a more 
useful concept than just the 
‘business model’, which has 
more static connotations.

This is a multifunctional 
job and one that is not just 
the HR director’s role. The 
input of  the finance director 
is essential to target and 
estimate economic value. 
The rest of  this article 
focuses on just that.

Targeting that value
Let us take as a case study 
the UK’s West Midlands 
Police. Some years ago the 
director of  learning and 

▌▌▌O&P STRATEGY IS LINKED WITH THE BRAND 
STRATEGY. THIS SHOULD LEAD TO ACQUIRING NEW 
CUSTOMERS AND INCREASING SALES TO EXISTING ONES

development said to me: ‘I 
wish we could put a financial 
value on our learning 
and development.’ So we 
looked at emergency driving 
training, advanced murder 
investigation interview  
skills, and training in 
physical arrests.

As the time horizon for 
applying skills averaged 
about two to five years, there 
was no pressing need for 
worrying about discounted 
cashflow, so we worked 

in pure cashflow (officers 
moved on to other things). 
We developed a simple 
metric of  the ‘value-to-cost 
ratio’ (VTCR) as the net 
value of  cashflows over the 
benefit period divided by the 
investment cost. Without an 
exhaustive estimation of  all 
the value drivers we came 
up with ratios in the region 
of  8 to 20 (20 in advanced 
interview techniques; for 
murder investigations, which 
are extremely expensive, any 
shortening of  their time has 
huge cost savings).

Business case
This environment for 
assessing these intangibles 
was extremely challenging 
as data was sparse, officers 
were unused to thinking 
this way, and there was 
no real price mechanism 
for assessing the value 
the public would put on a 
better service or avoiding a 
worse one. Nevertheless, the 
business cases were solid. In 

the case of  physical arrest 
training, the (quantified) 
value drivers included:

* injuries to members of  
the public avoided

* injuries to police staff  
avoided (a big one)

* without full training police 
might be more hesitant 
about making arrests 
and this would affect 
public perception and 
undermine confidence; 
the force would pay a lot 
to avoid this

* without this training 
officers would not 
know the operating 
processes, so this could 
lead to complaints and 
higher costs

* defensive value. There 
was an ‘insurance value’ 
in reducing the chances 
of  serious injury/death; 
very rare, but damaging 
and costly

* without this training 
police officer attrition 
would be much higher.

These value drivers (and 
others) were a ‘value tree’, 
and for each one the value 
indicators were identified; 
ie types of  evidence that 
value had been created and 
these were either estimated 
using past data, expert 
opinion forums (‘Delphi’ 
sessions), or through ‘what-
if’ modelling of  what could 
go much better or go wrong, 
led by myself  and reality- 
checked with senior officers.  

This was challenging but 
exciting work and underlines 
how accountants can spread 
their wings in the quest for 
economic value. ■

Dr Tony Grundy is an 
independent consultant 
and trainer, and lectures at 
Henley Business School

FOR MORE INFORMATION:

www.tonygrundy.com

For previous Tony Grundy articles on strategy and 
management theories, visit www.accaglobal.com/abcpd
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Error-prone
Senior managers are often 
blissfully unaware of  the 
risks they take every time 
they rely on information 
from large spreadsheets. 
They generate a high level of  
errors, the most common of  
which are:

* Broken links or formulae. 
An individual might add 
or eliminate a row or 
column so that, when a 
group of  spreadsheets 
is rolled up, the master 
spreadsheet takes the 
wrong number from the 
one modified incorrectly.

*  Consolidation errors. 
Often, a spreadsheet 
will lock up or show 
a screen full of  ‘REF’ 
errors because it was 
not designed to handle 
a roll-up of  dozens of  
worksheets.

* Data entry errors. 
Entering the wrong 
number can happen 
in any process, 
but spreadsheet-
based systems often 
require information 
to be rekeyed, which 
can produce data 

Spreadsheets have no place 
in forecasting, budgeting 
and reporting routines. A 
spreadsheet is a great tool 
for creating static graphs 
for a report or designing 
and testing a reporting 
template; what it is not, 
and should never have 
been, is a building block 
for your organisation’s 
reporting, forecasting or 
planning systems. 

Rule of  100
If  you can build a 
forecasting, reporting 
or planning model in a 
spreadsheet and keep it 
under 100 rows, you can do 
so without much risk. But 
pass this threshold and you 
expose yourself, your finance 
team and the organisation. 

Forecasting requires 
a robust tool, not a 
spreadsheet built by an 
innovative accountant 
that no one can now 
understand. I always ask in 
my workshops: ‘Who has a 
massive spreadsheet written 
by someone else and prays 
before using it?’ You can 
see the pain in the instant 
response. 

Most people know 
that whoever built the 
spreadsheet was not trained 
in operational systems 
design. The workbook will be 
a collage of  evolving logic 
that only the originator has 
a chance of  understanding. 

Often, the main 
hurdle is the finance 
team’s reluctance to 
divorce themselves from 
spreadsheets. It has been 
a long and comfortable 
marriage, albeit one that has 
limited the finance team’s 
performance.

Beware of the spreadsheet
David Parmenter argues that the use of large spreadsheets for reporting, forecasting 
and planning should be abandoned because of their susceptibility to error

FOR MORE INFORMATION:

www.davidparmenter.com

www.davidparmenter.com/courses

NEXT STEPS
1 Log all spreadsheets used by the finance team that 

have more than 100 rows.
2 Identify tools that work well with your general ledger.
3 Make sure all members of  finance understand 

the weaknesses of  spreadsheets – email me 
(parmenter@waymark.co.nz) for a full list.

inconsistencies. A 
spreadsheet might use an 
out-of-date look-up table, 
or an entry might have 
been inadvertently or 
mistakenly overwritten.

*  Incorrect formulae. A 
subtotal might omit one 
or more rows or columns. 
An individual might 
overwrite a formula, 
believing their own to be 
more accurate, or use an 
outdated spreadsheet. 
Allocation models might 
not allocate 100% of  the 
costs, or use inconsistent 
allocation methods.

*  Poor version control. 
The use of  outdated 
spreadsheets is common.

*  Lack of  corporate office 
control. Many people 
in a business can use 
spreadsheets to create 
their own forecasts at a 
ridiculous level of  detail. 
This can lead, as a friend 
once said to me, ‘to 
the march of  a million 
spreadsheets’. ■

David Parmenter is a 
writer and presenter on 
measuring, monitoring and 
managing performance
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Equity accounting was 
originally used as a 
consolidation technique for 
subsidiaries at a time when 
acquisition accounting was 
considered inappropriate 
because it showed assets 
and liabilities not owned by 
the reporting entity. 

The equity method 
evolved as a basis of  
reporting the performance 
of  subsidiaries partly 
as it was seen as more 
appropriate than cost. 
International consensus on 
the equity method eventually 
led to an amended EU 
directive to require the use 
of  equity accounting for 
associates of  an investor. 
Some European countries 
questioned this amendment 
on the basis that it did not 
use acquisition accounting 
principles to account for 
subsidiaries.

What’s the point?
In short, equity accounting 
has a long history and is 
currently used to account 
for associates and joint 
ventures. However, IAS 28, 
Investments in Associates 
and Joint Ventures, does not 
state what equity accounting 
is trying to portray. Under 
the equity method, on initial 
recognition the investment 
in an associate or a joint 
venture is recognised at 
cost, and the carrying 
amount increased or 
decreased to recognise the 
investor’s share of  the profit 
or loss of  the investee after 
the date of  acquisition. 

Many of  the principles 
applied in the equity 
method are similar to the 
consolidation procedures 
described in IFRS 10, 

Consolidated Financial 
Statements. For example, 
under equity accounting, 
profits are eliminated on 
intergroup transactions only 
to the extent of  an investor’s 
interest. This reflects a 
proprietary perspective to 
consolidation, as opposed 
to the entity perspective of  
IFRS 10. 

Although IAS 28 does not 
specifically state that IFRS 
3, Business Combinations, 
should be applied to an 
acquisition of  an investee, it 
does refer to the acquisition 
accounting principles in 
IFRS 3. For example, IAS 
28 requires that goodwill 

relating to an associate or a 
joint venture is included in 
the carrying amount of  the 
investment. Amortisation of  
goodwill is not permitted.

Dual approach
Equity accounting reflects 
a measurement approach 
as well as a consolidation 
approach. For example, 
losses in excess of  carrying 
value are not recognised 
in most circumstances 
– after the investor or 
joint venturer’s interest is 
reduced to zero, a liability is 
recognised only to the extent 
that the investor or joint 
venturer has incurred legal 

or constructive obligations 
or made payments on 
behalf  of  the investee. 

The basis for conclusions 
in IAS 28 refers to the 
equity method as a way to 
measure an investment in 
an associate and a joint 
venture. Thus, questions 
can be raised as to whether 
equity accounting is a type 
of  financial instruments 
valuation accounting or a 
one-line consolidation. 

There are a number 
of  differences between 
consolidation and equity 
accounting that may give a 
different result, including 
acquisition costs and » 

Vexed concept
Uncomfortable questions are surfacing about the purpose and the 
nature of the equity method of accounting. Graham Holt explains

▌▌▌THERE ARE SOME DIFFERENCES BETWEEN EQUITY 
AND CONSOLIDATION ACCOUNTING THAT MAY GIVE A 
DIFFERENT RESULT, INCLUDING ACQUISITION COSTS
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loss-making subsidiaries. In 
the consolidated financial 
statements, acquisition 
costs on a business 
combination are expensed in 
the period they are incurred, 
but included in the cost 
of  investment for equity 
accounting. The consolidated 
financial statements include 
full recognition of  losses 
of  a subsidiary, but under 
equity accounting an entity 
discontinues recognising 
losses once its share of  the 
losses equals or exceeds 
its interest.

Recent developments 
have helped preparers 
understand the thinking 
behind the equity method. 
In December 2012, the 
International Accounting 
Standards Board (IASB) 
published two exposure 
drafts for amending IAS 

the equity accounting used 
in an entity’s separate 
financial statements 
would be consistent with 
its consolidated financial 
statements. However, there 
may be a problem with 
investments in subsidiaries 
in areas such as impairment 
testing and foreign exchange.

There is some doubt 
about the objective 
of  separate financial 
statements, as they are not 
required in International 
Financial Reporting 
Standards (IFRS). In general, 
they are required by local 
regulations or other financial 
statement users. IAS 27 
points out that the focus of  
such statements is on the 
financial performance of  the 
assets as investments. 

IAS 27 does not mandate 
which entities must produce 
separate financial statements 
for public use. It applies 
when an entity prepares 
separate financial statements 
that comply with IFRS. 

Currently, financial 
statements in which the 
equity method is applied 
are not separate financial 
statements. Similarly, the 
financial statements of  an 
entity that does not have a 
subsidiary, associate or joint 
venturer’s interest in a joint 
venture are not separate 
financial statements. 

When an entity 
prepares separate financial 
statements, investments in 
subsidiaries, associates and 
jointly controlled entities 
are accounted for at cost 
or in accordance with IFRS 
9, Financial Instruments. 
Investments accounted for 
at cost and classified as 
held for sale are accounted 

28 – IAS 28, Equity Method: 
Share of Other Net Asset 
Changes, and IAS 28, 
Sales or Contributions of 
Assets between an Investor 
and its Associate or Joint 
Venture. The first dealt with 
how an investor should 
recognise its share of  
changes in net assets of  
an investee not recognised 
in comprehensive income, 
while the second dealt with 
the inconsistency between 
IFRS 10 and IAS 28 dealing 
with the sale or contribution 
of  assets between an 
investor and its investee. 

There appears to be 
significant diversity in 
the way the 
equity method 
is applied in 

▌▌▌AN ENTITY COULD ACCOUNT FOR INVESTMENTS IN 
SUBSIDIARIES WITH THE EQUITY METHOD, ASSOCIATES 
UNDER IFRS 9, AND JOINT VENTURES AT COST

practice mainly because of  
the two different concepts 
of  measurement and 
consolidation underpinning 
the method. The proposed 
amendments did not 
address this issue and 
were seen as a short-term 
measure. Respondents felt 
it was important for the 
IASB to establish a clear 
conceptual basis for the 
equity method. 

Separate statements
Some jurisdictions require 
equity accounting to 
be used in the separate 
financial statements 
of  the parent company 
for investments in 
associates, joint ventures 
and subsidiaries. IAS 
27, Separate Financial 

Statements, does 
not currently 
permit this 
as the 
option was 
removed for 
investments 

in separate 
financial 

statements 
in 2003. The 

IASB has been asked to 
restore this option and 
issued an exposure draft 
in December 2013 entitled 
Equity Method in Separate 
Financial Statements 

(Proposed amendments to 
IAS 27). The draft also 

requires the change 
to be applied 
retrospectively if  
the entity elects 
to use the equity 
method. 

