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Welcome
Tax and business issues take centre stage as general election looms
In case you hadn’t noticed,
there is a general election
coming up. With a month
to go, and little clear water
between the main parties in
the opinion polls, the positions we need to weigh up before
casting our votes are numerous and varied.
There’ll be the inevitable horse-trading of policies if we end
up with a coalition but, on page 18, we have highlighted the
positions the parties have taken so far on corporation tax and
other key business issues.
Also in preparation for 7 May, we take a look at the budget
deficit and consider how worried we should really be about
government finances. Our level of debt in the UK is lower – at
80% of GDP – than the 86% average of G7 nations, and we are
still able to borrow money at record low levels of interest, making
our debt servicing quite affordable. But we haven’t begun to chip
away the deficit yet and, as our article on page 22 explains, the
nation’s finances won’t be helped by the demographic tsunami
heading our way. Whoever is in power, some difficult choices for
fiscal belt-tightening will have to be made.
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Regardless of the election, the show must go on, so in other
news we review the possible increase in the audit exemption
threshold. The Department for Business, Innovation and Skills
is to raise the threshold for qualifying as a small company in
the UK. But the audit exemption threshold, which until now has
been the same as the small business threshold, is still open for
discussion.
A Conservative-led government would want to raise the audit
exemption threshold; a Labour government is less likely to do
so. If it is raised, 10,000 more companies would be exempt from
mandatory audit. We look at the impact of this on the UK’s 7,000
audit firms and sole practitioners. Can we expect audits in future
to be mainly for large and complex businesses and, if so, what
are the risks for the rest?
On the subject of auditor challenges, IAASB member Rich
Sharko talks about various projects at the board, as well as major
changes taking place in the audit market such as innovation in
auditor reporting and assurance of integrated reports. In audit as
in politics, we are witnessing evolution if not revolution.
Jo Malvern, UK editor, joanna.malvern@accaglobal.com
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► The $35bn smile

The Forbes Billionaires
List has ranked Mark
Zuckerberg of Facebook
as the world’s 16th
wealthiest person –
some $45bn behind
Microsoft's Bill Gates

▲ Rocking the
Ralph & Russo
As London Fashion Week
2015 began, KPMG was
named patron of the
British Fashion Council
and will mentor fastgrowing fashion houses

▲ Sisters act

Women join in a Walk
for Peace through
Exeter city centre as
part of the celebrations
for International
Women’s Day, which fell
on 8 March this year
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▲ Royal welcome

Prince William became
the most high-profile
UK royal to visit China
since the Queen’s tour
of the country nearly
30 years ago. He met
President Xi Jinping
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◄ Where cars are
the stars
Last month’s Geneva
Motor Show was the
85th edition of the
luxury car show, with
Porsches, Lamborghinis
and Ferraris aplenty

▼ On edge

Samsung has unveiled
its Galaxy S6 and S6
Edge phones in a bid
to challenge arch-rival
Apple. The phones are
made from glass and
metal instead of plastic

▼ You talkin’
to me?
Two-time Oscar winner
Robert De Niro found
himself in the US
taxman’s sights when it
slapped a $6.4m lien on
his New York apartment
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News round-up

New offence of aiding tax evasion targets firms, bank non-execs risk jail for not policing
senior managers’ conduct, UK SMEs about to enter golden age, and NHS deficits soar

Tax evasion accomplices
A proposed new criminal
offence of aiding tax evasion
is aimed at accountancy firms
and banks that advise clients
that act illegally. Chancellor
George Osborne told the
House of Commons that
legislation would invoke
‘penalties that should be paid
by those who actively facilitate
tax evasion’. Chief secretary to
the Treasury Danny Alexander
went further and said the
offence should also cover
advisers who fail to prevent an
economic crime, adding that
‘organisations who facilitate
or encourage evasion should
face the same penalty as the
evaders themselves’.

Non-execs risk charges
Non-executive directors of
banks and other regulated
financial services providers
could be subject to criminal
prosecution if they fail to
prevent senior managers
from breaking conduct rules.
The new duty will apply
to senior non-execs with
specific responsibilities,
including chairmen. Martin
Wheatley, chief executive
of the Financial Conduct
Authority (FCA), said: ‘We
want those senior individuals
to be held accountable for
the decisions they make and
oversee. This is what people
inside and outside the banking
sector expect.’

HSBC in tax spotlight
Following allegations that
HSBC private Swiss bank
accounts enabled thousands
of customers to avoid paying
tax, HSBC’s Swiss private
banking offices have been
raided by the country’s
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public prosecutor, and UK
tax authorities may take legal
action. HSBC is accused
of opening accounts for
foreign customers that could
not be traced by national
tax authorities. HSBC chief
executive Stuart Gulliver
is among those using the
accounts, which he said was
to prevent bank staff in Hong
Kong, where he was previously
based, learning the size of
his bonuses; and adding he
had paid tax on the income.

GT under fire
Grant Thornton has been
criticised by the Financial
Reporting Council for the
quality of its audits. Of the
eight audits reviewed, the firm
was requested to do further
work to determine whether its
audit opinions were correct.
A spokeswoman for the
firm said: ‘We are pleased
to see recognition of the
significant strengthening of
our internal communications
around quality and
improvements in our learning
development around
professional scepticism. We
are of course disappointed
that more of our progress
is not yet evident. However,
we appreciate the insights
provided by the review
team, and we have been
making good progress
around enhanced policies
and procedures designed to
address areas of weakness.’

Von Essen Hotels ruling
Barclays has lost its court case
against Grant Thornton over
the firm’s audits of Von Essen
Hotels Group. The bank relied
on Grant Thornton’s 2006 and
2007 audits of Von Essen when

What’s giving audit committees sleepless nights
According to KPMG’s 2015 Global audit committee survey,
the top four risks facing audit committees last year were
economic and political uncertainty and volatility (52%),
regulation and the impact of public policy initiatives
(47%), legal and regulatory compliance (33%), and the
operational risk/control environment (30%).

Under pressure

Still on top of it

To what extent has the
amount of time required
to carry out your audit
committee responsibilities
changed over the past
two years?

Are you satisfied that your
audit committee has the
time and expertise to
oversee the major risks
on its agenda in addition
to carrying out its core
oversight responsibilities?

23% Increased
significantly

52% Yes

51% Increased
moderately
40% Yes, but
increasingly difficult

25% No change

8% No

1% Decreased

deciding to provide a £250m
loan. Barclays claimed that
Grant Thornton should have
uncovered frauds that led to
the hotel group becoming
insolvent and unable to repay
the loan. But the court ruled

that the firm’s disclaimers –
that the audits were solely for
the hotel’s directors’ use and
no responsibility was accepted
for their use by any other
party – protected it from the
Barclays action.

»
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Tesco pay-offs earn
Old Mutual ire
Old Mutual Global Investors
has challenged what it sees
as a culture of rewarding
executive failure at troubled
supermarket Tesco.
Paul Emerton, head
of UK stewardship and
governance at the
fund manager, attacked the decision of Tesco to pay
termination payments to its CEO of £1.21m and to its
CFO of £970,000. He said: ‘As Tesco management noted,
in the absence of gross misconduct by either individual,
these are contractual payments which the company is
obliged to make. However, the performance of Tesco over
recent years, combined with the investigation regarding
accounting revealed last year, make a total payment
of more than £2m inappropriate and show 12-month
contracts to be an anachronism.’

BAT drops PwC
PwC has lost the audit of
British American Tobacco as a
result of legal action against
the firm by a BAT subsidiary.
PwC has been BAT’s auditor
since the company listed on
the London Stock Exchange
in 1998. An audit tender
process has now begun, but
only Deloitte, EY and KPMG
are invited to take part ‘given
the scale and global footprint
of the company’, said BAT.
There was further bad news
for the mid-tier firms with
BDO’s loss of the audit of
FTSE 250 company Telecom
Plus to KPMG. The latest
analysis by Adviser Rankings
shows that PwC remains the
leading auditor of FTSE 100
companies, with 40 clients,
followed by KPMG with 24.
However, KPMG is the FTSE
250 leader, with 72 clients.

Shire ‘nothing to hide’
Shire Pharmaceuticals has
brushed off criticism that its
complex corporate structures
are to avoid tax. In an
interview with the Financial
Times, chief executive
Flemming Ornskov said Shire
had ‘nothing to hide’ and was
‘trying to do the right thing’

Accounting and Business 04/2015

for investors by maximising
returns. He added that ‘four,
five hundred companies’
were using the same type of
multijurisdictional structure,
which involve a presence in
Luxembourg, and that global
pharma companies’ taxes
would always be complex.
Shire is tax-domiciled in
Ireland and listed in London,
where it was previously based,
but its largest market is the US.

FCA fines Aviva
Aviva Investors has been fined
£17.6m for failing to manage
conflicts of interest fairly.
Weak systems and control
failings in relation to conflicts
of interest led to Aviva paying
£132m in compensation.
Georgina Philippou, acting
director of enforcement and
market oversight at the FCA,
said: ‘This case serves as an
important reminder to firms of
the importance of managing
conflicts of interest effectively
by implementing a robust
control environment with
effective systems to manage
the risks.’

Morrisons treasurer guilty
Paul Coyle, the former treasurer
and head of tax at supermarket

Morrisons, has pleaded guilty
to insider dealing. Coyle has
been sentenced to a year in
prison and ordered to pay
£15,000 towards prosecution
costs, plus a confiscation order
of £203,234. The offence relates
to Coyle’s access to pricesensitive information about
talks between Morrisons and
Ocado for a home delivery
service. Coyle conducted
trades in Ocado in the name of
his partner, making a profit of
£79,000.

according to a new ACCA
report, Ending late payment.
Charlotte Chung, ACCA’s
senior policy adviser on SME
issues, said: ‘Microbusinesses
and other small enterprises
are less likely to increase
headcount when faced with
late payment. Compared to
large corporates, we found
that the effect of late payment
on small businesses that want
to expand was significantly
greater, by 47% and 54%
respectively.’

Sterling hits UK profits

NHS deficits balloon

Companies reporting in
the last quarter of 2014 saw
revenues fall on a like-for-like
basis by an average of 1.7%,
as the strong pound knocked
£2.7bn off reported sales.
Gross profits were down by
2% and operating profits fell
2.4%, according to the Share
Centre’s Profit watch UK, which
examined FTSE 350 company
reports.

Financial deficits in NHS
foundation trusts have grown,
with hospitals’ financial
performance worse than
expected. The sector reported
an overall deficit of £321m
in the third quarter of the
2014/15 year, which was £267m
worse than expected and
£67m worse than the previous
quarter. The 78 trusts in deficit
reported a combined deficit of
£530m. The year-end position
is now predicted to be a deficit
of £375m, but the regulator
Monitor has conceded this
may be optimistic.

Golden dawn for SMEs
The UK’s small firms sector is
about to enter a golden age,
according to Lord Young in
a report commissioned by
the prime minister, David
Cameron. The Report on small
firms 2010 to 2015 found that
5.2 million small businesses
now operate in the UK, an
increase of 760,000 in the
past five years. Young said
the internet and the roll-out
of superfast broadband had
broken down the barriers to
small firms winning contracts
and marketing themselves
effectively. As trade and
industry secretary in the 1980s,
Young was famously popular
with Margaret Thatcher, the
prime minister at the time.
‘Others bring me problems,
David brings me solutions,’
she said.

NHS reforms condemned
The coalition government’s
health reforms have been
damaging and distracting,
according to health think-tank
the King’s Fund. It said the
reforms had left the NHS with
‘an unwieldy structure… with
leadership fractured between
several national bodies,
a bewilderingly complex
regulatory system and a
strategic vacuum in place of
the system leadership that
was previously provided by
strategic health authorities’.
But it added that suggestions
that the reforms were leading
to widespread privatisation
were ‘exaggerated’.

ACCA warns late payers

Scrutiny value in doubt

A late-payment culture
is holding back smaller
businesses from expanding
and taking on more staff,

Local authorities are not
persuaded of the value
of scrutiny committees,
according to a survey by
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Grant Thornton. The study
found that while 90% of
those surveyed felt their
organisations encouraged
well-managed risk taking and
innovation, nearly half felt
scrutiny committees were not
sufficiently challenging about
the way councils operate. The
report, All aboard?, found
major variations in the level of
scrutiny, with some councils
having just one meeting a year
of the committee, while one
council held 66 meetings.

Marriage tax break
Registration is now open
for the government’s new
marriage allowance tax break
of up to £212 a year for
couples who are married or in
a civil partnership. A spouse or
civil partner who does not pay
tax can transfer up to £1,060 of
their personal tax allowance,
providing their partner does
not pay the higher income tax
rate. The allowance is available
from 6 April.

Tax havens anti-Labour
Crown dependency tax havens
have come together to attack
Labour Party plans for a global
blacklist against them unless
they do more to combat
financial crime, tax evasion
and tax avoidance. Labour
leader Ed Miliband called
for the overseas territories to
produce a public register of
companies’ ownership or face
sanctions. Jersey, Guernsey
and Bermuda said that they
already meet international
standards of good practice.

Rewards of experience
Salaries for finance
professionals offer high
acceleration over the course
of a career, according to
a survey by Emolument.
Senior finance professionals
with less than five years’
experience can expect to be
paid around £67,000, rising
to £304,000 after 15 years
or more. This compares to a
legal professional, who might

be paid £58,000 with less
than five years’ experience,
rising to £179,000 with 15
years’ experience. A qualified
accountant with less than five
years’ experience is typically
paid £31,000, rising to £97,000
after more than 15 years.

CCAB supports AML
The Consultative Committee
of Accountancy Bodies is
supporting proposals by the
European Commission to
tighten money laundering
controls across the EU.
Anthony Harbinson, ACCA
president and chair of CCAB’s
anti-money laundering task
force, said: ‘This type of crime
can only be solved through
coordination, communication
and collaboration. Our
recent report Coming out
in the wash noted that the
UK’s anti-money laundering
regime is being hindered by
a disjointed approach. We
believe qualified accountants
to be gatekeepers of the
financial system and will work
with government to support
the implementation.’

IFIAR blasts audit state
The International Forum of
Independent Audit Regulators
has complained of continued
low standards in the audits
of public companies. The
most common audit failures,
as reported by regulators
internationally, appeared in fair
value measurement, internal
control and revenue.
One in four audit
inspections found internal
control testing needed
improvement, while 20% of
inspections required auditors
to work on their fair value
measurement and 14% their
revenue recognition.
With banks, insurers and
other financial institutions, the
survey discovered weaknesses
in the auditing of allowance
for loan losses and loan
impairments, internal control
testing, and the valuation of
investments and securities.

Focus on indirect tax

Big Four US CEO first

Governments are looking
to indirect forms of taxation
to compensate for lower
corporation and income tax
revenue, according to an EY
study. Average VAT rates in
the EU are at a record 21.6%.
Competition is pushing states
to cut their corporation and
income tax rates, leaving them
to find revenues from various
forms of indirect taxation,
said EY. More countries are
now levying VAT in place of
retail sales taxes, and several
are imposing taxes on foods
regarded as unhealthy, as well
as on tobacco and alcohol.

Deloitte has made the most
senior appointment of a
woman in any Big Four firm
by electing Cathy Engelbert
as CEO of its US operation.
She was previously CEO and
chairman of Deloitte’s audit,
accounting and risk advisory
practice in the US. Mike Fucci
has been made chairman of
the Deloitte board, and Punit
Renjen global CEO.

Confidence grows
Women are increasingly
confident they can reach the
top of their organisations,
but almost half believe that
employers continue to favour
male employees, according
to a PwC survey. The global
study found young women in
Brazil (76%), India (76%) and
Portugal (68%) are the most
confident, while those in Japan
(11%), Kazakhstan (18%) and
Germany (19%) are the least
confident. PwC surveyed 8,756
women born between 1980
and 1995 from 75 countries.

Strong capital markets
The European Commission’s
proposals for stronger
accounting standards
for capital markets have
been backed by ACCA.
The Commission said
harmonisation will bring down
the cost of capital, reduce
obstacles to investment
and provide more financing
options for SMEs. Jason Piper,
ACCA business law manager,
said: ‘The development of a
common market for capital
across the EU can be expected
to pay dividends beyond the
direct impact on businesses
which access the new funding.
The governance and reporting
disciplines which support the
market for investors will benefit
creditors and suppliers.’

»

IFRS trustee dies
Harvey Goldschmid, vice
chairman of the IFRS
Foundation trustees, has
died aged 74.
Born into a workingclass family in the Bronx
district of New York, he
became a professor at
Columbia University Law
School in New York and served as a member of the US
Securities and Exchange Commission. He had recently
been appointed vice chairman of the IFRS Foundation
trustees and served as chairman of its due process
oversight committee. He had been a trustee since 2010.
Masamichi Kono, chair of the IFRS Foundation
monitoring board, said: ‘Over the years he made huge
contributions to the IFRS Foundation. His death is a
great loss to the foundation and the global accounting
stakeholder community.’
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Back from the crash, as UK households finally recover the lost ground
Average incomes in the UK have returned to pre-crisis levels, according to the Institute for Fiscal Studies. But while incomes for
the over-60s are higher than before the recession, they remain lower for younger adults after adjusting for inflation.