Retrospective 
application for 

associates and 
joint ventures may 

not be a problem as 
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for in accordance with 
IFRS 5, Non-current 
Assets Held for Sale 
and Discontinued 
Operations. 

If  an entity elects, 
as permitted by IAS 28, to 
measure its investments in 
associates or joint ventures 
at fair value through profit 
or loss in accordance with 
IFRS 9, it has to account 
for them in the same way 
in its separate financial 
statements. At present, 
therefore, companies have 
to elect under IFRS to 
measure their investments 
in associates, joint ventures 
and subsidiaries either 
at cost or to treat the 
investment as a financial 
instrument. The proposed 
third option will lead to 
diversity in practice but 
perhaps more importantly, 
it raises the question about 
the nature and purpose of  
equity accounting. 

Respondents to the 
IASB exposure drafts are 
generally not in favour 
of  introducing accounting 
policy options in IFRS. The 

method is that it simply 
reflects information already 
given in the consolidated 
financial statements and the 
introduction of  additional 
accounting policy options 
reduces the comparability 
of  financial information. 
Further it is felt that the 
IASB should investigate 
current practice in countries 
with experience in applying 
the equity method before 
approving the change.

Sowing confusion
The proposals could be seen 
as creating confusion about 
the purpose and nature 
of  the separate financial 
statements. Apart from the 
single-line presentation, 
consolidation rules would 
apply, so additional 
questions are raised about 
the purpose and the nature 
of  the equity method. 

The IASB feels including 
this option in IAS 27 

would not involve any 
additional procedures 
because the information 

can be obtained from 
the consolidated financial 
statements by applying 
IFRS 10 and IAS 28. Under 
the present proposals in 
the exposure draft, an 
entity could account for its 
investments in subsidiaries 
using the equity method, its 
associates under IFRS 9 and 
its joint ventures at cost. 
The proposed amendment 
affects IAS 28, which makes 
it imperative to consider 
whether any consequential 
amendments reflect the 
intention of  the amendment 
to IAS 27. ■

Graham Holt is director of 
professional studies at the 
accounting, finance and 
economics department at 
Manchester Metropolitan 
University Business School

FOR MORE INFORMATION:

www.ifrs.org

proposed 
change to 
IAS 27 will align 
the accounting principles 
across boundaries but 
some respondents feel 
that the use of  the equity 
method in separate financial 
statements is inappropriate 
because the proposed 
amendment lacks a 
conceptual basis. 

If  the main objective 
of  the proposals is to 
improve the relevance 
of  information, then the 
IASB should first clarify 
what the equity method 
purports to achieve. The 
basis of  the argument of  
respondents opposing the 
introduction of  the equity 
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Other key changes to 
personal tax include:
Higher rate threshold For 
the first time since 2009/10, 
the higher rate threshold, 
ie the point at which tax 
becomes payable at the 
higher rate, has increased. 
The level of  income at which 
a taxpayer becomes liable to 
higher rate tax is £41,865 
for 2014/15 compared with 
£41,450 in the previous year. 
Annual Investment 
Allowance (AIA) AIA 
enables businesses to claim 
100% capital allowances 
on plant and machinery 
and integral features. 
Since its introduction in 
2008, the threshold has 
changed several times. 
An increased limit of  
£250,000 was introduced 
for a temporary two-year 
period, for qualifying capital 

The chancellor, George 
Osborne, delivered his 
Budget on 19 March 2014 
and the Finance Bill 2014 
was published on 27 March. 
Many of the provisions had 
been previously published 
in the draft bill following the 
2013 Budget and Autumn 
Statement, with the 2014 
Budget announcements now 
being included. 

The Bill contains some 
interesting new measures, 
much of  them focusing 
on anti-avoidance, and 
will now be subject to 
the usual parliamentary 
processes before receiving 
Royal Assent in late July. 
Many of  the clauses, if  
not amended during this 
process, apply now.

The Bill and explanatory 
notes run to 408 pages 
and are far too voluminous 
to cover in one article; here, 
we take a look of  some of  
the highlights.

Tax rates and allowances
The headline changes to tax 
rates and allowances are:
Corporation tax The 
government continues 
to seek to make the UK 
an attractive place for 
companies to do business 
and the corporation tax rate 
continues its downward 
path. The main rate of  
corporation tax decreases to 
21% from 1 April 2014 and 
to 20% from 1 April 2015. 
This will bring it into line 
with the small companies 
rate and will lead to a single 
rate of  corporation tax.
Personal allowance This will 
increase to £10,000 from 
6 April 2014 with a firm 
commitment to increase to 
£10,500 from 6 April 2015.

expenditure incurred in 
the period from 1 January 
2013 to 31 December 
2014, after which time the 
allowance would revert back 
to £25,000.

However, Clause 10, 
Schedule 2 of  the bill 
sees AIA increased to 
£500,000 per annum from 
1 April 2014 for companies 
and 6 April 2014 for 
unincorporated businesses, 
up to 31 December 2015. 
The explanatory notes 
explain the clauses and 
impact, with a basic 
example stating: ‘a 
company with such a 
straddling period might 
have a chargeable period 
that ran from 1 January 
2014 to 31 December 
2014. It would calculate its 
maximum AIA entitlement 
based on:

A the portion of  the period 
from 1 January 2014 
to 31 March 2014, that 
is, 3/12 x £250,000 = 
£62,500; and

B the portion of  the period 
from 1 April 2014 to 31 
December 2014, that 
is, 9/12 x £500,000 = 
£375,000.

The company’s maximum 
AIA for its first straddling 
period would therefore 
be the total of  (a) + (b) 
= £62,500 + £375,000 = 
£437,500.’

Pensions
Individuals will benefit 
from changes to 
withdrawals from registered 
pension schemes. Saving 
was a theme of  this 
Budget and the reform 
of  pensions was a 
headline measure. 

Finance Bill 2014: a guide
ACCA’s Glenn Collins and Simon Wood take us through the key 
areas of the bill, including anti-avoidance and pensions reform
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A number of  changes 
are being made affecting 
individuals and the benefits 
that can be taken from 
registered pension schemes, 
covering the following: 

* capped drawdown;

* flexible drawdown;

* trivial commutation;

* small pots;

* lump sum withdrawals.
The detailed measures 
are beyond the scope of  
this article but the new 
rules afford pensioners 
greater flexibility over their 
retirement funds. Most 
importantly, pensioners will 
no longer be forced to buy 
an annuity when taking their 
pension and may invest the 
funds themselves directly.

Anti-avoidance
There is a strong tax 
avoidance theme running 
through the Finance Bill. 
The main focus is on mixed 
partnerships and limited 
liability partnerships (LLPs), 
with further legislation 
aimed at salaried partners/
LLP members.
Mixed partnerships A 
mixed partnership or LLP 
is one that contains a 
combination of  individuals 
and ‘non-individuals’, 
principally companies.

The legislation will 
reallocate excess profits 
allocated to a non-
individual partner to 
an individual partner 
where the following 
conditions are met: 

* a non-individual 
partner has 
a share of  the 
firm’s profit;

* the non-individual’s 
share is excessive;

* an individual partner has 
the power to enjoy the 
non-individual’s share or 
there are deferred profit 
arrangements in place;

* it is reasonable to 
suppose that the whole 
or part of  the non-
individual’s share is 

attributable to that power 
or arrangement. 

Legislation will also be 
introduced to deny certain 
income tax loss reliefs and 
capital gains loss relief.
Salaried members of LLPs 
Salaried members will 
become employees under 
certain conditions.

The new rules will 
apply at any time when an 
individual (M) is a member 
of  an LLP and three 
conditions are met: 

* Arrangements are in 
place under which M 
performs services for the 
LLP, in M’s capacity as a 
member, and it would be 
reasonable to expect that 
the amounts payable by 
the LLP in respect of  M’s 

performance of  those 
services will be wholly or 
substantially wholly fixed; 
or, if  variable, variable 
without reference to, or 
in practice unaffected 
by, the overall profits 
or losses of  the LLP 
(‘disguised salary’);

* The mutual rights and 
duties of  the members 

and the LLP and 
its members 
do not give 
M significant 
influence over 
the affairs of  
the LLP;

*M’s 
contribution to the 

LLP is less than 25% 
of  the disguised salary 
which it is reasonable to 
expect will be payable by 
the LLP in a relevant tax 
year in respect of  M’s 
performance of  services 
for the LLP.

If  these conditions are met, 
the salaried member will 

▌▌▌THE NEW RULES AFFORD PENSIONERS GREATER 
FLEXIBILITY OVER THEIR RETIREMENT FUNDS; THEY WILL 
NO LONGER BE FORCED TO BUY AN ANNUITY

be treated as an employee 
and PAYE will need to be 
operated on the ‘disguised’ 
salary. HMRC has issued 
revised guidance, including 
Partnerships: A review of 
two aspects of the tax rules. 
Salaried Member Rules: 
Revised Technical Note 
and Guidance. It provides 
guidance on the new rules 
and examples showing how 
the salaried member test is 
applied as a whole.

Other anti-avoidance 
measures introduced include:
Anti-avoidance involving 
dual contracts for non-
domiciliaries New measures 
will tax the overseas 
employment income of  
non-domiciles on the arising 
basis, rather than on the 
remittance basis, in the 
case of  artificially arranged 
contracts with the same or 
associated employers. 

In particular, the new 
legislation will apply to 
income of  an overseas 

employment where all the 
criteria below are met: 

* an individual has 
both UK and overseas 
employment(s) either 
with the same employer, 
or where the UK employer 
is ‘associated’ with an 
overseas employer;

* a UK and an overseas 
employment are ‘related’ 
to each other;

* the foreign tax rate that 
applies to the income 
associated with an 
overseas employment, 
calculated in accordance 
with the amount of  
foreign tax credit relief  
available against that 
income under section 
18 of  the Taxation 
(International and Other 
Provisions) Act 2010, 
is less than 65% of  the 
UK’s additional rate of  
tax (currently 45%).  

Annual tax on enveloped 
dwellings and stamp duty 
on UK residential » 
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Abuse Rule (GAAR). 
If  the taxpayer 

fails to make the 
upfront payment 

then they are liable to 
penalties. If  the scheme is 
subsequently found to be 
effective, the taxpayer will 
receive a refund.

Other measures
Research and development 
(R&D) tax credit for loss-
making companies improved 
Loss-making SMEs that incur 
expenditure on qualifying 
R&D can claim a repayable 
tax credit. Finance Bill 2014, 
Clause 31 increases the 
rate of  credit from 11% to 
14.5%. For example:

SME Ltd has the 
following results for the year 
ending 31 March 2015: 
trading loss = £200,000;
qualifying R&D expenditure 
= £60,000. 

The surrenderable loss is 
the lower of: 

* £200,000 and

* £60,000 x 225% = 
£135,000. 

The repayable tax credit is 
therefore £135,000 x 14.5% 
= £19,575.

The trading loss of  the 
company to carry forward is 
£200,000 – £135,000.
Employment allowance 

property owned 
by non-natural 
persons (NNPs) 
The measures 
aimed at the taxation 
of  high-value residential 
property held by non-
natural persons extends 
to properties with a value 
of  more than £500,000; 
previously £2,000,000.

This includes: 

* stamp duty land 
tax (SDLT) at 15% 
on acquisition of  a 
residential property from 
20 March 2014;

* capital gains tax (CGT) 
at 28% on any gain 
on disposal.

* annual tax on enveloped 
dwellings (ATED). Up 
to 31 March 2015, this 
affects properties with 
a value of  more than 
£2,000,000 as at 1 April 
2012. The tax payable 
is a banded tax and the 
rates are as follows:

Tax avoidance schemes, 
tax ‘follower’ cases and 
upfront payments Taxpayers 
will be required to pay 
upfront tax disputed under 
schemes that fall within 
the Disclosure of  Tax 
Avoidance Schemes (DOTAS) 
rules or are counteracted 
under the General Anti-

for £2,000 for National 
Insurance From April 
2014, most business and 
charities will be eligible for 
a new £2,000 Employment 
Allowance to set off  
against their employers’ 
(secondary) national 
insurance contributions. 
Seed Enterprise Investment 
Scheme (SEIS) made 
permanent The excellent 
SEIS initiative to get equity 
investment into start-
up companies has been 
extended. SEIS was originally 
announced in the 2012 
Budget and offers would-
be investors generous tax 
breaks for investing in small, 
start-up-type businesses. 
The scheme was originally 
intended to run until 5 April 
2017 and has now been 
made permanent. Under 
the scheme: 

* taxpayers who invest 
up to £100,000 in a 
qualifying new start-up 
business will be eligible 
for income tax relief  of  
50% of  their investment;

* the 50% tax ‘reducer’ 
applies irrespective of  
the rate at which the 
investor pays tax;

* investors may hold-over 
50% of  any capital gain 
against the base cost 
of  the SEIS investment.
Split-year treatment 
extended to include 
capital gains A 
taxpayer coming to or 

leaving the UK can claim 
split-year treatment so that 
only the income received 
while in the UK is liable 
to UK tax. This did not 
previously apply to capital 
gains but will now do so. 
The measure is backdated 
to apply from 6 April 2013.
Beneficial loans threshold 
increases from £5,000 to 
£10,000 This is effective 
from 6 April 2014 and for 
subsequent years. It applies 
to all loans, no matter when 
they were taken out.

Finally, pay attention 
to the detail as there are 
measures that are easy 
to forget. For example, 
Clause 25 states: ‘With 
effect from 6 April 2014, any 
payment which an employee 
is required to make for the 
private use of  a car or van 
needs to be made before 
the end of  the tax year 
in which the private use 
was undertaken.’ ■

Glenn Collins is head of 
technical advisory and 
Simon Wood is a technical 
adviser, both ACCA UK

FOR MORE INFORMATION:

Further commentary on the Finance Bill 2014, the 
Budget and future measures can be found on ACCA 
UK’s Technical Advisory website at www.accaglobal.

com/advisory
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financial statements are 
presented arise from 
profit or loss, payment of  
dividends, corrections of  
prior period errors, and 
changes in accounting 
policy, the entity 
may present a single 
statement of  income 
and retained earnings in 
place of  the statement 
of  comprehensive 
income and statement of  
changes in equity.’);

* statement of  financial 
position;

* statement of  cashflows.
You can find details on how 
to obtain model accounts 
showing the statement of  
comprehensive income, 
statement of  changes 
in equity, statement of  
financial position and 
statement of  cashflows, and 
other UK GAAP information 
at www.accaglobal.com/
advisory

FRS 103
The fourth standard in 
the suite of  accounting 
standards, FRS 103, 
Insurance Contracts: 
Consolidated accounting and 
reporting requirements for 
entities in the UK and Republic 
of Ireland issuing insurance 
contracts, has been issued. It 
applies to entities applying 
FRS 102 that have insurance 
contracts with accounting 
periods beginning on or 
after 1 January 2015. As 
with the other standards in 
the suite, early application 
is permitted, provided that, 
if  an entity applies this 
FRS before 1 January 2015, 
it shall:
A also apply FRS 102 

from the same date and 
is not subject to the 

REPORTING

FRS 102
It is important to consider 
how financial statements 
will appear on adoption of  
FRS102 as users such as 
credit agencies, banks and 
other businesses that grant 
you credit are likely to see 
changes. One of  the more 
basic changes is that the 
primary statements could 
consist of:

* income statement;

* statement of  
comprehensive income;

* statement of  changes in 
equity;

* statement of  financial 
position;

* statement of  cashflows 
or 

* statement of  
comprehensive income 
(which contains a 
subtotal showing items 
of  other comprehensive 
income);

* statement of  changes in 
equity;

* statement of  financial 
position;

* statement of  cashflows 
or

* statement of  income 
and retained earnings 
(3.18 of  the standard 
states: ‘If  the only 
changes to equity during 
the periods for which 

transitional arrangements 
in paragraph 1.14 of  FRS 
102 relating to entities 
within the scope of  a 
SORP; and

B disclose the fact that 
it has applied FRS 103 
before 1 January 2015.

To help with implementation 
the Financial Reporting 
Council has also prepared 
guidance to support the 
standard: Implementation 
Guidance to accompany FRS 
103 Insurance Contracts. 

There are three sections:
1 Entities with long-term 

insurance business 
2 Entities with general 

insurance business or 
long-term insurance 
business 

3 Capital disclosures for 
entities with long-term 
insurance business.

You can find more on this 
standard and other UK 
GAAP guidance at www.
accaglobal.com/advisory

FILING
Companies House has 
announced a two-year 
process that will ‘transform’ 
how the company register 
is accessed’. 

It has indicated that 
the first phase will be 
available from July and 
will run parallel to the 
existing offering. It has also 
promised that it ‘will deliver 
a more efficient service at 
much reduced cost, and 
this will be passed on to 
customers’. As with other 
changes, what is placed on 
the public record is going 
to be even more accessible, 
and is another reason why 
businesses must consider 
what they place on the 
public record. 

FINANCIAL STATEMENTS
The International 
Accounting Standards 
Board has issued for 
comment ED/2014/1, 
Disclosure Initiative: 
Proposed amendments to IAS 
1 Presentation of Financial 
Statements. It is open for 
comment until 23 July. 

The proposed 
amendments intend to:

* ‘Clarify the materiality 
requirements in IAS 1, 
including an emphasis 
on the potentially 
detrimental effect of  
overwhelming useful 
information with 
immaterial information 

* Clarify that specific line 
items in the statement(s) 
of  profit or loss and other 
comprehensive income 
and the statement of  
financial position can 
be disaggregated 

* Add requirements for 
how an entity should 
present subtotals in 
the statement(s) of  
profit or loss and other 
comprehensive income 
and the statement of  
financial position

* Clarify that entities 
have flexibility as to 
the order in which they 
present the notes, but 
also emphasise that 
understandability and 
comparability should 
be considered by an 
entity when deciding 
that order

* Remove potentially 
unhelpful guidance 
in IAS 1 for identifying 
a significant 
accounting policy.’

The consultation can be 
found at http://tinyurl.
com/ED-2014-1

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
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VAT: DISTANCE SELLING
The update below is a refresher on distance selling, highlighting the main rules that 
apply to distance sales from the UK. 

Where goods are supplied to a customer in another European Union country who 
isn’t registered for VAT in that country, and where the business is responsible for 
delivery, a ‘distance sale’ will have taken place. The most common type of  sale is mail 
order or internet sales to private individuals, unregistered businesses, charities and 
public bodies. Generally, the business will account for UK VAT unless it is registered 
for VAT in the country to which the goods have been dispatched. 

Each country has a ‘distance selling threshold’ and, if  exceeded, registration in that 
country is required and VAT is charged at their rate.

The law is contained in Section 7 of  the VAT Act 1994: 7(5). HMRC states that 
‘Section 7(5) applies where a UK supplier is making distance sales to customers in 
another EC member state. Without it the place of  supply is the UK as the member 
state of  departure of  the goods. But in cases where a UK supplier

* has exceeded the threshold for such supplies in the member state of  arrival (see 
below), or

* has distance sales below the threshold but has nevertheless opted to register for 
VAT there, or

* the goods are subject to excise duty in the member state of  arrival, then the place 
of  supply moves to the member state of  delivery.’

You can find out about the thresholds at www.accaglobal.com/advisory

INTANGIBLE ASSETS
The Financial Reporting 
Council has published a 
research paper, FRC ARP 
Staff Research Report:
Investor Views on Intangible 
Assets and their Amortisation. 
This highlights investor 
preferences, ‘addbacks’ 
and concerns. It also 
highlights that ‘controversy 
continues to surround the 
accounting for intangible 
assets, with some investors 
raising concerns about their 
separate recognition and 
subsequent measurement’. 
The report can be found at 
http://tinyurl.com/frc-arp

TAX 

LEGISLATION 2014
You can read about the main 
changes in the Finance bill 
2014 in the CPD article on 
page 52. Further guidance 
can be found at www.
accaglobal.com/advisory

NOTICE AND UPDATES
Notice 600: Classifying your 
imports or exports replaces 
the July 2011 notice of  
the same name. The notice 
provides guidance on how 
to decide the correct ‘class’ 
or commodity code for your 
goods in trade, according 
to the UK Tariff, in order to 
clear your goods through 
Customs. It explains the 
impact of  the Binding Tariff  
Information (BTI) decision 
and the new procedures for 
applying for a BTI ruling.

It highlights that if  you 
classify incorrectly then:

* you could be penalised if  
your goods are incorrectly 
classified on the Customs 
entry

* you may have to pay any 
arrears plus interest of  
duties and VAT which 
have occurred as a result 
over at least the previous 
three years

* your goods may be 
delayed and/or seized 

Notice 700/63: Electronic 

invoicing replaces the June 
2007 notice of  the same 
name and has been updated 
to reflect the changes in 
invoicing regulations of  
2013. It applies to anyone 
issuing sales invoices 
electronically or receiving 
VAT invoices in an electronic 
format from suppliers.
Notice 702: Imports 
replaces the January 
2014 notice of  the same 
name. The notice has been 
updated in section 5.4, 
‘Goods re-imported in 

the same state’, to reflect 
changes to VAT regulations. 
In 5.4 reference to ‘on 
behalf’ has been removed. 
Brief 12/14: Notification 
of Vehicle Arrivals (NOVA): 
Change of intention of the 
use of a vehicle after the 
vehicle arrives in the UK 
explains the changes to the 
rules regarding notification 
of  vehicles arriving in the 
UK where the intention of  
the ultimate use of  a vehicle 
changes after the vehicle has 
entered the UK. 

Notice 703: VAT: Export 
of goods from the United 
Kingdom replaces the 
November 2013 notice of  
the same name. It has been 
updated to reflect changes 
to ‘2.8 Which countries and 
territories are part of  the 
EC Fiscal (VAT) area?’ and 
‘2.9 Countries and territories 
outside the EC Fiscal (VAT) 
area’ to reflect amendments 
to Cyprus and French regions. 

You can see more on the 
notices and briefs at www.
accaglobal.com/advisory »
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* employ someone for 
personal, household or 
domestic work, such as a 
nanny, au pair, chauffeur, 
gardener, care support 
worker

* already claim the 
allowance through a 
connected company 
or charity 

* are a public authority, 
this includes; local, 
district, town and 
parish councils

* carry out functions either 
wholly or mainly of  a 
public nature (unless you 
have charitable status), 
for example:

* NHS services

* general practitioner 
services

* the managing of  
housing stock owned 
by or for a local 
council

* providing a meals on 
wheels service for a 
local council 

* refuse collection for a 
local council

* prison services

* collecting debt 
for a government 
department

You do not carry out a 
function of  a public nature if  
you are:

* providing security and 
cleaning services for a 
public building, such 
as government or local 
council offices

* supplying IT services for 
a government department 
or local council.’

Details at www.accaglobal.
com/advisory

CGT CONSULTATION
Implementing a capital 
gains tax charge on non-
residents is open for 
comment until 12 June. 
The consultation contains 
proposals on how, from 
April 2015, UK non-
residents disposing of  UK 
residential property will be 
subject to a CGT charge. It 
includes questions on the 

LLPs
Following consultation and 
feedback, the new LLP rules 
are now in force. Confusion 
still exists over what will 
be ‘reasonable’. HMRC has 
issued revised guidance, 
including Partnerships: A 
review of two aspects of the 
tax rules: Salaried Member 
Rules: Revised Technical 
Note and Guidance. This 
has been updated following 
the Budget. It provides 
guidance on the new rules 
and examples showing 
how the salaried member 
test is applied as a whole. 
You can find this and other 
LLP guidance at www.
accaglobal.com/advisory

PENSION SCHEMES
Following the budget, 
HMRC can send 
‘information notices to 
ask for documents and 
other information from 
the pension scheme 
administrator and other 
persons to help HMRC 
decide whether or not to 
register a pension scheme’. 
This is backed by a new 
penalty if  false information 
is provided in connection 
with an application for 
registration and the 
power for HMRC to refuse 
registration or to de-register 
an existing scheme.

UNPAID NIC
HMRC has stated it will 
collect unpaid Class 2 via 
PAYE tax codes.  

EMPLOYMENT ALLOWANCE
HMRC has issued further 
guidance following Royal 
Assent of  the National 
Insurance Contributions 
Act 2014 on how 
employers may claim the 
Employment Allowance. 

It also contains guidance 
on who can and cannot 
claim the Employment 
Allowance. ‘You cannot claim 
the Employment Allowance, 
for example if  you:

SMEs: AUTO-ENROLMENT
It is time for the SME market to prepare for auto-
enrolment. Perhaps an odd statement given that many 
SMEs will just be receiving auto-enrolment letters now 
highlighting their staging date in the next 12 to 18 months 
and that for some it will be 2017. You can see the staging 
dates opposite. However, these refer to the ‘staging date’ 
registration, and so the timeframe for a business to have 
obtained information, informed workers and to have found 
a provider is shorter. You will also see that employers with 
59 to 89 workers have little time remaining.