Real UK median income adjusting for retail price and consumer price inflation
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Incomes have been measured before housing costs have been
deducted. Dashed lines signify data for 2013/14 and 2014/15,
which are estimates using IFS simulations

Divestments accelerate
An increasing number of
corporations will divest
underperforming parts of their
portfolios as they attempt
to improve shareholder
returns, concludes EY’s Global
corporate divestment study.
EY said the market climate
for divestments is improving,
with more buyers showing
interest. Nearly half – 42% –
of companies expect a rise
in the number of unsolicited
approaches in the next year.
Three-quarters of companies
that had sold part of their
portfolio used the funds to
finance growth.

Analytics coursework
Data analytics should be
integrated into accounting
coursework, according to
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a PwC report, Data driven:
what students need to
succeed in a rapidly changing
business world. The report
recommends changing the
curriculum to strengthen
technical foundations in data
analytics and related skills,
seen as relevant for all students
considering careers in business.
The report said the focus is
not only on skills for technical
problem-solving, but also on
problem-framing, so students
learn to ask the right questions
and think strategically.

World economy shifting
Global economic power will
continue to shift to China and
other emerging markets away
from North America, western
Europe and Japan, despite
the recent growth slowdown in
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China, according to the PwC
report The world in 2050. The
global economy will grow by
an average 3% a year in the
period 2014 to 2050, predicts
PwC, doubling its size by 2037
and tripling by 2050.

Reform for growth
Continued, comprehensive,
reform offers governments
the best chance to boost
demand, restore economic
growth, create jobs and ensure
financial gains are shared,
according to the OECD’s
latest Going for growth report.
It warned that the pace of
reform has slowed in advanced
economies after an initial
acceleration during the depth
of the financial crisis; emerging
economies have quickened
the pace of reform. Advocated

reforms include removing
obstacles to labour market
participation by women,
young adults, the low-skilled
and older workers.

Tax summit call
Oxfam is calling for a world
tax summit as part of a fairer
global system of taxation. The
charity said corporation tax is
outdated, fails to recognise
the multijurisdictional nature
of modern corporations and
allows big business to exploit
national tax rules. ‘Making tax
fair is one of the issues most
in need of global action if
we’re to tackle inequality,’ said
Winnie Byanyima, executive
director of Oxfam. ■
Compiled by Paul Gosling,
journalist
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‘All our customers
have got cost
pressures, but
they have a need.
It is not about
general economic
conditions’
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In for the long haul

For Costain group FD Tony Bickerstaff FCCA, long-term partnerships that can pull off
major infrastructure projects are the way forward for the engineering contractor

W

ant to see a key performance indicator in action?
Then check out quoted company Costain’s order
book. In his trading update to the City, Tony
Bickerstaff, group finance director of the engineering solutions
provider, was keen to point out that it had hit a record £3.5bn,
and more than 90% of that was repeat business.
If you think contracting is filled with risk and uncertainty, then
Costain – which now describes itself as an ‘engineering solutions’
company – aims to prove you wrong. Those order book numbers
please Bickerstaff, who admits his passion is for the business as
much as the technical finance work. ‘Finance has to be at the
heart of the business and of the business strategy,’ he says.
His role is to be a leader in the business, part of the senior
team that is responsible for ensuring Costain is successful and
that it has a clear strategy. It is key for Bickerstaff that finance is
an integral part of the business, its strategy and performance. He
says: ‘I spend all of my time ensuring that the business is going
to perform.’
Bickerstaff talks a lot about the company’s clients. He says
they are increasingly looking to work with suppliers such as
Costain on a long-term basis – anywhere between five and 10
years. And that suits Costain’s strategy perfectly. He says: ‘If
customers come to me and offer me one project, they know all
I am going to try to do is maximise the return from that project.
But if they offer five, seven, 10 years of opportunity of working
with them, they know we are going to invest in the technologies,
the skills, the capabilities that are going to benefit them.’
Words like collaboration, partnership, joint venture spring to
mind. ‘We have deliberately set about the business of targeting
30 to 40 customers that have a span of activity, and seeking to
develop strong relationships with them.’
While an outsider may think that the construction and civil
engineering sector is at the mercy of the general health of the
economy, Bickerstaff says for Costain the matter of concern is
whether its target customer base is spending money. ‘All those
customers have got cost pressures, but they have a need. Take
the water utility companies working on the regulated five-year
cycle known as the asset management plan period, agreeing
with the regulator how much they can charge customers and
how much they should spend on upgrades. At the same time,
they are increasingly having to comply with legislation over
issues such as water quality and security of supply. It is not about
general economic conditions; it is how much those water utilities
are going to spend to achieve their objectives.’ The picture is the
same for all Costain’s customers who have to spend to create or
maintain significant infrastructure assets.

FD profile
Tony Bickerstaff has been group finance director at Costain
for nine years. Before then, he was with construction
company Taylor Woodrow for just over 20 years, working
in various roles and gaining his ACCA Qualification on the
way. He joined a management development scheme with
the Qualification as his goal. ‘I chose ACCA because it
combined technical and business finance well.’
Costain is now an ACCA accredited employer, one
of Bickerstaff’s initiatives. ‘People development is a big
part of my role, not just in finance, but ensuring we have
the right skills and capabilities across the company. And
we can judge if that is working by whether or not we are
winning work.’
Given his views on business, it is no surprise he thinks
that anyone embarking on a finance professional career
should gain an understanding of the business and its
performance drivers. ‘Fundamentally I am measured on
the performance of the organisation: what are the risks,
what are our challenges, how are we facing up to these?’
He describes his time with Costain as ‘great’ and is
passionate about its work. ‘Investment in infrastructure
is so important. There has been a recognition that such
investment is a driver of the economy. Having a secure
energy supply, for instance, to attract overseas investment
is essential. And that is what we do.’
He works with Infrastructure UK, a unit within HM
Treasury that looks at long-term infrastructure priorities,
secures private sector investment, and implements the
UK’s National Infrastructure Plan.

Getting smart with technology
Bickerstaff says that Costain understands its customers are
increasingly looking for different, innovative services year
on year. For Costain that means broadening the offer, such
as working with them on the introduction of technology. For
instance, the Highways Agency is increasingly concerned with
getting information automatically to road users by making
use of technology such as road sensors. The agency, which is
an independent part of the Department for Transport, has to
anticipate trends such as driverless cars or automated roadtrains
of lorries controlled by one driver, which could reduce fuel
consumption by 20% and which have been trialled in Sweden.

»
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The ‘150 challenge’
Costain can trace its origins back to 1865, when Richard
Costain left the Isle of Man with his future brother-in-law
to work in booming Liverpool as jobbing builders. In this
anniversary year, it has set itself the challenge of raising
£1m for four charities. The challenge involves asking each
of the company’s 3,500 employees to raise £150, which
should bring in about £500,000, with Costain matching the
proceeds. Suitably enough, Bickerstaff is set to walk 150km
around the Isle of Man later in the summer.

He pays tribute to a ‘really great finance team’, which is
based largely at head office (a remarkably neat and well-ordered
building) in a business park on the outskirts of Maidenhead in
Berkshire, a stone’s throw from the M4 and a short drive to the
west of London. Finance people are also located in Aberdeen
and out on site. ‘All the projects have project accountants
and, in some cases, a finance director,’ says Bickerstaff. ‘And
sometimes finance personnel work in customers’ offices on
framework opportunities.’
For the business to perform, Bickerstaff comes back to the
need to understand customers and what they are looking for
from Costain. And that extends across the whole company
culture. ‘My expectation of the finance team is that they
understand those business drivers.’ For Bickerstaff, that includes
having relationships with his peers in those businesses. In terms
of financial management it involves ‘ensuring that the business
has the right financial setup and the right capacity’.
In March 2014 Costain raised £70.3m in new equity, enabling
it to (in the words of the company statement at the time) ‘take
greater advantage of the opportunities in its chosen markets and
accelerate the group’s medium and long-term prospects’.
Bickerstaff says: ‘It gives the customers the absolute
confidence that we have the financial capability to take on
£500m to £1bn projects.’ He was pleased with the City’s
reception for the equity-raising (he also raised equity funding for
the company in 2007).