There are a number of  concerns, not least around 
whether there will be a choice of  provider. Pension 
providers are commercial organisations and the return 
on providing pensions from a small workforce or a 
workforce where contributions will be low may not provide 
a high enough return. While a big cost to employers, 
the minimum 2% contribution (1% employee and 1% 
employer until October 2017) is less attractive to the 
providers; many continue to bring out simple standard 
offerings but many are turning business away or have 
expressed concern that they will not be able to meet 
demand. It is clear that the offerings, if  available, may be 
standard products. However, for the employer it is going 
to take time to find a suitable provider. This means that 
the basic information required will need to be obtained, 
communication with the workforce (including the right to 
opt out) will need to begin and intermediaries will need to 
be approached. This is likely to be a long and frustrating 
process, so prepare early.

Workers Staging date

62-89 1 July 2014

61 1 August 2014

60 1 October 2014

59 1 November 2014

58 1 January 2015

54-57 1 March 2015

50-53 1 April 2015

40-49 1 August 2015

30-39 1 October 2015

You can obtain the following from ACCA:

* An employee guide

* An engagement letter highlighting the services 
provided to an SME by a practitioner. This needs to 
be read in conjunction with the companion ACCA 
Engagement Letters 

These can be found at www.accaglobal.com/advisory
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scope, charge, reliefs and 
collection. Under ‘Collection’ 
it asks: ‘Do you believe that 
solicitors, accountants or 
others should be responsible 
for the identification of  
the seller as non-resident, 
and the collection of  the 
withholding tax?’

You can view the 
consultation at http://
tinyurl.com/cgt-gov-uk

LAW 

DC PENSIONS
The Pensions Regulator 
and the Financial Conduct 
Authority (FCA) regulate 
defined contribution (DC) 
workplace pensions. They 
have issued guidance 
explaining how they will 
undertake their regulatory 
functions. The guide is 
aimed at trustees, advisers 
and pension providers and 
is designed to ensure that 
these groups receive a 
consistent approach from 
the regulators. 

They state that ‘the guide 
details areas of  common 
ground, and explains 
how both regulators seek 
to ensure that member 
outcomes are not adversely 
affected by the differences in 
regulatory regime’. There is 
also a warning that auto-
enrolment will introduce a 
‘new landscape’. 

The guidance aims to:
A clarify the regulatory 

focus and approach of  
each regulator, how they 
interact and how they 
manage any overlaps in 
regulatory structure and 
shared risks

B demonstrate the 
common elements in the 
regulators’ approaches

C address potential 
concerns that the 
differences in how trust-
based and contract-based 
DC pension schemes are 
regulated could adversely 
affect member outcomes.

The guide highlights that 

‘the FCA regulates firms 
that provide contract-based 
pension schemes and the 
Pensions Regulator’s remit 
is more about the schemes 
themselves, the regulators 
will take the lead on different 
kinds of  activity, consistent 
with their respective 
regulatory remit, strategy 
and powers. The Pensions 
Regulator is more likely to 
take the lead where there are 
problems with an individual 
scheme and the FCA is 
more likely to take the lead 
where the issue is caused by 
the pension provider. If  there 
are potential implications 
for both regulators, they 
will agree who should take 
the lead and may undertake 
a joint investigation 
if  appropriate’. 

You can find a link to the 
guidance in the pensions 
section on the ACCA website 
at www.accaglobal.com/
advisory 

SRA 
The Solicitors Regulation 
Authority has proposed 
changes to the ‘mechanism 
for authorising sole 
practitioner firms, and 
the mechanism for taking 
certain regulatory steps 
in connection with sole 
practitioners’. The proposal 
removes the ‘current annual 
endorsement on a sole 
practitioner’s PC...replacing 
it with a certificate of  
authorisation which does 
not need to be renewed 
annually.’ Details at http://
tinyurl.com/sra-sole

FCA 
The Financial Conduct 
Authority has issued a 
consultation on its 2014/15 
fees and levies. CP14/6: 
FCA regulated fees and levies: 
rates proposals 2014/15, 
is open until 30 May and 
applies to all parties 
regulated by FCA. Details 
at http://tinyurl.com/FCA-
CP14-6 ■

Last two characters of PAYE 
reference for employers with 
fewer than 30 workers

92, A1-A9, B1-B9, AA-AZ, BA-BW, 
M1-M9, MA-MZ, Z1-Z9, ZA-ZZ , 

0A-0Z, 1A-1Z or 2A-2Z

BX

BY

BZ

02-04, C1-C9, D1-D9, CA-CZ or 
DA-DZ

00 05-07, E1-E9 or EA-EZ

01, 08-11, F1-F9, G1-G9, FA-FZ 
or GA-GZ

12-16, 3A-3Z, H1-H9 or HA-HZ

I1-I9 or IA-IZ

17-22, 4A-4Z, J1-J9 or JA-JZ

23-29, 5A-5Z, K1-K9 or KA-KZ

30-37, 6A-6Z, L1-L9 or LA-LZ

N1-N9 or NA-NZ

38-46, 7A-7Z, O1-O9 or OA-OZ

47-57, 8A-8Z, Q1-Q9, R1-R9,  
S1-S9, T1-T9, QA-QZ, RA-RZ,  

SA-SZ or TA-TZ

58-69, 9A-9Z, U1-U9, V1-V9,  
W1-W9, UA-UZ, VA-VZ or WA-WZ

70-83, X1-X9, Y1-Y9, XA-XZ or 
YA-YZ

P1-P9 or PA-PZ

84-91, 93-99

Fewer than 30 unless otherwise 
described

Employer who does not have a 
PAYE scheme

Staging date

1 June 2015

1 July 2015

1 September 2015

1 November 2015

1 January 2016

1 February 2016

1 March 2016

1 April 2016

1 May 2016

1 June 2016

1 July 2016

1 August 2016

1 September 2016

1 October 2016

1 November 2016

1 January 2017

1 February 2017

1 March 2017

1 April 2017

1 April 2017

1 April 2017
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the draft law on behalf  
of  the parliament’s 
development committee.

The European 
Commission had proposed 
in April 2013 that all EU 
companies with more 
than 500 employees 
disclose this additional 
information, even if  they 
are private and unlisted. 
So instead of  18,000 
companies being caught 
by the new requirement, 
which will be introduced 
as an amendment to the 
EU’s fourth and seventh 
accounting directives on 
annual and consolidated 
accounts, the change will 
now affect only about 6,000 
companies in the EU.

A compromise between 
the European Parliament 
and the European Union 
(EU) Council of Ministers 
in February over new non-
financial reporting rules 
will insist that many of 
the largest EU companies 
disclose their impact and 
policies on the environment, 
social and employee-related 
matters, human rights, anti-
corruption and bribery. 

MEPs and ministers 
agreed these duties would 
fall on all publicly listed 
companies, plus credit 
institutions and insurance 
companies that are not 
listed, says Dutch green 
MEP Judith Sargentini, who 
provided input to  

The limiting of  the 
new law to these so-called 
‘public interest entities’ 
disappointed the European 
Commission, whose 
officials told Accounting and 
Business it wanted more 
ambition built into the 
amendments. ‘Nevertheless 
this still doubles the 
number [of  reporting 
companies] compared 
to current voluntary 
reporting arrangements, 
representing an important 
step forward,’ says British 
Labour MEP Richard Howitt, 
who provided input to the 

proposals for the draft 
measures on behalf  of  the 
parliament’s employment 
and social affairs committee. 

Also Fabrizio Capogrosso, 
assistant to the Italian 
centre-right MEP Raffaele 
Baldassarre, who 
coordinated the parliament’s 
plenary session votes on 
the law, notes one change 
means that ‘the risks on 
which the undertakings 
will have to report on [will 
now] also concern their 
supply chains, not only their 
products per se’. He says 
that this was a response 

Compromise agreed
Fewer EU companies than initially proposed will have to disclose non-financial 
information under amendments to the fourth and seventh accounting directives

▲ SUPPLY CHAINS
The Rana Plaza tragedy in Dhaka, Bangladesh, in 2013 exposed 
the need to regulate and report on international supply chains
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The EU single market – non-financial reporting:  
http://tinyurl.com/c7zsekc

www.accaglobal.com/advisory

to international supply 
chain weaknesses, such 
as those exposed by last 
year’s Rana Plaza tragedy 
in Bangladesh, where more 
than 1,000 workers died in a 
textile factory plant collapse. 
The factory belonged to a 
supplier producing clothing 
for European companies.

According to Marzena 
Rembowski, assistant to 
UK Liberal Democrat MEP 
Rebecca Taylor, another 
difference between what 
Brussels proposed in April 
last year and the final 
shape of  the legislation is 
that it tells the European 
Commission to provide 
guidance on the non-
financial reporting models 
companies should use. 
This advice would come by 
2018, two years after the 
directive comes into effect. 
The European Commission 
wanted to give companies a 
free choice on choosing how 
they would report on non-
financial issues.

But the legislation is 
clear: from 2017 onwards, 
public interest entities with 
500+ employees will have to 
provide in their management 
report or in a separate public 
statement a brief  description 
of  their business model, 
alongside information on 
environmental, social, 
employee, human rights, 
anti-corruption and bribery 
matters. The companies 
affected would also have 
to explain what processes 
they have put in place to 
comply with laws regulating 
these issues. They would 
also have to address ‘the 
principal risks related to 
these matters linked to the 
undertaking’s operations, 
including where relevant and 
proportionate its business 
relationships, products or 
services which are likely to 
cause adverse impacts in 
those areas and how the 
undertaking manages  
those risks’.

Under the deal, Brussels 
will have until July 2018 to 
consider whether it should 
introduce a new obligation 
for companies to report 
annually on the profits made 
in each country where they 
operate, as well as on taxes 
paid on profits and on public 
subsidies received.

Meanwhile, auditors will 
have to check whether the 
non-financial information 
required by the current 
draft measures has been 
provided, but not to assess 
whether it is accurate. 
‘The principal target 
groups of  this directive 
are investors and civil 
society organisations; they 
are better positioned to 
check [the information],’ 
Capogrosso explains. 

According to him, it is 
up to these two sets of  
professionals to check if  
there are inconsistencies 
between the financial 
information provided and 
the non-financial information 
available in the management 
report, although there 
is no requirement in the 
legislation that investors 
and campaign groups 
should act in this way. ‘This 
is something that would 
go beyond the tasks of  an 
auditor,’ he adds. 

Suitable sanctions
According to the European 
Commission, EU member 
states have the power under 
the law to require such 
information to be verified by 
an independent assurance 
services provider. Each 
country also needs to come 
up with sanctions it would 
impose in case companies 
do not comply with the  
new measures.

There is one case where 
companies could require 
an exemption not to report 
on some of  these matters. 
‘It is not compulsory for a 
company to provide this, 
if  such information would 

be seriously prejudicial to 
the commercial position 
of  the company, so long as 
excluding this information 
does not make the report 
unfair or imbalanced,’ 
explains Howitt. ‘This “safe 
harbour” clause is in line 
with existing company 
legislation and I hope will not 
prejudice the implementation 
of  the final directive.’

Despite the 
comprehensive nature of  
the law, some experts argue 
it will not bring sweeping 
changes in reporting. Wim 
Bartels, global head of  
sustainability reporting and 
assurance at KPMG, says a 
2013 report by his firm on 
the state of  sustainability 
reporting worldwide found 
that 75% of  the companies 
present in 16 EU countries 
disclosed non-financial 
information. ‘I would expect 
therefore limited additional 
accounting burden on 
the companies that are 
now required to report 
in line with the proposed 
legislation,’ he says.

With the draft measures 
introducing only generic 
reporting areas without 
detailed indicators, 
companies have also been 
given sufficient flexibility in 
the way they will do it, which 
means they will be able to 
avoid any further accounting 
duties, according to Bartels.

When it comes to 
accounting rules at national 
level, ‘the actual changes 
will be limited as the 
current rules for accounting 
for environmental and 
social matters in most EU 
countries are isolated and 
limited – Denmark and 
France are exceptions to 
this’, he explains.

Some other EU member 
countries, such as Spain, 
Sweden and Britain, 
have already amended 
their national rules to 
include requirements on 
non-financial disclosure, 
according to Gordon Hewitt, 
sustainability adviser 
at ACCA. Non-financial 
disclosure is covered by 
ACCA in its qualification, 
he says, so ‘all ACCA 
students are made aware of  
these matters’.

ACCA announced on 
8 January that it was 
introducing integrated 
reporting into its 
qualification. Compared 
to what the EU is expected 
to enact following the 
agreement on the non-
financial disclosure draft 
measures, ‘integrated 
reporting is a step ahead, 
and is about the integration 
of  financial, environmental, 
social and other information 
in a comprehensive and 
coherent manner’, the 
European Commission 
explained last year when it 
tabled the draft proposal.

With the EU Council of  
Ministers having cast its 
vote on the new measures, 
the European Parliament is 
expected to vote on them as 
well in a plenary meeting on 
15 April – after this issue of  
Accounting and Business goes 
to press. This will clear the 
way for the new measures 
to be published in the EU’s 
Official Journal. The clock 
will then start ticking for 
EU member countries to 
apply the requirements in 
their national laws within 
two years. ■

Carmen Paun, journalist 
based in Brussels
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– ‘wasta’ in the Middle East, 
‘kuroi kiri’ (‘black mist’) 
in Japan, or a ‘grease’ 
or facilitation payment 
worldwide. Bribes are often 
innocuously described in 
emails as ‘chocolate’ or 
similar, which may take 
some explaining to an 
enforcement agency. 

Whatever the 
circumstances, the onus is 
on companies to organise 
and protect themselves to 
avoid falling foul of  the law. 
But it is also in their best 
commercial interests to 
control bribery risks. 

BS 10500
In 2010, BSI (the British 
Standards Institute) acted 
on this emerging business 
concern and through its 
anti-bribery working group 
developed an anti-bribery 
management system 
(ABMS) standard, BS 
10500. The purpose was to 
offer all companies – those 
in supply chains as well as 
primes – a common and 
clear approach to bribery 
risk that was couched in 
business terms. 

BS 10500 addresses 
the ‘adequate procedures’ 
required by the Bribery Act 
(which has vexed so many 
companies). It puts the 
principles-based guidance 
into a clear and manageable 
context and gained so 
much traction since its 
appearance that it is likely 
to become an international 
standard, ISO 37001, 
in 2016. 

The merit of  a level 
playing field international 
standard in anti-bribery 
has been recognised by 
governments. There are also 

Corruption is as old as 
Adam and Eve. And as long 
as it is human nature to 
be greedy, so corruption 
will continue to undermine 
civil society and damage 
companies and their 
stakeholders. What is 
different today is a sharp 
rise in the level of public 
and corporate intolerance  
for corruption and an 
enhanced ability, through 
global connectivity, to 
disclose and communicate 
unethical behaviour, 
especially via the media. 

Corruption is generally 
considered to be ‘the 
abuse of  entrusted power 
for personal gain’. At 
whatever level that occurs 
in an organisation, it can 
be perpetrated in many 
ways, including through 
bribery, fraud and theft. The 
proceeds will be laundered 
and the crimes themselves 
are often traceable in 
the digital world that all 
businesses now function in.  

Companies should 
therefore address corruption 
risk in the round, as a 
part of  and not apart from 
their business strategy, 
neither segregating nor 
separately managing 
their vulnerabilities. 

Confusion
Given the plethora of  
guidance, business tools, 
pacts and conventions that 
exist, it is no surprise that 
smaller companies find it 
difficult to determine what 
to do – even if  they are 
minded to do something or 
have the resources and time. 

This difficulty is 
compounded by different 
cultural attitudes to bribery 

many business advantages 
in adopting the standard. 
They include:

* increased visibility 
of  market and sector 
risks, enhancing 
business process

* really knowing 
customers, suppliers and 
business partners

* competitive differentiation 

* enhancing brand 
value and business 
sustainability

* building stronger 
shareholder and 
investor confidence

* keeping everyone on the 
right side of  the law. 

BS 10500 is not jurisdiction-
specific, and as such 
addresses the needs of  
organisations regardless 
of  domicile, local law and 
culture. It is therefore a 
truly international standard 
for an interconnected 
business world that will help 
all businesses, including 
smaller enterprises, to 
address bribery risk. ■  

John Burbidge-King is CEO 
of Interchange 

The bung-buster
John Burbidge-King sets out the compelling attractions of a UK-authored  
anti-bribery management system standard that is set for international recognition

FOR MORE INFORMATION:

A discussion on combating bribery risk, involving the 
author, is at www.accaglobal.com/ab75

www.bsigroup.com/anti-bribery

www.interchange-solutions.co.uk
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I left school at 15. My birthday is 31 
August, so I was the youngest in my 
year. My parents were not in a position 
to support me in further education, 
so my only option was training while 
earning at the same time.

I wanted to get into finance and 
banking seemed like the best option. 
I joined NatWest in Swiss Cottage, 
London, straight from school. After 
three years my father introduced me 
to a friend who was an accountant. 
From speaking to him it seemed like 
an interesting and varied career option 
with greater opportunities, so I took 
a cut in salary to move to a small 
accountancy firm in St Albans as an 
AAT trainee.

I always aimed to work in London. 
When I was in my third year of  training 
I moved to Fraser Russell, a top 20 
firm with a number of  audit clients 
and a London head office. I passed my 
AAT exams and moved on to the ACCA 
Qualification, which has served me 
very well.

I’ve worked for small, mid-sized and 
large firms. I worked as an audit 
and accounting manager at SRLV 
after leaving Fraser Russell, which 
taught me a lot and introduced 
me to corporate finance 
work. I was later approached 
to work at EY to join their 
entertainment team, which 
was too good an opportunity 
to miss. After three years an 
internal restructure meant 
that I had to choose 
between audit and 
accounting, and 
at that point I 
decided to move 
on.
The best thing 

‘ YOU HAVE TO PERSEVERE. SET YOURSELF 
GOALS, BE HONEST ABOUT WHAT YOU WANT, 
AND IF YOU DON’T GET IT, MOVE ON’  
ESTHER WOOD FCCA, PARTNER, HAINES WATTS

about my job is the variety. No two 
days are the same, but I’m in control 
of  what I do. At the point I joined 
Haines Watts they were looking for 
someone who was prepared to get their 
hands dirty and initially take on work 
that might be considered beneath their 
pay grade in order to get a feel for their 
clients. They were very honest about 
what I could achieve if  I delivered 
within the role. In turn Haines Watts 
did what they said they would and I like 
that.

My target was to be a partner before 
I was 40. I made partner 20 months 
after joining Haines Watts and was the 
first female to be promoted to partner 
within the London office. I’ll be 40 later 
this year and on the day I’ll cruising 
around the Med.

Women in business sometimes feel as 
though they need to act in a masculine 
way to get noticed. I don’t. I think it’s 
important to be true to who you are 
and your personality. My personal style 
is modern, feminine and fashionable, 

but still more than smart 
enough for business. ■

Are you interested in 
appearing on this 
page? If  so, 
contact Simon 
Webster
simon.webster@
accaglobal.com

The view from

SNAPSHOT:
INDIRECT TAX
Indirect taxes tend to fall on 
economic transactions or 
activities rather than income 
or profits. The UK’s main 
indirect tax is VAT; others 
include customs and excise 
duties, insurance premium 
tax, landfill tax and the 
climate change levy. 

They can be fiendishly 
complex (and may vary hugely 
between countries), so the 
biggest issue for businesses is 
invariably compliance.

‘The last 20 years have 
seen significantly increased 
levels of  complexity with 
many new pages of  legislation 
and a positive flood of  court 
decisions,’ says Daniel 
Lyons, indirect tax partner at 
Deloitte. The penalty regime 
has also become harsher.

Lyons says accountants’ 
skills are invaluable in dealing 
with indirect tax: ‘In particular, 
the ability to understand and 
operate complex financial 
accounting systems gives 
accountants an advantage 
over many other indirect tax 
professionals when it comes 
to optimising efficiency and 
ensuring compliance.’

50%+
An EY study on VAT/GST 
changes at the end of  2013 
found that primary indirect 
tax laws change at least 
annually in over 50% of  the 
96 countries surveyed, with 
major changes even more 
often in over 20 countries.
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Partner in name only?
All the outward indications may be that you’re self-employed, but unless you also have a 
sizable share in power and risk within the firm you will be taxed as an employee from now on

If  members become taxable as 
employees, LLPs must make sure that 
they are included on the payroll and 
that the PAYE system is applied. As 
well as the extra administration, firms 
would have to pay employer NICs.

Developed in haste and with only 

partial consultation, the new rules 
have impressed few in the profession. 
Though the stated intent was to catch 
obvious cases of  tax evasion, the scope 
appears to include arrangements long 
seen as standard in professional firms. 

Chas Roy-Chowdhury, ACCA’s head 
of  taxation, says: ‘There has been a 
feeling for a long time in HMRC, and 
hence in the Treasury, that LLPs are 
just tax avoidance vehicles, which isn’t 
true. They are there primarily to limit 
liability. But whether or not avoidance 
is going on in LLPs is one issue; to 
impose a bunch of  fairly onerous tests 
on partners is something else.’ 

He criticises the fact that the three 
conditions did not appear in the initial 
consultation and that insufficient time 
was given to let LLPs digest the rules 
and respond if  necessary. 

‘Large firms, small firms, 
accountants, lawyers – everybody 
has had to review and rewrite their 
partnership agreements,’ Roy-
Chowdhury says. ‘The amount of  work 
required has been huge. A lot more 
time should have been allowed.’ 

This was also the view of  the House 
of  Lords. In March, its Economic 
Affairs Committee’s Finance Bill Sub-
Committee recommended that the LLP 
tax changes be delayed until 2015 to 
allow firms more time to adapt and 
fuller consultation to take place to 
make sure the legislation was being 
targeted properly. This plea was not 
heeded in the Budget. 

The run-up to the end of the tax 
year was particularly fraught for 
some accountancy firms. Apart from 
advising clients on their tax issues, 
limited liability partnerships (LLPs) 
and their members – or partners – 
have been grappling with the new 
rules that came into force from 6 April 
and which challenge members’ self-
employment status.  

Under HMRC’s new rules, LLP 
members will be treated for tax 
purposes as employees if  they satisfy 
all of  three conditions (see box 
below). These focus on how much of  
an individual’s remuneration is fixed, 
the extent to which they can influence 
decisions in the firm, and the level of  
their capital contribution. 

In most cases, satisfying all 
conditions would be unwelcome. 

▌▌▌‘IT WILL BE AT THE POINT WHEN THE STATUS 
OF INDIVIDUALS IS CHALLENGED THAT THERE 
WILL BE WAILING AND GNASHING OF TEETH’

By now therefore, with the core 
April 2014 deadline passed, most of  
the work required to adjust to the new 
rules will have been completed. Many 
firms have had to restructure in some 
way, most having focused on seeking 
additional capital contributions from 

any individual members who might 
otherwise meet all three conditions. 

Catherine Robins, tax specialist 
and partner in Pinsent Masons, says: 
‘This route provides greatest certainty, 
because you can clearly show how 
much capital you have paid in.’ Some 
partners going down this route may 
still be finalising their bank loans, 
benefitting from the extra three months 
allowed by HMRC to make their capital 
payments (as long as they gave a firm 
commitment to do so by 6 April). 

The capital contribution route is 
one taken by the small group of  fixed 
share partners (essentially receiving 
guaranteed income) at MHA MacIntyre 
Hudson. Partner Nigel May says: 
‘We have moved them onto the same 
structure traditionally applied for 
most partners, which involves making 
a capital contribution and receiving 
a share of  the firm’s profits. We were 
conducting a simplification exercise of  
our remuneration structures anyway, 
but individuals who were on fixed 
shares have had to put their hands in 
their pockets.’

But addressing HMRC’s other two 
conditions appears more difficult 
or more open to challenge. Under 
the disguised salary condition, for 
example, profit share payments to 
partners need to be linked to the 
profits of  the LLP as a whole, rather 
than the profits of  an office or a region. 

Robins says: ‘HMRC also takes a 
quite restricted view of  significant 

THE ACID TEST
LLP members will be treated 
for tax purposes as employees 
if they satisfy all three of the 
following conditions:

* disguised salary – when 
80% or more of  the amount 
payable by the LLP to a 
member for their services 
is disguised salary (ie is 
unaffected by the overall 
profits or losses of  the LLP)

* significant influence – a 
member does not have 
significant influence over the 
LLP’s affairs

* capital contribution: the 
member’s capital contribution 
to the LLP is less than 25% of  
the expected disguised salary 
in a tax year. 

To retain their self-employed 
status, LLP members need to 
fail one of  these conditions. In 
practice, members might prefer 
to fail two of  the conditions, just 
in case HMRC challenges their 
interpretation of  the rules. 
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influence. There may be no problem 
if  you are in a relatively small firm 
and you have partnership meetings 
where decisions are taken with all the 
partners sitting round the table. But 
in the bigger firms, that just wouldn’t 
happen.’ Partners sitting on the central 
board could argue they had significant 
influence, but it is less clear whether 
HMRC would accept that partners 
running an office or a service line were 
exerting sufficient influence.  

Firms have been able to help 
partners who need bank funding by 

encouraging mass facilities. This 
is acceptable, as long as individual 
partners have individual agreements 
with the bank. HMRC also confirmed 
that firms could also act as agents for 
partners in terms of  paying over loan 
interest en masse to a bank. Firms 
must, however, charge the interest back 
to individual partners’ current accounts 
so that they bear the charge.