Trusted to perform
He emphasises the link between the money raised and a strong
order book with expressions of confidence from customers.
‘Equity-raising is about articulating what the business is about
and how it is likely to perform, its strengths, risk and capabilities.’
By 2014 the company was able to point to a track record.
‘When I joined the organisation it was important to put the
business on that sound financial footing – for instance, starting
to pay a dividend. One of the ways to attract investors is to give
them a return!’
The 2007 annual report notes that the company was able to
recommend the payment of a dividend for the first time in 17
years. Since then, Costain has recorded six years of increasing
dividends. The trading statement for 2014 claimed ‘a strong
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net cash position of over £140m’. The balance sheet is further
strengthened by an absence of significant debt.
The order book – that £3.5bn of agreed business – represents
the value of the amount of work the company has secured.
Bickerstaff says: ‘Five years ago that order book was probably
less than £2bn. We have got visibility and that helps us to set out
our stall. Given what we do, we do need a high percentage of
our work secured at the beginning of each year.’
No company can drive out volatility, but Costain is working
hard to secure longer-term predictability. It is paid by its customers
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Costain’s customers
Bickerstaff says: ‘The Costain heritage is strong,
engineering-led, and with a strong reputation in the sector.
The business is focused on big-spending companies in
the infrastructure sector.’ That means the water utilities
(Severn Trent, Thames Water, United Utilities), transport
organisations like Network Rail, Crossrail and the Highways
Agency, and the leading players in the energy sector such
as E.ON, Centrica, National Grid and EDF.
National Grid, for example, has to reconfigure power
connections as generation shifts from coal-fired power
plants located in the heart of the country to new models
such as offshore wind.
Another big customer is Network Rail, which is
expanding capacity as more people travel by rail. ‘This may
mean building new stations or better use of technology to
enable better passenger flows in stations,’ says Bickerstaff.
Hence the company strapline: ‘Engineering tomorrow’.
Another example of Costain’s work is with the Highways
Agency, operating ‘hard-shoulder running’. This involves
gantries and signage and greater use of technology.
Bickerstaff says: ‘A big challenge for our customers is how
they integrate technology into their infrastructure.’
With the water companies, Costain helps with remote
asset monitoring, where technology keeps an eye on the
performance and functioning of critical assets, rather than
sending employees out to sites to perform inspections.
At the moment, Costain is working with Network Rail
on the redevelopment of London Bridge station, the
fourth busiest railway station in the UK, with 54 million
passengers a year. It is not feasible to close the station
during the works, so redevelopment has to take place
while it remains open.

on a monthly basis, according to an assessment of the work
undertaken in that period. Increasingly the company is working
on a cost-reimbursable basis, using a target cost arrangement. In
essence, this means agreeing a project budget with the customer
and then being paid (its costs reimbursed) up to that budget.
There is often a pain/gain arrangement involved, where if the
outturn is less than the budget, contractor and customer share in
the upside and vice versa, giving joint incentives in both scenarios.
In addition, incentives exist along the life of the project to hit
certain milestones.

‘That is a different arrangement from lump-sum fixedprice contracting,’ he says. ‘These are complex projects and
environments. How would you give a fixed price for, say,
redeveloping London Bridge station? Customers recognise that.
It is not like building a two-storey office block on a business park.’
So the company works on an open-book arrangement with its
customers, ensuring full visibility and understanding of the costs.
When AB met Bickerstaff he was closing out the December
year-end and working on the annual report and how to present
the results to investors on current performance and what
the future may hold. ‘We spend time ensuring we have the
presentation and the messaging right.’ He is still a fan of the
annual report, as it provides a starting point for the investor to
gain understanding. ‘The best investors are those who spend
time with the business. It is important to look them in the eye
and convince them to invest.’ ■
Peter Williams, journalist
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Shades of May

In what is shaping up to be the closest general election in a generation, what are the main
differences between the major parties on corporation tax and other key business issues?

W

ith a month to go before Britain heads to the
polls, business leaders will be looking anxiously
at the policies of all the political parties. Another
coalition government is a strong likelihood, making horsetrading inevitable. What appears in the party manifestos
may not therefore make it through to government policy,
but politicians of all shades have been giving some clear
indications on their direction of travel.
So what will dominate the hustings ahead of the election on
7 May? Tax will figure large, and immigration and migrant workers
will be in the mix, as will the UK’s continuing EU membership.
Pensions and social policy, the National Health Service, education
and the country’s infrastructure will also be up for debate.

It’s the economy, stupid
From business leaders’ point of view, what ultimately matters
is how they believe each party, or combination of parties, will
manage the economy. The parties themselves have acknowledged
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this – if they are to fulfill their social policy promises, a growing
economy is needed to pay the bills.
As Labour’s shadow business secretary Chuka Umunna recently
told the British Chambers of Commerce annual conference: ‘If
we want a fairer society we need a stronger economy, with more
higher skilled, better paid, secure jobs. It is you, our businesses,
that will create these jobs. Any debate on building a fairer society
is academic unless there are businesses creating wealth.’
The Liberal Democrats likewise have linked the economy to
creating a fairer society. Writing to the BCC’s director general
John Longworth, Lib Dem business secretary Vince Cable says:
‘Our vision for the economy is for shared prosperity by building a
sustainable economy.’
And Matthew Hancock, Conservative minister for business
and enterprise, tells the BCC that businesses are the lifeblood of
any healthy, expanding economy, bringing the investment and
jobs needed to succeed. ‘But to do so they need a government
that provides them with both support and stability,’ he says.
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And that is perhaps the most pertinent point for businesses
up and down the country. Stability and certainty will top the
wishlist of anyone in business, from the CEO of a FTSE 100
multinational to an online startup based in a business hub in
Shoreditch, even though the latter may thrive on disruption.
David Bywater, KPMG’s head of tax in the South East, says:
‘Significant changes can have a real impact on business. Stability
in the tax regime, with administrative changes kept to a minimum,
creates certainty, and that will impact investment decisions.’
So what do we know so far about what the parties are likely to
offer businesses in a month’s time?

Tax ticks
On corporation tax, the Conservatives remain committed
to reducing the main rate to 20%, which would be the most
competitive rate in the G20. It would be the culmination of a fiveyear project to reduce the main rate from 28% in 2010, a policy
that the Lib Dems claim too. However, Cable now argues that
business tax must be reformed ‘to ensure it stays competitive,
making small and medium-sized enterprises the priority for any
business tax cuts’.
The Labour Party has said it will keep corporation tax at 21%.
The party says it will ensure that Britain has the most competitive
rate of corporation tax in the G7 but will focus on SMEs. ‘Cuts to
the main rate of corporation tax have benefited less than 10% of
companies – the largest companies with the highest profits,’ it
says. ‘That is why cutting taxes for smaller businesses will be the
priority of a Labour government.’
However, by restricting comparisons in corporation tax to the
G7 rather than the G20, Labour has given itself a certain latitude.
Stephen Herring, head of tax at the Institute of Directors, says:
‘In principle, this gives them the option of going up to 26.5%,
so there is a bit of wriggle room there to increase the rate, but I
think they would be very unpopular with business if they were to
do that, and the message that it sends to foreign direct investors
is to brace themselves for tax increases.’
However, Chris Sanger, head of tax policy at EY, believes that
there will be little movement in corporation tax. ‘We will see the
rate sticking at around 20% or so, depending on who is in power,’
he says. Sanger makes the point that corporation tax is ultimately
paid by shareholders, employees and customers, because any
increase, or indeed decrease, in the rate is in theory passed on
to individuals.
Sanger also calls for greater certainty with the annual
investment allowance (AIA), which he likens to a yo-yo in how it
has gone up and down in recent years. Bywater agrees, adding
that he would like to see the allowance on capital expenditure
extended and expanded. ‘It can make quite a difference,’ he
says, ‘and is disproportionately beneficial for smaller businesses.’
Such a move would be supported by the CBI. John Gridland,
director-general of the employers’ group, recently urged the
chancellor, George Osborne, to make the allowance permanent
from 2016. ‘A permanent AIA set at £250,000 will get more of our
mid-sized companies investing in their factories and production
lines, with the UK currently comparing poorly with many key
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Where they stand: key tax policies
Conservatives

Liberal Democrats

For business
Corporation tax (CT):
cut to 20%
National insurance
contributions (NICs):
scrap for under-21s.

For business
CT: no increase in rate,
but focus on SMEs as a
priority for business tax
cuts, and change rules
on offsetting interest
payments
Banking levy: raise.

*
*

For individuals
Personal allowance
(PA): raise basic PA to
£12,500 and higher
rate to £50k
Inheritance tax (IHT):
may raise threshold.

*
*

Greens
For business
CT: introduce bands
Business rates (BR):
replace with land value
tax.

*
*

For individuals
Income tax (IT):
‘citizens tax’ to replace
PA and most benefits;
50% rate at £100k
NICs: merge with IT.

*
*

Labour
For business
CT: keep main rate
at 20%, keep UK
competitive among G7
BR: freeze for 1.5m
premises.

*
*

For individuals
IT: 10% lowest band,
top rate 50%
Mansion tax: annual
levy on £2m+ homes.

*
*

*

*

For individuals
PA: increase allowance
to £11k
Mansion tax: levy on
£2m+ homes
Non-doms: increase
charge.

*
*
*

SNP
For business
CT: devolve
BR: continue with
Small Business Bonus
Scheme
Business bank: set up
Scottish Development
Bank for SMEs.

*
*
*

For individuals
NICs/IT: devolve
IT: 50% rate on £150k.

*
*

UKIP
For business
CT: minimum rate on
UK turnover for big
businesses
‘Green’ taxes: abolish.

*
*

For individuals
IT: 35% on £42,285 to
£55k, 40% higher band
IHT: abolish.