Given the routes open to partners 
and firms to adjust their structures 
to suit the new rules, most LLP 
members appear able to retain their 

self-employed status if  they wish to do 
so. Nevertheless, some firms may by 
accident find they have members who 
meet all three conditions – perhaps 
due to underestimating the time 
needed to adjust to the new rules. 

Some members, however, 
particularly those in international 
firms, may want to be employees for 
tax purposes, even if  temporarily. Non-
resident partners not currently working 
in the UK could prefer to be taxed as 
employees so that they are taxed only 
in their country of  residence. »
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Tina Riches, national tax partner 
at Smith & Williamson, says: ‘If  the 
rate of  tax is lower in their country 
of  residence, some people may be 
better off  by being treated as an 
employee and therefore not being 
taxed in the UK. This would not 
preclude them becoming a 
partner for tax purposes again 
in future if  they return to the 
UK, though this is best done at 
the start of  the tax year.’ 

Although the work to comply 
with the start of  the new rules 
may have been completed, May 
believes the issue of  members’ 
status is ‘going to have a relatively 
long life’. He says: ‘April 6 is the 
date at which you look at the status of  
individuals, but nothing will hit the fan 
until later. It will be at the point when 
the status of  individuals is challenged 
that there will be wailing and gnashing 
of  teeth, so this is going to be a 
constantly evolving story. It is the 
obligation of  businesses to operate the 
rules, and for HMRC to monitor that. I 
think one should assume that there will 
be challenges.’ 

The first of  any such challenges are 
likely to arise, May suspects, in 2016, 
after HMRC has received LLPs’ returns 
for the year to 5 April 2015 – due by 
31 January 2016. ‘So it’s going to be 
some time before one can establish 
first the extent of  HMRC’s interest in 
this area, and second the extent to 
which there is non-compliance.’

In the meantime, firms must 
continue paying attention to the anti-
avoidance provisions which might 
be triggered if  HMRC suspects that 
circular transactions are taking place 
– a bank lending to partners, who pay 
capital to their firm, which pays off  
debt with the same bank. 

Riches says: ‘Firms will need to 
be careful. If  they completely pay off  
their overdraft, or were their overdraft 
facility withdrawn on the basis the bank 
doesn’t think the firm needs it, there 
is a risk that HMRC would connect up 
the transactions. People need to keep 
a constant eye on what’s happening 
in practice to make sure they aren’t 
inadvertently caught by the rules. Just 
getting the right structure in place for 6 
April isn’t really sufficient. They need to 
monitor the situation going forward.’ ■

Sarah Perrin, journalist

WINKELHOF WATCH
As Accounting and Business went to press, the Supreme Court was 
considering the case of Bates van Winkelhof v Clyde & Co LLP, which 
is concerned with the rights and protections available to professionals 
with LLP member status. The ruling, likely to be published in May, could 
be of interest to any LLP members who now find themselves classified 
as employees for tax purposes, but without the legal rights from which 
employees benefit.

Krista Bates van Winkelhof  was expelled from the partnership of  Clyde 
& Co after, she claimed, blowing the whistle on alleged money laundering 
activities in an associated firm in Tanzania. The allegations are strongly 
denied by the firm and the details of  the case are complex, but the relevant 
issue here concerns whether Bates van Winkelhof  is a ‘worker’ under UK 
legislation and therefore protected under whistleblowing legislation. If  she 
is, then LLP members could gain other wide-ranging employment rights, 
including paid annual leave and a maximum working week of  48 hours. 

The case has already been through an Employment Tribunal (which 
decided Bates van Winkelhof  was not a worker), an Employment Appeal 
Tribunal (which disagreed), and the Court of  Appeal, which concluded 
she was not a worker. ‘The Court of  Appeal decided it can’t be right that 
somebody who is a partner should be getting protection intended for 
people who are in a subordinate position,’ says Paul Quain, partner in GQ 
Employment Law. 

Though on balance it might be a stretch for the Supreme Court to decide 
Bates van Winkelhof  is a worker under the law, the outcome is ‘not a slam-
dunk’, says Quain. ‘There are competing tensions and the Supreme Court 
judges are likely to be pulled in different directions. On the one hand, if  
they decide she is a worker, she becomes entitled to all sorts of  rights you 
might not expect her to have. But on the other hand, society needs people 
to tell us when bad things are happening. So there is a public policy reason 
why the Supreme Court judges might think partners should have some 
protection if  they report that a firm is money laundering.’ 

The court could still bat the issue back to parliament, which could 
specifically provide whistleblowing protection for partners under the law.
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The nature of our work 
means that responding to 
unpredictable, complex 
and rapidly developing 
critical situations is 
the norm rather than 
the exception. In my 
role, solving problems, 
providing information to 
support decision-making 
and determining the 
extent to which different 
activities are financially sound are core 
responsibilities – but each area of  the 
refugee agency’s work might present 
any number of  unique challenges. 
It’s an exciting, stimulating place to 
work; and while geographically we’re 
far removed from the places where the 
United Nations High Commissioner 
for Refugees (UNHCR) operates, 
there’s still a strong sense that we’re 
contributing to work that aims to help 
millions of  people to survive in often 
tragic circumstances. 

Robust systems and strong financial 
controls are essential in a shared 
services centre environment. I joined 
UNHCR shortly after its shared 
services centre was established in 
Hungary six years ago. Today, it’s a 
massive operation; we work alongside 
colleagues in support functions such 
as logistics and IT, and Budapest also 
hosts UNHCR’s global learning centre. 
The agency leads and coordinates 
activities in some 120 countries; we 
need to have visibility of  everything 
that’s happening, in real time, from 
receivables and cash management 
to reporting and procurement. We 
rely heavily on first-class information 
systems and technology, and I’ve had 
the chance to participate in a major 
upgrade of  our ERP systems. It’s vital 
that resources are channelled as much 
as possible to frontline service delivery 

‘WE RELY HEAVILY ON FIRST-CLASS 
INFORMATION SYSTEMS AND TECHNOLOGY’  
ZOLTAN BAKONYI ACCA, ASSOCIATE FINANCE 
OFFICER, UNHCR, BUDAPEST, HUNGARY

– the more we can develop 
our systems to drive 
efficiencies, the more we 
can ensure funds are used 
where they’re most needed.
 
Visiting UNHCR bases 
in Africa gave me 
vital insights into the 
challenges we face out 
in the field. It’s rightly 
regarded as crucial that 

in finance, we understand people’s 
issues from every conceivable angle, 
and that we in turn share knowledge 
and expertise with our colleagues on 
the ground. Take South Sudan, where 
I was recently posted – it only became 
an independent nation two years ago, 
so the authorities there are not just 
dealing with a huge refugee situation 
in the wake of  the civil war; they’re 
also trying to develop a functional 
state. I’d previously visited Senegal, 
where UNHCR is helping to integrate 
thousands of  Mauritanian refugees who 
want to settle there. These overseas 
visits mean we get to see exactly what 
support and resources are required. 

Our paymasters are governments, 
not shareholders, and they’re just 
as demanding and rigorous in their 
scrutiny of how we use resources. 
Much of  our financial reporting is 
conducted with donor nations in mind 
– they may not receive the services 
we provide but as the funding parties, 
they want to know that we’re getting 
value for money and achieving the 
outcomes we set out to deliver. But it’s 
not just about hard facts and figures; 
most of  the major donor countries 
have their own people on the ground, 
monitoring activity and standing by 
should further input be required. There 
is a lot of  really useful collaboration 
and interaction. ■ 

The view from

SNAPSHOT:
SCOTLAND
The Scottish government 
is responsible for health, 
education, justice, rural 
affairs, housing, culture, 
the environment and 
infrastructure in Scotland. 
The UK government retains 
responsibility for foreign 
policy, defence, immigration 
and the constitution.

Scotland’s total devolved 
cash expenditure for the 
2014/15 year is £35bn, 
including £12.2bn for health, 
£10.3bn for local government, 
£3bn for education, £2.9bn 
for infrastructure, £2.5bn 
for justice, £500m for 
rural affairs, £200m for 
culture, and £200m for 
administration.Total public 
spending in Scotland, 
including UK government 
spending and debt interest 
payments, totalled £65bn 
in the 2013/14 year. In its 
devolved Budget in January, 
the Scottish government 
committed to securing £8bn 
of  infrastructure expenditure 
over the next two years, 
including through public 
private partnerships. 

For more on Scotland, see 
‘Stick or twist?’, page 80.

£68m
Scotland’s annual spend in 
2014/15 and 2015/16 to 
mitigate the impact of  welfare 
reforms. The UK government 
has cut £4.5bn from 
Scotland’s total welfare budget 
over the next five years.
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Digital by default
In the public sector, online service provision is now the only game in town. But while it 
makes service delivery far cheaper and faster, it could also widen the digital divide

Several government departments 
strongly encourage application forms 
and annual returns to be submitted 
online. HMRC’s move to online self-
assessment is just one example. 

The government’s ‘digital-by-default’ 
strategy makes it easiest to do things 
online, with the assumption that this is 
how things will normally be done from 
now on. 

place may become clear only later 
this year when they start throwing 
away their car licence discs as the 
licence system becomes all-digital, 
with non-payment detected by number 
plate recognition technology. This will 
be an extremely visual symbol of  the 
way services are becoming virtual, but 
there has been steady progress over 
several years to reach this point.

Public services are going through a 
revolution – a digital revolution. For 
reasons of cost and convenience, 
a wide range of public services 
will never be the same again. From 
vehicle and driver licensing to tax 
assessments, service delivery is 
moving online.

For many people, the scale and 
speed of  the transformation taking 
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▌▌▌‘THE GOVERNMENT HAS “PAPER FACTORIES” 
– CERTAIN OFFICES JUST HAVE LORRYLOADS OF 
PAPER. MAUDE WANTS TO ELIMINATE THIS’

FOR MORE INFORMATION:

The ACCA report, How e-business 
transforms public sector services 

in the UK, is at: 
www.accaglobal.com/public-sector

Substantial savings
Driving licence renewal is an example, 
with a growing number of  applications 
submitted online and drivers’ records 
stored digitally. Substantial savings are 
expected, not just for the government 
whose staff  no longer need to input 
vast quantities of  data manually. Other 
savings will be passed on to drivers 
through lower insurance premiums, with 
insurers able to quickly access reliable 
information online on drivers’ records.

ACCA UK’s Helen Ripley, author of  
the report How e-business transforms 
public sector services in the UK, says: 
‘The impetus was from Francis Maude, 
the Cabinet Office minister, saying the 
government has “paper factories” –
certain offices just have lorryloads of  
paper. Maude wants to eliminate this.’

This is not simply a desire by 
government to be environmentally 
friendly. More pressing is the need to 
cut costs and improve efficiency. The 
process is similar to going shopping in 
a large supermarket. If  the customer 
can be persuaded to do self-service, 
fewer staff  are required and overheads 
are reduced.

‘The cost of  transactions is just so 
much more around paper,’ says Ripley. 
‘There are massive cost benefits if  
service users are more involved and 
take more responsibility.’

In the case of  the Driving Standards 
Agency, the move to ‘digital by default’ 
is expected to save about 3% of  annual 
costs. Staffing levels have fallen by 
20% – from 625 in 2012 to 500. This 
is not just the result of  adopting digital 
processes; there is also a broader 
attempt at improving management 
practices – for example, with tighter 
monitoring of  staff  absenteeism. But 
the drive to digital generates much of  
the productivity gain.

For HMRC, the efficiency benefits 
have been even bigger. HMRC calculates 
the cost of  processing an online self-
assessment tax return is about £1, 
compared with £12 for a paper return.  

Online service provision and other 
e-business practices can generate a 

wider range of  benefits. The effective 
use of  websites and social media can 
improve the interaction between the 
public sector, its service users and 
other citizens. There are opportunities 
for greater transparency in the 
way the public sector works and in 
making systems more accountable to 
users. Improved communication with 
public bodies such as hospitals and 
GPs could make it easier to change 
appointment times and reduce the 
number of  missed appointments.

But as service users get used to 
the way that some private sector 
businesses provide immediate 
responses to emailed questions, there 
will be demands on public agencies to 
respond at similar speed. Either those 
expectations will not be met, or some 

administrative costs may rise rather 
than fall.

‘There is a worry that if  public 
services become more accessible, 
then people want more,’ explains 
Ripley. Waiting times to see GPs act 
as a barrier that reduces demand. 
Improving access to GPs is likely to 
significantly increase their workload.

Policy concerns
Ripley adds that there are also policy 
concerns about moving services 
online when many people still lack 
internet access or are resistant to the 
technology. About 15% of  homes do 
not have a computer for reasons of  
poverty or lack of  skills. Public services 
cannot avoid their responsibilities to 
these citizens and must ensure their 
e-business approach does not increase 
inequality and so penalise some of  
society’s most vulnerable people.