*
*
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European neighbours, where
smaller firms account for half of total
business investment,’ he says.

Highly rated

► The economy
pays the bills
Chuka Umunna (centre):
‘Any debate on
building a fairer society
is academic unless
there are businesses
creating wealth’

Herring acknowledges that Labour
is keen to focus on business rates,
which together with employers’
national insurance contributions is
one of the more unpopular levies
paid by companies. ‘I imagine a lot of Labour’s pro-business tax
changes will focus on business rates,’ he says. ‘It is a way it can
differentiate itself from the Conservatives and not get into the
rights and wrongs of corporation tax.’
The business rate revaluation process is currently delayed
for two years, a move that has not found favour with many
businesses on the high street that might have expected a
decrease by now. Indeed, Labour has spelt out its intention to
cut and then freeze business rates for small business properties,
and the Lib Dems have committed to a review of business rates,
which they believe place a disproportionate burden on smaller
businesses, while the chancellor has already announced a review
in his most recent Autumn Statement.
‘I am sure that whichever party forms the next government
will look at business rates,’ says Chas Roy-Chowdhury, ACCA’s
head of tax. However, the reliability and stability of business rates
revenue makes it likely the next government will want to do little
to erode the £27bn a year they contribute to the public purse.
As for national insurance contributions, often described as
a tax on jobs, the current government has already abolished
employers’ NICs for under-21s from April, with a similar move for
apprentices under 25 years of age planned for April 2016. The
employment allowance, introduced in April 2014, lets employers
reduce the amount of NICs they pay by up to £2,000.
‘When it comes to things like national insurance, it is not
necessarily the quantum of the relief that is given, it is more
about the direction of travel,’ says Bywater. ‘It says that, as a
government, we will take all the measures that we can afford to
encourage growth, across the SME sector in particular, which is
the engine room of the UK economy.’ Bywater sees possibilities
for NIC changes for younger employees, especially where there
is a commitment to training, as part of a move to close the skills
gap that so many employers complain about.
Along these lines, Labour says it will pay a tax rebate to
companies that sign up to become living wage employers in the
first year of the next parliament, which could represent a pay rise
of up to £1,000 for every low-paid worker. The party would also
require listed companies to report whether or not they pay the
living wage, increase the minimum wage to £8 an hour before
2020, and ban zero-hours contracts.

Political capital
These are areas where corporate and personal tax interact. Much
political capital will be made by the Conservatives and Lib Dems
over the increase in the basic personal allowance for income
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tax, which has been set at £10,500 for 2015/16. Both parties are
now aiming to go even further, with the intention of bringing it
up to £12,500 by the end of the next parliament. ‘This will take
hundreds of thousands more low-earners out of tax altogether
and give millions of working people a further tax cut of £400,’
says Danny Alexander, Lib Dem treasury secretary.
The recently introduced married couple’s tax allowance
could be in the sights of a left-leaning coalition – both Labour
and the Lib Dems have explicitly said that they would abolish it.
However, Labour has announced that it would bring back a 10%
basic rate of tax.
But many business leaders will perhaps be more interested in
what happens further up the pay scale, and they may be affected
by a number of proposals. Labour would like to see the top rate
of income tax, currently set at 45%, raised back up to 50%. The
party, together with the Lib Dems, would also like to see a form
of mansion tax on properties valued at more than £2m brought
in, although they disagree on the actual form that such a tax
should take.
But where all the parties seem to be in agreement is over
the urgent need to crack down on tax evasion and avoidance.
Business leaders are expecting a good deal of rhetoric on the
subject but maintain there is a need for greater clarity. As Chris
Morgan, KPMG’s head of tax policy, says: ‘We need clarity
about the terms. Evasion is illegal and if existing powers are
not sufficient, then they should be strengthened. But we need
to be careful that tax planning is not combined with evasion. I
don’t think that business has any problem with plans to deal with
aggressive tax planning provided that the debate is carried out
on a reasonable basis.’
And that is perhaps what businesses want above all else:
a reasonable approach, a less heated debate, and, above all,
certainty, not different shades of red, orange and blue. ■
Phil Smith, journalist
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Staunching the outflow

Despite the budget deficit falling by roughly half since 2009, the UK faces a lot more
plumbing work to stop the nation’s wealth from draining down the plughole

U

S President Ronald Reagan once quipped that he
was not worried about the budget deficit since it was
big enough to look after itself. The British public, it
seems, don’t share this nonchalant attitude to rising debt.
The grim state of UK public finances looks set to play a
central role in the general election next month.
Despite years of fiscal belt-tightening, Britain is still adding to
its debt mountain. Since the 2008 financial crisis, the state’s stock
of debt has climbed by £844bn – or £32,000 for each household
in the country. At £1.4 trillion, this liability is the highest in 50
years relative to the size of the nation’s economy.
‘This has been the fastest increase in national debt Britain has
seen outside wartime,’ says Ryan Bourne, head of public policy
research at the Institute of Economic Affairs. ‘And this is before
we really start to see a big wave of baby-boomer retirements that
will put even greater strains on public finances.’

It’s all relative
So how worried should Brits be about government finances, and
what can be done to fix the problem?
For a start, there is no immediate reason for us to fear a
Greek-style disaster. At close to 80% of GDP, Britain’s net debt
burden is fractionally below the 86% average of G7 nations,
according to the latest figures from the International Monetary
Fund. It is certainly far smaller than the obligations racked up
by debt champions Greece and Italy, which top the charts with
ratios of 170% and 138% respectively.
‘Britain has been far from alone in seeing its public finances
go down the tube,’ says Vicky
Redwood, a UK analyst at Capital
Economics. ‘The 2008 financial crisis
sent the deficits of most rich nations
soaring. This has been a widespread
international problem and not
something unique to the UK.’
Even relative to Britain’s own history,
the level of debt is nowhere near a
record. Military spending during the
second world war propelled net debt
to 250% of GDP, and it didn’t fall below
100% again until the mid-1960s.
Nor is there any sign that investors
are starting to view the government as
a lousy credit risk. For example, Britain
can still borrow money for 30 years at
an interest rate of just 2.4%, according

to data from Bloomberg from late February, close to a record low
hit in January of 2.1%.
One result of this confidence is that servicing debt is no
problem at all. Interest payments to creditors account for just 2%
of national income – that is close to the lowest level in the postwar period. For comparison, in the late 1940s, keeping creditors
satisfied gobbled up 5% of GDP. ‘It is possible to make the
case that governments should be taking advantage of such low
borrowing costs to upgrade their infrastructure,’ says Philip Shaw,
chief economist at Investec.

Too high for comfort
Despite these reassuring thoughts, Reagan-style complacency
would also be a mistake. The most immediate problem is that
the government is still accumulating debt. The deficit may have
roughly halved from its post-war peak of close to 11% of GDP in
2009, but at 5.5% of GDP it is still far too high for comfort. This is
especially worrying since Britain has enjoyed a relatively robust
economic recovery – boasting the fastest growth of any G7
nation in 2014, according to IMF figures.
‘When the deficit doesn’t shrink fast as the economy revives,
it’s clear that you have a more worrying structural problem to
deal with,’ says Redwood. While Britain has generated plenty of
jobs, many have been low paid and thus produced only meagre
tax revenues. Though wage increases are starting to pick up,
the government is still on track to borrow about £91bn over
the 2014–15 fiscal year. The IMF calculates that the UK had a
structural deficit – a shortfall adjusted for the improvement in
the economic cycle – of about 4% for
GDP for 2014. That is more than three
times larger than the estimated 1.2%
structural deficit for the eurozone.
‘It is important to remember that it
takes some time for deficit reduction
to translate into a fall in the level of
debt,’ says Robert Chote, who heads
the government’s Office for Budget
Responsibility. ‘You need to turn
the taps a few times before there is
less water flowing into the bath than
coming out of the plughole.’
So far, however, Britain hasn’t even
started to chip away at the deficit itself.
Returning the deficit to a more sensible
40% of GDP will be the work of a
generation, according to Redwood.

‘You need to
turn the taps a
few times before
there is less water
flowing into
the bath than
coming out of the
plughole’
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‘We are probably talking
about a multidecade
undertaking here,’ she says.

Fewer workers
In addition, the UK, along
with many other rich nations,
will soon start to face a
demographic headwind.
The working age population
is shrinking in relative size,
leaving fewer workers
to pay for the healthcare
and pensions of the older
population. The share of Brits
aged 65 or older will climb
from 17.5% of the population
in 2014 to 27% by 2064, the UN
reckons. ‘Ideally Britain should
have been getting debt down to
low levels ahead of this tsunami,’
says Bourne. ‘Instead it is in the
worst fiscal shape since the 1960s.’
And there is one final concern.
The share of government debt held
by foreigners has climbed to about
30% – up from 19% two decades
ago. That’s roughly on a par with
the US but far higher than say
Japan, where only about 5% of
debt is held overseas. There are
two potential worries arising from
this: the first is that an ever larger
share of payments on Britain’s
government debt flows out of the
country; worse still, if overseas investors
lose confidence, the result could be a toxic
combination of surging interest rates and an
inflation-boosting slide in the pound. ‘Britain
is certainly more financially vulnerable as a
result to a foreign sell-off,’ says Shaw.
The bottom line is that shrinking the deficit
will be a long struggle. Cutting spending
or ramping up taxes too fast could damage
economic growth – risking a vicious cycle
that would also reduce tax revenues. Instead
the government may have to consider
painful long-term changes to pension
spending, along with other cuts. Years of
fiscal belt-tightening stretch ahead. The only
consolation is that most other rich nations
face exactly the same challenge. ■
Christopher Alkan and Fernando Flores,
journalists
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Audit’s velvet revolution

Momentous changes to the auditor’s report are likely, thanks to the deceptively simple
principle of a ‘fair, balanced and understandable assessment’, says Robert Bruce

Robert Bruce is an
accountancy commentator
and journalist
There are times when a revolution does
not start with explosions followed by
enormous change. There are times
when a nudge at the right time sets off
a chain reaction. This is what appears
to be happening in the audit world, a
world that tends to underplay change.
So when a press release in which the
Financial Reporting Council (FRC) talks
of ‘quite radical changes’ bounces
onto your desk, your reaction is that
something quite remarkable may be
under way.
It all started with changes to the
UK corporate governance code after
the financial crisis. These sharpened
directors’ responsibilities: ‘The board
should present a fair, balanced and
understandable assessment of the
company’s position and prospects.’ It took
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just those three words, ‘fair, balanced and
understandable’, to start the dominos
falling, with auditors having to report on
whether those three adjectives applied.
The principle then extended to their
work on what the audit committee had
been up to and onwards to providing the
same sort of transparency about what the
audit had done. And this was to be based
on the following three areas:
They were to talk about the risk of
material misstatement, the allocation
of resources in the audit, and the
efforts of the team.
They had to explain how they had
applied the concept of materiality.
They had to talk about the audit scope
and how it had responded to the
assessment of the risks of misstatement
and the concept of materiality.

*
*
*

The FRC deliberately set all this out at
a high level. It was only prescriptive when
it came to the materiality point. Otherwise
it was all phrased so that auditors and
companies could have the freedom to
implement whatever they fancied.
Those were the triggers. And the
review and survey – Extended auditor’s
reports: a review of experience in the first
year – which the FRC has just released
about what happened next, shows that
auditors have gone for it.
To be fair, this casting off the chains by
auditors comes at a time when they need
to portray themselves to the world as the
fine and useful people they undoubtedly
feel they are. They recognise that there
could be winners on both sides in this.
The survey says: ‘Auditors appeared
not only to have met the new
requirements but in many cases had
made sometimes quite radical further
changes to auditor’s reports, going
beyond the changes required by the
FRC.’ It follows that up with a list of
‘significant innovations’ and suggests the
whole outburst of change could act as ‘a
catalyst to maintain the momentum of the
initiative’ not only in the UK and Ireland
but also around the world. No one else
does this yet.

Bigger companies, more risks
The review took place late last year and
looked at 153 companies, 63 from the
FTSE 100 and 90 from the FTSE 250,
audited almost entirely by the Big Four.
One interesting quirk that cropped up
immediately was that each of the largest
audit firms reported more risks on average
for the FTSE 100 companies than those
of the FTSE 250. And the details are
included. PwC, for example, reveals ‘the
arrangements for staff to whistleblow
inappropriate actions’ for one client that
it assessed.
Across the review, the five major risks
the audit firms looked at were: impairment
of assets at 86%, tax at 70%, goodwill
impairment at 66%, management override
of controls at 57%, and fraud in revenue
recognition at 51%. KPMG, at 89%,

Robert Bruce | Comment

provided ‘the most granular
non-standardised risk
disclosures’.
When it came to
materiality the review
shows that audit firms used
many different methods
to reach their decisions.
One investor business
said it was interesting to
see auditors relying on
their own calculations, and
adjustments ‘on which
historically auditors have
been unwilling to pass
any judgment’. Things are
definitely freeing up.
There are examples of
real detail in the KPMG risk
assessments of Standard
Chartered bank quoted by
the FRC in the review. The
same is true of the section of
reports dealing with going
concern: 58% of the audit
reports included one, and
some go into detail that,
for auditors, is remarkable.
This is likely to change even
more dramatically in the
future. Last September, the
FRC introduced the idea
of longer-term assessments of viability.
‘We might,’ the FRC says with some
understatement, ‘expect further auditor
reporting innovation in that regard.’

Caveat emptor
But there are caveats. The process of
the FRC that looks into audit work, the
audit quality reviews, has cast an eye over
what has been going on within the audit
firms and has ‘identified inaccuracies
in the auditor’s descriptions of the
nature or extent of the audit procedures
performed’. So it may not all be quite

as revolutionary as reported. And when
the FRC had some chats with investors
about the review’s findings, the investors
welcomed the changes but again issued
a couple of caveats about how far some
issues might have been resolved in
‘smoke-filled rooms’ of auditors and
audit committee members. With auditor
rotation becoming a major factor in the
years ahead, investors also warned that
an incoming partner may facilitate ‘risk
disclosure arbitrage’.
But overall the changes are potentially
momentous. Tony Cates of KPMG catches

To boldly go: KPMG’s thinking
The FRC survey quotes Tony Cates, head of audit at KPMG UK, on the reasoning
behind KPMG’s experimentation with audit reports: ‘If we truly want audit to
make a difference, not only do we have to ask these challenging questions, but
offer bold answers – daring to think differently. So we have put it to the test by
issuing a small number of audit reports that extend the new audit report beyond
the minimum required by also setting out what we found. With the agreements of
our clients, Rolls-Royce Holdings and New World Resources… the audit reports
to their shareholders do just that. So while KPMG reports normally set out under
each audit issue “the risk” and “our response”, on these occasions we have
added “our findings”.’
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the spirit of his firm’s effort: ‘We didn’t put
this innovation to the test primarily for the
practical tips. Rather, I want this innovative
audit report to kick-start debate by
showing investors, audit committees,
companies and the audit profession as a
whole what could be achieved.’
Many years ago when interviewing the
FD of a very successful supermarket chain,
I asked him what he thought the value
was of the auditor’s report. He made the
right noises about it giving the company
credibility and certainty on behalf of
shareholders. He then pointed out that
it was no use at all otherwise. However,
he said he also gave the auditors a clean
page on which to print their short report
in the hope that some day they would
start to say more, and more useful, things
and fill that space to some advantage.
It seems that, belatedly, his goal may be
being achieved. ■
For more information:
Extended auditor’s reports:
a review of experience in the first
year is available from the Financial
Reporting Council at www.frc.org.uk
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Honesty is the best policy
In a world of prolifering and wide-ranging opinions on what ‘public interest’ means,
the emphasis needs to be on honesty and transparency, argues Jane Fuller

Jane Fuller serves on the
Audit and Assurance
Council of the UK’s Financial
Reporting Council

for certain items, he usually says no. In
higher-profile cases, the public suspects
that the profession fails to curb excess,
often because of conflicts of interest.
The need for change is spelt out in
HM Revenue and Custom’s guidance on
how to apply the General Anti-Abuse Rule
(GAAR). The premise is that ‘all taxpayers
should pay their fair contribution…
It therefore rejects the approach…that
taxpayers are free to use their ingenuity to
reduce their tax bills by any lawful means,
however contrived’.
There are, of course, different strands
to the public interest. When Kraft took
over Cadbury, shareholders in the
chocolate company cheered at the price
paid, but the UK workers did not. As it
happened, it was foolhardy of the acquirer
to promise it would undo a factory closure
that Cadbury itself had planned.
It is better to recognise and spell out
the facts of business life to listeners of the
Today programme on BBC Radio Four.
Jon Moulton, chairman of Better Capital,
gave a lesson in how to field emotive
criticism in the wake of the insolvency of
City Link.
Here are a few suggestions for dealing
with the public interest:
Use a simple definition but be
prepared to explain the trade-off made
between different interest groups.
Adhere to the principle behind the
rules, especially when public policy –
for example, tax breaks for film-making
– creates loopholes. Surely it is not
that difficult to tell when the motive
switches from art to artful dodging?
Regulatory wording, such as ‘take into
account’, understates the importance
of the public interest and the link
between it and professional principles.
Act as if this wording has been
tightened up.
Apply the Private Eye test. How
would it look if this arrangement were
reported in that magazine?
The profession should promote its role
in upholding the public interest. If the
client objects, tell them they’ll thank you
one day. ■