‘There are so many issues relating 
to public services,’ Ripley says. ‘The 
corporate sector can exclude part of  the 
marketplace; the public sector cannot 
do that. There is a lot of  opposition [to 
the adoption of  e-business practices] 
from people who are scared and don’t 
want to use the technology; also within 
public bodies there are people who 
work on the front line, who feel the 

service they give will be diminished and 
everything will move onto email.’

Ripley’s report – which began as 
a dissertation for her MSc – involved 
interviewing 31 public sector workers 
about their attitudes to e-business. 
While all recognised the benefits, some 
were concerned that the full adoption 
of  e-business practices would detract 
from the true value of  the services 
they provide, especially as many are 
proud of  the face-to-face, specialist, 
customised advice they can offer.

But given the size of  the efficiency 
savings available from online self-
servicing – ‘quite huge’ in the words of  
Ripley – the process is inevitable, while 
safeguards can be put in place for the 
vulnerable who do not have access 
to the internet. ‘As the government’s 
“digital-by-default” policy accelerates, 
clearly there is a balancing act for 
UK central government departments, 
especially when it comes to data 
protection and the upskilling and 
training of  staff,’ explains Ripley.

Best practice can improve the 
adoption of  online service provision 
and overcome many of  the problems, 
the report suggests. There should 
be ‘internal advocates’ within 
organisations – people who recognise 
the benefits that can be achieved 
from e-business. Management should 
be open to listening to staff’s own 
suggestions on how to implement new 
systems and to make them better. 
Ultimately, e-business practices must 
be adopted only when it is appropriate 
for service users. Priority should be 
given to the elimination of  tasks that 
are dull and repetitive, so freeing up 
time for higher-level activities.

Public bodies must work hard to 
manage change well, concludes the 
report, be prepared to make significant 
cultural shifts and persuade more 
reluctant workers to support the move 
to e-business practices. If  they can do 
that, the public service revolution is 
much more likely to be a success that 
benefits almost everyone. ■

Paul Gosling, journalist
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prospective undergraduate 
students, working 
professionals without a 
background in business 
and anyone interested 
in entering the finance 
profession and seeking a 
route to ACCA membership.

The course will receive 
professional accreditation 
from ACCA and give 
exemption from Paper F1 
(Accountant in Business) of  
the ACCA Qualification. 

Learners who fully 
participate and pass 
the associated exam 
gain the opportunity 
to continue onwards to 
ACCA membership and a 
rewarding career in finance.

ACCA is working with 
the university partners 
of massive open online 
course (MOOC) provider 
FutureLearn to make 
learning content in 
accountancy, finance and 
business available online 
and free of charge. 

The first MOOC to 
launch as a result of  the 
collaboration will be called 
‘Discovering Business in 
Society’, developed by 
academics at the University 
of  Exeter.

Launching this 
September, the course is 
aimed at anyone interested 
in learning the principles 
of  business, including 

Simon Nelson, chief  
executive of  FutureLearn, 
said: ‘Our free online 
courses provide a valuable 
means of  supplementing 
professional knowledge, and 
also offer learners career 
options they might not 
previously have considered.’

Professor Robin Mason, 
dean of  the University of  
Exeter Business School, 
said: ‘We are very much 
looking forward to joining 
with ACCA and FutureLearn 

to be a part of  this new and 
exciting opportunity.’

ACCA chief  executive 
Helen Brand said: ‘ACCA 
has led innovation in the 
profession, starting with 
computer-based exams way 
back in 1998. Access to the 
accountancy profession is 
important to ACCA; one of  
our core values is that of  
opportunity – enabling those 
with ability to become a 
finance professional, with or 
without a degree.’ ■

ACCA offers MOOC accreditation
A free online course in business that has professional recognition and gives exemption 
from Paper F1 will be the first MOOC to emerge from a collaboration with FutureLearn

FOR MORE INFORMATION:

Sign up for the course at http://tinyurl.com/FL-DBS

See also our feature on MOOCs, page 40
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accountants are complete finance professionals 
– thoroughly trained in all areas of business 
and finance including strategy and innovation, 
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bases, Council members 
do not represent particular 
areas or functions; they are 
elected by the membership 
as a whole.

Candidates come from all 
parts of  the world and every 
sector of  the profession, and 
represent a wide range of  
senior positions. Long-term 
or technical experience is 
valuable, but so is proven 
ability to participate actively 
in strategic decision-
making. Council experience 
is not necessary but an 
understanding of  good 
governance is essential, and 
personal and professional 
integrity must be of  the 
highest standard.

Specifically, ACCA 
expects members to have:

* 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 

As the governing body of 
ACCA, Council has a pivotal 
role. It has a wide-ranging 
remit that includes:

* ensuring ACCA operates 
in the public interest and 
delivers the objectives set 
out in its royal charter

* setting ACCA’s overall 
direction through 
regular approval of  
ACCA strategy

* ensuring governance 
structures are aligned to 
the effective delivery  
of  strategy

* engaging with members 
to explain and promote 
ACCA’s strategic direction

* acting on behalf  of  
all members – and 
future members 
(today’s students)

* providing an objective 
environment for the 
executive team to explore 
new ideas or challenges.

Council and the executive 
team collaborate to 
devise strategy, which 
is then approved by 
Council. Strategy delivery 
is the responsibility 
of  the executive team, 
with Council providing 
process governance and 
performance management.

Whatever their 
geographical or sectoral 

environments

* planning and time 
management

* a willingness to learn  
and develop.

Anyone wishing to stand 
must be nominated by at 
least 10 other members in 
good standing. Candidates 
should supply a head-and-
shoulders photograph and 
an election statement of  up 
to 500 words. They must 
also sign declarations of  
their willingness to comply 
with, and be bound by, 
the code of  practice for 
Council members.

From 2014, candidates 
may also produce a 
video in support of  their 
election statements. The 

videos will be posted on a 
dedicated section of  the 
ACCA website, together 
with the written statements 
and photographs.

Further information on 
Council service and the 
election process, including 
guidance on the production 
of  election videos and 
rules on the use of  social 
media during the Council 
elections, can be obtained 
at www.accaglobal.com/
ab62 or by sending an 
email to secretariat@
accaglobal.com quoting 
‘Council Elections’ in the 
subject box.

The closing date for 
submitting nominations is 
18 June 2014. ■

Elections to Council
Nominations are invited for members to stand for election to Council at the 2014 AGM

WHY I STOOD
ACCA Council members, 
including Dean Westcott, 
share their personal 
reasons for standing, 
how it has benefited 
them, and tips for anyone 
considering standing.

Find out what they 
are by watching the 
video at www.accaglobal.
com/ab62
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SCOTTISH AWARDS 
The Scottish Accountancy Awards look to reward and 
publicise the achievements of individuals, teams and 
organisations within the Scottish accountancy and 
finance sector. ACCA Scotland is proud to sponsor 
these prestigious awards, which recognise accountants 
in both the public and private sector. 

The event will be held in Glasgow on 18 June, 
and we would be delighted to see you or your firm 
there. To book a table (£1,200 + VAT) or discuss 
sponsorship opportunities, call Siobhan Maclean, 
senior sponsorship executive, on 07881 512 098, or 
email smaclean@insider.co.uk

SWANS’ WAY
10 July, Swansea
Held in association with IoD Wales, this ACCA Wales 
event features an audience with celebrated former 
Swansea City FC striker Lee Trundle (pictured), now 
a club ambassador, and will be hosted by BBC sports 
correspondent Frances Donovan. Trundle will talk about 
his career and the impact of  Swansea FC’s success on 
local businesses. He will also provide an insight into 
talent development at the club and how the same ethos 
can be applied in a business perspective.

RESIDENTIAL 
CONFERENCE FOR 
PRACTITIONERS
11–12 July, Loughborough
This residential conference 
offers 12 units of  CPD 
in a relaxed and sociable 
environment – the perfect 
opportunity to update 
your knowledge on the 
current developments in the 
profession. Taking place over 
a Friday and Saturday, the 
conference minimises time 
away from the office.

2ND ACCA UK LOCAL 
GOVERNMENT SUMMIT  
17 October, London
Following the success of  
our first local government 
summit, the theme of  this 
year’s conference will be 
‘public service reform’. 
The day will include 
presentations from leading 
speakers, workshops, and a 
networking drinks reception.

Cost: £199 + VAT, early-
bird rate of  £169 + VAT if  
you book before 1 October.

SCOTLAND

BUSINESS LUNCH 2014
5 June, Edinburgh
The elegant surroundings of  
The George Hotel will be the 
setting for a drinks reception 
and two-course lunch, and 
we are delighted to welcome 
back Craig Mathieson, 
polar explorer and ex VAT 
specialist, who regularly 
enthralls ACCA members 
and guests with tales of  his 
exploits in the Arctic tundra. 
This year he will be sharing 
his most recent adventures 
on the ice caps, as well as 
drawing on his experiences 
from the world of  business 
and finance. ■

ENGLAND

THE ECONOMIC 
BENEFITS OF HS2
12 June, Bolton
A high-profile panel will 
debate the potential 
economic benefits of  HS2 
to the northwest of  England 
at Bolton’s Reebok Stadium. 
The panel includes Atlantic 
Gateway executive director 
Baroness Susan Williams, 
Bolton West MP Julie Hilling 
and Manchester City Council 
leader Sir Richard Leese. 
Questions from the audience 
will be actively encouraged 
by the panel chair, Steve 
Edwards, chair of  ACCA’s 
Corporate Sector Network.

THE GREAT 
OUTSOURCING DEBATE
12 June,  
London Transport Museum
Barnet Council chief  
operating officer Chris 
Naylor and Arvato public 
sector MD Debra Maxwell  
will discuss the issues 
involved in outsourcing 
local services. There will 
be an opportunity to put 
questions to both sides. 
Entry includes entrance to 
the museum afterwards.

CHANNEL ISLANDS 
CONFERENCE
18–20 June, Guernsey
ACCA UK’s annual Channel 
Islands Conference focuses 
on key issues faced by 
finance professionals 
in the Channel Islands. 
Our expert speakers will 
keep you informed of  the 
latest developments in the 
profession. You will also 
have the ideal opportunity 
to network and share best 
practice with your peers.

Upcoming events
ACCA UK runs an exciting programme of events across the country, featuring high-profile 
speakers and offering networking and CPD opportunities. Here are some highlights

FOR MORE INFORMATION:

www.accaglobal.com/uk/events
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executive to Oman and 
followed by visits of  smaller 
Council delegations to other 
key markets for ACCA in 
the region – Bangladesh, 
Pakistan and Sri Lanka. 
These visits provided 
opportunities for senior 
ACCA representatives to meet 
with members, employers 
and other key stakeholders in 
those countries.

The Council meeting 
itself  featured discussions 
and decisions on a number 
of  important matters.

* Council unanimously 
approved ACCA’s strategy 
to 2020. Council believes 
that the strategy, which 
recognises that members 
are core to the existence 
of  ACCA and are at the 
heart of  everything we 
do, will create a vibrant 
future for ACCA and 
make an even greater 
contribution to the 
sustainability of  the 
global economy.

* In the shorter term, 
Council also approved 
the proposed budget 
for the organisation for 

For only the fifth time since 
2006, ACCA’s Council 
met outside the UK and 
Ireland. Following previous 
successful meetings and 
associated events in Kuala 
Lumpur, Beijing, Prague 
and Nairobi, March 2014 
was the first time the 
Council meeting had ever 
taken place in the Middle 
East. 

A number of  events 
were arranged to coincide 
with the landmark Dubai 
meeting, including a forum 
on integrated reporting held 
jointly with Pearl Initiative 
(see article on page 38), 
a member recognition 
ceremony, meetings with key 
stakeholders and a dinner 
for members of  the UAE’s 
accounting, business and 
academic communities. 

A high point of  the 
visit was the signing of  a 
partnership agreement with 
the UAE Accountants and 
Auditors Association (AAA) 
(see panel article opposite).

The Council meeting 
was preceded by a visit by 
the officers and the chief  

Dubai landmark for Council

First ever Middle East meeting for Council sees key decisions taken on ACCA’s 
strategy, budget and public interest oversight arrangements

2014/15. Following a 
recommendation from 
a group of  committee 
chairmen, Council also 
approved achievement 
measure targets put in 
place to track ACCA’s 
strategic performance in 
2014/15.

* On a recommendation 
from its Governance 
Design Committee, 
Council approved a 
package of  changes to 
ACCA’s public interest 
oversight arrangements. 
The changes are designed 
to bring about a single 
oversight mechanism 
for all ACCA’s public 
interest functions, with 
the existing Regulatory 
Board sitting at the heart 
of  a new unified oversight 
structure consisting of  a 
Qualifications Board, an 
Appointments Board and 
a Standards Board.