*
Politicians seem to be taking the view
that advisers, including accountants, are
just as bad as the perpetrators of abuse
and that ‘the public interest’ should be
a professional’s guiding star.
Some might have celebrated a halt to
this tide when Deloitte and Maghsoud
Einollahi won parts of their appeal against
the Financial Reporting Council in the MG
Rover case – notably the bit about failing
to consider the public interest adequately.
But the political flow, personified by
Margaret Hodge, chair of the Public
Accounts Committee, is all one way.
So how do we answer the question
posed by the MG Rover appeal tribunal:
‘What does the requirement to take into
account the public interest add’ to the
‘basic principles’ that accountants should
act with integrity, honesty and objectivity?
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A good start would be to stop treating
the public interest as a hot potato.
Tortuous definitions like that of IFAC
do not help: ‘The net benefits derived
for, and procedural rigor employed on
behalf of, all society in relation to any
action decision or policy’. Half a minute
on Google yields much more intuitive
answers: ‘The welfare of the public’, or
‘anything affecting the rights, health, or
finances of the public at large’.
The next step is to stop acting as
though it is all so difficult and involves
assessing costs/benefits and ‘due
process’. This does not mean it is always
easy to tell where the public interest lies.
But why does it often seem that making
the right trade-off only gets really hard
when serious money is involved? When I
ask my (ACCA) accountant if I can claim

*

*

*

Peter Williams | Comment
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Out of service

Whatever the general election outcome, with public spending set to contract until at least
2019, local government will have to change the way it delivers services, says Peter Williams
Many local councils in England are
facing tough times. Far fewer seem
to know what to do about it. Local
government continues to face complex
pressures including cuts in funding,
rising demand for services and the
need to support local economic growth.
So far, local authorities seem to have
taken the imposed cuts on the chin and
are still standing, even though some
may be a little groggy.
Local government is unlikely to feature
highly in the general election campaigning
but it remains responsible for delivering
many of the services that will be debated,
especially social services. If the next
government – of whatever hue – continues
with the policy of cutting local government
money, it is questionable whether local
authorities could actually maintain the full
range of their statutory services.
The size of the cuts is significant (see
page 70). As part of the plan to reduce
the deficit since 2010, the government is
cutting funding by 37% between 2010/11
and 2015/16. This equates to a reduction
of 25% in ‘spending power’, a measure of
local authorities’ total income for services,
taking into account not only government
funding but also local council tax receipts.
External auditors are now voicing concerns
as to whether some local authorities will
be able to carry on delivering adult social
care and children’s services.
The savings to date have been
made under the all-encompassing term
‘efficiency savings’. But a survey by the
Local Government Association (LGA) says
that that route will have been exhausted
by 2015/16. The National Audit Office
says that, to date, the main victims have
been housing (down 34%) and culture
and leisure services (down 29%), while
councils have tried to protect social care
services. Even so, there is evidence of
less residential and adult home care
being provided.
The LGA says that the funding gap is
growing at an average of £2.1bn a year,
adding up to £12.4bn by the end of the
decade. And regardless of the outcome
on 7 May, the main political parties agree

Peter Williams is an
accountant and journalist
that public spending will contract at least
until 2018/19.
One of the key problems facing local
government is central government.
According to parliament’s spending
watchdog, the Public Accounts Committee
(PAC), Whitehall – mainly in the form of the
Department for Communities and Local
Government (DCLG) – does not have a
good enough understanding of the impact
of funding cuts. The PAC says the DCLG
does not appreciate ‘cost shunting’, where
a cut just creates a cost elsewhere. The
reduction in social care provision leading
to bed-blocking in hospital is the eyecatching example.
While the headline figure of 37% may
seem tough, the axe has not fallen evenly,
with reductions ranging from 5% to 40%.
The irony is that deprived areas swallow

the biggest cut. This is simple arithmetic:
as more deprived areas received relatively
more funding within the system, then so
they lose the most from cuts.
Whitehall has come to the conclusion
that local government is going to have to
change the way that it delivers services
to remain financially sustainable. Greater
Manchester’s £6bn NHS devolution
plan to combine health and social care
may represent one escape route. The
authority has already shown the way by
previously agreeing a devolution plan
for transport, housing and policing. But
some see the move as a risky strategy,
fearing local authorities will mess up,
create unnecessary bureaucracy, not
leverage local knowledge and not deliver.
Or it could be an inspired blueprint for
otherwise doomed town halls. ■
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Comment | Anthony Harbinson

Upping the Pace in the US

ACCA president Anthony Harbinson explains how a recent agreement with Pace University
in the US is a major step forward for ACCA in reaching the world’s leading markets

ACCA recently made an announcement
about a landmark partnership with
a university, which I believe has real
significance for future generations of
students and the choices they will be
able to make about where to pursue
their studies.
The agreement is significant because
it is with Pace University, which is based
in New York. This means that, for the
first time ever, students based in the
US have an opportunity to complete
coursework that will qualify them for
specific exemptions from the 14 exams
that students must pass on their way to
gaining the ACCA Qualification. Both
graduate and undergraduate students in
the Department of Accounting at Pace
University’s Lubin School of Business will
therefore be able to start their journey
towards ACCA membership later this year.
The initiative is in response to research
that has been conducted with ACCA
students, which showed that nearly
three-quarters of current ACCA students
who are studying away from their home
country would have been interested in
studying for the ACCA Qualification in the
US had that option been available when
they were selecting their programme.
The relationship has been built on firm
foundations. Pace University and ACCA
USA have already worked together on
shared research projects as well as two
successful cybersecurity conferences in
the past two years, which have helped to

Many ACCA
students would
have been
interested in
studying for ACCA
in the US if that
option had been
available
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raise ACCA’s profile in the country among
influential stakeholders.
Following the deal with Pace, ACCA
has announced that it expects to reach
agreement on similar initiatives with other
higher education institutions in the US in
the near future.
We are working with more than 600
higher education institutions around the
world through exemption accreditation
and memoranda of understanding, all
of which are intended to enable more
students to gain access to a career as
a finance professional, and which help
to meet the strong demand for finance

professionals from employers all around
the world.
I know that this landmark
announcement has taken a great deal
of effort to reach, but, as with all the
partnerships we develop, it will make
a real and positive difference to the
opportunities of our students and will
enhance the reputation of the ACCA
Qualification and the designation across
the world’s leading markets. ■
Anthony Harbinson FCCA is director of
safer communities in Northern Ireland’s
Department of Justice
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The view from

Adnan Zaheer FCCA, finance director, Arena Online and
Smart Pension, and fitness enthusiast
My biggest achievement has been
putting in place a modern finance
structure for both companies. The
processes and reporting models – with
weekly, monthly and quarterly reports to
the board – have helped the companies
to be more proactive and grow sales
significantly, and consequently profits.

Snapshot: technology
Coachella, California’s glossy, glam,
sun-drenched music festival, which
kicks off later this month, is a good
proxy for the tech boom. But as
anyone who has been swept up
in the frenzy knows, revelling in
the atmosphere without careful
planning is a recipe for a sore head.
Apple is certainly enjoying the
party, having shipped a record 74.5
million iPhones in the last quarter.
Samsung, though, is under pressure
from Xiaomi, Huawei and Lenovo,
as Chinese manufacturers look to
cash in on demand. China isn’t
just joining the party, it’s leading it,
taking 36% of those iPhones.
Increasingly, success is enabled
by real-time visibility of price,
investments and margin across
the value chain. In addition, smart
analytics are allowing adjustments
to be made pre-launch as well as
during the lifecycle.
With new data comes risks,
and a balance needs to be struck
between giving sales functions the
freedom to samba (securing the
deals needed to hit plan) and not
dancing at all (leaving warehouses
full of inventory, because of overly
rigorous, scientific or inflexible
pricing or product development
ambitions). In short, finance
functions are setting the drum beat
of a winning commercial strategy.
However, the question remains
– how much longer can the tech
party continue before the hangover
kicks in?
Rob Walker, partner, EY
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I started studying to be an accountant
in Pakistan. My career accelerated when
I moved to London to study for the ACCA
Qualification and work for Compass as a
bookkeeper. I became a finance manager
at Compass and worked with our largest
client, the BBC.
I joined Arena Group four years
ago. Arena Flowers is an online flower
business, with offices in Europe and
websites in several languages. It sources
flowers directly from farms and growers in
Africa and Europe.
Smart Pension is a separate company.
It is a multimillion-pound startup that
provides pensions auto-enrolment
solutions to UK businesses.
I report to the CEOs. I manage a
mix of part qualified and fully qualified
accountants. A lot of what I do is about
managing risks, raising finance, shaping
strategy and overseeing operational
finance. Our IT systems are crucial in
helping us manage these challenges and
accurately forecasting demand.