* Council agreed to extend 
ACCA membership to 
eight senior accountants 
from China, Nigeria and 
Singapore, in accordance 
with the provisions of  
membership regulation 
3(f).

* Council received 
presentations on the 
prospects for ACCA in the 
UAE and the wider Middle 
East, North Africa and 
South Asia region.

* Council confirmed 
Brian McEnery as its 
preferred nominee 
for vice president 
2014/15. (The formal 
elections for ACCA’s 
officers will take place 
at the annual Council 
meeting immediately 
following the AGM on 18 
September 2014.)

Council’s next meeting will 
be held in London on 21 
June 2014. ■

FOR MORE INFORMATION:

A special edition of  Accounting and Business focusing 
on the Middle East and South Asia is available at  

www.accaglobal.com/ab
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which we hold in the highest 
regard, to further enhance 
the accountancy profession 
in the UAE.’ 

Ahmad Darwish, 
chairman of  the members’ 
advisory committee for 
ACCA UAE and head of  
AAA’s chartered accountants 
committee, said: ‘The 
excellent qualification 

eligibility for both AAA and 
ACCA membership. 

AAA and ACCA will also 
run joint events.

Al Muhairi said: ‘We 
are confident that this 
partnership is a milestone 
for the profession in UAE.’

Turner said: ‘We look 
forward to working closely 
with a professional body 

Strategic partnership
ACCA Qualification will form the basis of the UAE’s new 
national chartered accountant qualification

At an event patronised by 
His Excellency Sultan bin 
Saeed Al Mansoori, UAE 
minister of economy, 
the UAE Accountants 
and Auditors Association 
(AAA) and ACCA 
signed a strategic 
partnership to support 
the government’s drive 
to promote a chartered 
accountant qualification 
for UAE nationals.

The strategic 
partnership was signed 
by AAA chairman Saif  
bin Abed Al Muhairi and 
ACCA president Martin 
Turner (both pictured 
here), and witnessed by 
Mohammed Ahmed bin 
Abdul Aziz Al Shehhi, 
undersecretary at the 
UAE ministry of  economy. 

It builds on a 
memorandum of  
understanding agreed in 
November 2013 between 
AAA and ACCA.

As part of  the 
partnership, the ACCA 
Qualification will form the 
basis of  the new national 
chartered accountant 
qualification, which 
will be internationally 
recognised and confer 

introduced by this 
partnership will create 
new opportunities for 
future generations of  
Emiratis, enabling the 
UAE to further establish 
itself  as a leading 
financial services hub 
with highly qualified, 
globally aware finance 
professionals.’

▲ WOMEN IN FINANCE
The Dubai ceremony also saw 
ACCA chief executive Helen 
Brand present Cynthia Corby 
FCCA, partner at Deloitte and 
member of ACCA’s Members’ 
Advisory Committee in the 
UAE, with an award for leading 
ACCA’s women in finance 
initiatives

◄ FOUNDERS’ DAY
ACCA president Martin Turner 
presented awards to the 
Members’ Advisory Committee 
in the UAE in recognition 
of the commitment and the 
contribution they have made 
as founding members of the 
committee at a ceremony held 
in Dubai

◄ SRI LANKA VISIT
The participants in a 
roundtable discussion held 
with the Sri Lanka Association 
of Software and Service 
Companies (Slasscom) that 
took place during a visit to 
Sri Lanka held as part of the 
Dubai-hosted meeting of 
Council last month
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will have varying views and 
concerns over constitutional 
change, as will the rest of  
the population, and many 
are worried about making 
those views public. But it 
is vital that questions are 
asked so that the impact, 
positive or negative, can be 
judged, allowing us on 18 
September to make this vital 
decision with the most 
information possible.’

The event took place at 
the BDO offices at Atlantic 
Quay 10 days before the 
Budget and in the aftermath 
of  a fiery live TV debate 
between deputy first minister 
Nicola Sturgeon and Scottish 
Labour leader Johann 
Lamont. At the much better 
humoured breakfast debate, 

Glasgow’s impressive 
skyline makes a telling 
point about the city itself. 
After some majestic 
developments, the vista 
is now dominated by the 
Science Centre, the Clyde 
Auditorium ‘Armadillo’, the 
Finnieston Crane, the Clyde 
Arc ‘Squinty Bridge’ and 
the city’s newest landmark 
– the SSE Hydro arena. The 
message that can be read 
loud and clear against the 
sky is that Glasgow is open 
for business. 

There are similar scenes 
all over Scotland. Pockets 
of  regeneration and heavy 
investment radiate the 
belief  that this is a nation 
ready to punch above 
its weight in the global 
boxing ring – regardless 
of  what happens in the 
independence referendum 
on 18 September.

Yet that referendum is 
of  overwhelming interest to 
the business community. 
Almost 50 high-profile 
finance professionals 
from all around Scotland 
attended an ACCA Scotland/
IoD Referendum Breakfast 
Debate in Glasgow in March. 

Event chairman Allan 
Hogarth, director of  
stakeholder management 
company AH Strategies, 
set the scene: ‘We are 
slowly seeing signs of  
economic growth returning 

across the UK after the 
impact of  the most severe 
economic downturn since 
the 1930s.

‘Business people will 
have to consider what the 
impact of  independence 
and the Better Together 
proposals will have on 
their own sector. They 

Glasgow Scottish National 
Party MSP John Mason 
and Glasgow Labour MP 
William Bain (who stood in 
for Scottish Labour’s deputy 
leader Anas Sarwar) argued 
their respective cases for and 
against Scotland becoming 
an independent nation.

Both gave a presentation 
and agreed with Hogarth’s 
view of  a slowly recovering 
Scottish economy.

Bain spoke about the 
‘great potential’ generated 
by Scotland remaining part 
of  the UK. He said that his 
party wanted to see the 
Scottish Parliament with 
enhanced powers within 
the UK and suggested that 
Scotland would be able 
to control its own police, 

transport and health service, 
for example, while benefiting 
from being part of  one of  the 
world’s biggest economies. 

Mason – a qualified 
professional accountant – 
pointed out that there were 
‘risks with everything’. He 
added: ‘It is all very well 
asking for definitive facts 
about an independent 
Scotland – can the UK give 
us definite answers about 
the future? Will the UK 
remain in the EU? Will the 
UK enter the euro? What 
will UK corporation tax, VAT, 
income tax be in 10 years’ 
time? We don’t know.’

Recent comments 
by leading UK business 
figures were cited. Willie 
Walsh, chief  executive of  
International Airlines Group 
(IAG), which owns British 
Airways, received a name-
check for his assessment 
that independence could be 
a ‘positive development’ for 
BA. Likewise, Shell chief  
executive Ben van Beurden, 

Stick or twist?
A recent ACCA/IoD event debated the pros and cons of Scottish 
independence from the business and economic viewpoint 

▌▌▌POCKETS OF REGENERATION AND INVESTMENT 
RADIATE THE BELIEF THAT SCOTLAND IS READY TO 
PUNCH ABOVE ITS WEIGHT IN THE GLOBAL BOXING RING
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who has said he would 
prefer Scotland to remain in 
the UK because of  the risks 
and uncertainties posed by 
independence, was quoted. 

One of  the first questions 
from the floor was whether 
a Scottish currency would 
be stronger than sterling. 
Bain thought not: ‘If  you 
are borrowing on the money 
markets, a smaller state 
that does not have history 
will not be able to borrow at 
the low cost that the UK can 
at the moment.’ He quoted 
Bank of  England governor 
Mark Carney, who earlier this 
year said an independent 
Scotland might need to give 
up some sovereignty to make 
a currency union with the 
rest of  the UK work. 

Mason responded: ‘The 
UK cannot keep the pound 
and give us the debt.’ 

Asked by an audience 
member how, given the UK’s 
huge debts, investment in 
Scotland could take place, 
Bain said that quantitative 

easing was always an option 
and that infrastructure 
guarantees could also 
be issued. 

Mason mounted a stout 
defence of  the business 
success that small countries 
can enjoy. ‘Of  course, 
a bigger country has a 
louder voice in the world 
but smaller countries are 
more nimble and can adapt 
more easily to a changing 
world,’ he said. ‘That is why 
Revenue Scotland is being 
set up. As a smaller country 
we can work in partnership 
more with legislators, 
practitioners, business 
leaders and unions.’

Asked whether it was 
a problem that much of  
the UK’s wealth lies in 
south-east England, Bain 
responded: ‘We have 
enormous work going on 
in our universities here in 
Scotland but all too often 
the benefits of  that research 
go to other economies. If  
Scotland has access to a 

UK-wide university network, 
that benefits our economy.’

On the subject of  oil 
and gas in an independent 
Scotland, Mason said 
that Scotland would have 
full responsibility for its 
oil reserves. ‘There are 
reckoned to be reserves 
of  up to 24 billion barrels 
worth some £1 trillion,’ 
he said. ‘Oil and gas 
companies obviously think 
it is worthwhile investment 
– some £14bn investment is 
going into the North Sea.’ 
He added that Westminster 
had failed to invest the 
proceeds of  the North Sea 
for future generations while 

Norway’s oil fund is now the 
largest sovereign wealth fund 
in the world, worth £470bn.

Other questions in a 
robust, relevant and good-
humoured debate covered 
Trident and defence, and 
tax powers. But what came 
out of  the event as clearly 
as the message of  confident 
ambition proclaimed by the 
Glasgow skyline is that the 18 
September referendum will 
have decisive consequences 
for Scotland. ■ 

Karen Peattie, journalist

See also ‘Snapshot on 
Scotland’, page 69

▲ FOR AND AGAINST
(Left) Mason: ‘Smaller countries are nimbler and can adapt’  
(Right) Bain: ‘Benefit in being in one of world’s big economies’

▲ PRIDE OF THE CLYDE
The Crowne Plaza hotel (left) and the neighbouring Clyde 
Auditorium, one of Glasgow’s most iconic buildings
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ACCA innovates

The accountancy profession 
needs a modern, relevant 
and up-to-date syllabus 
for it to thrive on the global 
stage, says ACCA as it 
makes another improvement 
in its professional 
qualification.

A recent report from 
global recruitment company 
Randstad warned of  a 
potential future shortfall 
of  finance professionals 
in the UK. ACCA is also 
aware of  shortfalls 
elsewhere in the world, 
such as in Indonesia, where 
there is ample capacity for 
the profession to grow and 
to thrive.

Catherine Edwards, 
ACCA’s director of  
qualifications, said: 
‘To meet this capacity 
challenge, it is important 
that the profession meets 
the changing needs of  
businesses and other 
organisations. 

‘Employers regularly 

tell us what they need 
from the finance function 
or the wider accountancy 
profession; their feedback 
helps ACCA and its partners 
develop complete finance 
professionals who know all 
aspects of  the profession 
they want to enter.’

ACCA has developed a 
number of  ‘firsts’ for the 
profession, most recently 
with the sponsorship of  a 
massive open online course 
(MOOC) on business from 
FutureLearn, in partnership 

ACCA’s evolving syllabus meets the needs of future challenges for 
the profession and business
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AUDITS NURTURE TRANSPARENCY
Public audit has a crucial role to play in both preventing 
ongoing waste of taxpayer money and boosting society’s 
trust and confidence about how governments spend public 
money, say the world’s audit chiefs in a new ACCA report.

Breaking out: public audit’s new role in a post-crash world 
gathers views from public auditor generals, academics 
and policy advisers from Bhutan to Scotland. They offer 
reflections about the role of  public audit in delivering 
accountability and improving public services, especially 
at a time when the private sector is increasingly involved 
in providing public services.

While emphases differ in the countries represented in 
the report, there is a shared view that public audit is a vital check on public spending. 
This is reflected in the report’s foreword by the Margaret Hodge MP (pictured), chair 
of  the UK Public Accounts Committee (PAC), who urges that public audit, and the PAC, 
needs to provide effective oversight of  the way government spends taxpayers’ money. 

The report can be found at www.accaglobal.com/public-sector

91
The number of ACCA 
offices around the world 
has now reached 91, 
with the opening of one 
in Myanmar. Kyaw Lwin 
Oo, deputy director at 
Temasek International 
College, has been named 
head of ACCA Myanmar. 
For more, go to www.
accaglobal.com/ab74

with the University of  Exeter 
(see page 74). 

ACCA has also enhanced 
the computer-based 
assessment for papers F1 – 
Accountant in Business; F2 – 
Management Accountant and 
F3 – Financial Accounting. 

New task-based questions 
enable students to tackle 
practical problems in a 
computer environment, and 
are also available for ACCA’s 
Foundation level exams, 
which are stepping-stones to 
the ACCA Qualification.

▲ IN DEMAND  
Indonesia has a shortfall of 
finance professionals
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