The processes and
reporting models
I have put in place
have helped us
be more proactive
and grow sales
and profits
significantly

Gaining experience in different
sectors has really shaped my career.
I’m fortunate to have acquired a diverse
range of skills and experience, having
worked in manufacturing, not-for-profit,
retail, e-commerce and financial services.
The ACCA Qualification has been
fundamental for my career. Its broad
nature has really helped me to think
outside the box and think and act
strategically. It is a great tool to help
consider and overcome challenges.
I obtain most of my continuing
professional development from ACCA’s
CPD events. The seminars for UK
members keep me up to date with the
latest technical developments and also
provide an excellent platform to network
with other members.
No two days are ever the same. I
welcome the commercial focus of my
current role and the fact I get to speak to
a range of stakeholders. In terms of future
career goals, I see myself growing both
companies, and working for a medium
or large company in a CFO or similar
leadership role.
I switch off by trying to keep fit
outside of work. I cycle to work (12 miles
a day), play golf and attend the gym three
times a week. ■
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Beyond counting the beans
The finance function at HJ Heinz is not just standardising and speeding up its processes, but
also embedding a sense of ownership in the business, say Jon Fenwick and Richard Gosling

A really good fast-moving
consumer goods (FMCG)
brand has at least three
key characteristics. First,
the product is more or less
the same wherever you
go; second, it flies off the
shelves in many countries;
and third, consumers feel
some sort of sense of
ownership of the brand.
So much for Marketing 101.
But what if you apply these
brand principles to finance?
Two finance professionals
at HJ Heinz’s European
headquarters in Hayes,
Middlesex, a few miles north
of Heathrow, have been taking
a leadership role in doing just
that. Jon Fenwick, European
head of scalable services,
and Richard Gosling, senior
finance manager, have helped
transform the finance function
since Heinz’s $28bn debt-and-

equity buyout in June 2013
by Brazilian private equity
group 3G Capital and Warren
Buffett’s Berkshire Hathaway.
Fenwick and Gosling
don’t explicitly say they’re
branding the finance function.
But they have been working
to standardise transaction
processing and get more
information out to the
company more quickly,
with a view to improving
everyone’s engagement
with the business’s financial
performance. That sounds
like a parallel with traditional
branding strategy that’s too
good to ignore.

$11.5bn

Total revenue in 2013

1.5m

Cans of beans sold in the UK every day

57

Basics

Number of ‘varieties’ HJ Heinz supposedly has. It actually
had more than 60 products when Henry John Heinz
devised the slogan

5,700

Number of products today

0.028mph

Speed at which Heinz ketchup pours out of the bottle

7

Number of CEOs HJ Heinz has had since it was founded
in 1869

Catalyst for change
Founded in 1869, Heinz seems
never to have put a marketing
or product foot wrong – Buffett
says it will still be ‘prospering
a century from now’. But as

»

0

Number of shares in HJ Heinz that Berkshire Hathaway
ever intends to sell
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good at catering for consumer
tastes as Heinz may have been,
its inward focus on its own
processes – and people – was
less sharp. The buyout was the
catalyst to change all that.
Gosling remembers feeling
‘shock’ when the deal was
announced. ‘To a certain
extent you felt you were too
big to be bought,’ he recalls.
Top management changed
not only at board level but
across the regions. ‘People
suddenly had different line
managers,’ says Fenwick. ‘They
started reporting to a guy
they’d never met before.’
For some finance people
across Europe, Fenwick was
that new guy. He had been
leading the roll-out of the SAP
IT suite across the continent
and had just two countries
left to do when Heinz was
acquired. Fenwick was put
in charge of a new European
‘scalable services’ division.
‘We’re the ones who turn
the wheels,’ Fenwick says. ‘We
do the transactions. Everything
from handling all the incoming
invoices from suppliers to
the outgoing invoices to
customers.’ From raw materials
to finished goods would be
another way of putting it, with
all the intra-group transactions
to sort out as well.
Fenwick had met many but
not all his new direct reports
during the SAP project, so he
set about meeting them, ‘to
give them the reassurance that
we weren’t just going out to
change their world but to try
and make it better’.

Empowerment
It took until the beginning of
2014 to achieve that, Fenwick
says. ‘But now we’re working
together as a team.’ The initial
top management changes
may have been unsettling,
but ‘there have been a
huge number of internal
promotions, giving people
a chance and empowering
people. That in itself drives
more ownership.’
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Jon Fenwick

*
*
*
*

‘Understand the accounting
fundamentals. Too many people
don’t – and you mustn’t assume
they do.’

Tips

‘Be open to new ideas.’
‘Be prepared to make a decision and take
responsibility for actions.’
‘Celebrate the team, and push it forward. You should
be the last one across the line – get everyone else
across the line first.’

Richard Gosling

*
*

‘Never leave a meeting with a question in your head;
if you do, that meeting hasn’t been effective. Always
make sure you ask that next question.’
‘And always ask the third question. Don’t be happy
with the first response – you can always go deeper. By
the time you’ve asked the third question you’re pretty
much there.’

In Fenwick’s scalable
services unit, the changes are
about standardising processes.
Before the arrival of 3G and
Berkshire Hathaway, each
country where Heinz operated
had its own accounts payable
and accounts receivable,
managed its own fixed
assets and inter-company
dealings, and had whatever
key performance indicators
(KPIs) the country FD was most
enamoured with.
Some FDs might only have
been concerned to ensure that
invoices were sent out and
bills paid. In some countries,
a purchase order was needed
before an invoice could be
paid; in other countries, a PO
would be nice but invoices
could still be paid without one.
Now, all the reporting lines
go into Fenwick, who leads a
team of more than 100 across
Europe. PO compliance is over
90% – not just because of rigid
adherence to new processes
but because accounts people
have been sitting down with

people in procurement or
factory spares to train them
and explain the benefits of the
new procedures.
Today, people can’t begin
to imagine how they used to
cope when 30% of invoices
had to be handled manually,
Fenwick says. But this wasn’t
a ‘fix and forget’ operation.
‘We’re getting innovation,’
Fenwick says. ‘I’ve told my
people, if you can come up
with an idea each, no matter
how big or small, and we
adopt 50% of those ideas,
we’re going to move our
processes forward. And we’ve
now got people talking to
each other who never spoke
to each other before. The
accounts payable person in
Poland had never spoken to
the AP person in Spain, and
now they’re speaking almost
daily because they’re coming
across the same problems.’
Getting that sense of
ownership across the whole
business is a challenge that
Gosling rises to in his role too.

► New flavour
for finance
Jon Fenwick (left) and
Richard Gosling

He heads up business budget
planning (BBP) and planning
performance management
(PPM). BBP is a financial
planning and analysis function
that looks at the medium and
longer-term horizons, while
PPM takes care of weekly
and daily reporting to make
sure the business is on track
to achieve its goals. Gosling
offers an analogy: ‘The BBP
guys say, “Okay, we’re going
to the supermarket to do our
shopping,” and the PPM guys
say, “We’re going at two miles
per hour, the supermarket is
two miles away, so we’ll be
there in an hour.”’
PPM is another innovation
that’s been triggered by
Heinz’s takeover. This begs
the question, how on earth
was Heinz managing itself
before? ‘We had and still have
commercial finance teams
within each of the countries
in Europe,’ Gosling explains,
but they are reporting more
quickly, more often and to a
common set of KPIs.
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Jon Fenwick
2013

European head of scalable services

2009

CV

SAP controller lead

2006

Financial accounting manager, three years after joining HJ
Heinz, following roles at Warner Brothers, Danka, WorldCom
and Prudential, having gained his ACCA Qualification in 1996

Richard Gosling
2014

Head of planning performance management, later
expanded to include business budget planning

2011

Senior finance lead, Eastern Europe

2010

Senior finance manager. Gained his ACCA Qualification in
2007, and was the integration finance lead when HJ Heinz
acquired HP Foods in 2006

Everyone’s an owner
Like Fenwick, Gosling reports
to the European CFO but
has a much bigger audience:
‘We’re trying to embed the
new culture: everybody is an
owner of the business, and so
everybody should know how
we’re performing. It shouldn’t
just be the sales guys knowing
how well sales are performing.
Someone sitting in payroll
should also know how we’re
doing against our targets
for sales.’
Daily – yes, daily – reports
go out to almost everyone
and are posted on staff notice
boards, making it quite clear
in red, yellow and green
which parts of the business
have performed well against
targets, and which haven’t.
Other information is released
weekly and monthly.
So what has faster
reporting brought? ‘I think it’s
a faster pace of business, full
stop,’ says Gosling.
But the person in payroll
doesn’t own the business

– 3G Capital and Berkshire
Hathaway do – and is hardly
in a position to do anything
about sales to supermarkets
in Poland, say. So how is that
information helpful?
‘It makes you feel part
of that business, like you
own it. If you truly owned
the business, you would be
interested to know what your
colleague across from you
was actually selling and if they
were meeting their targets,’
Gosling explains. ‘It also drives
an element of accountability
because they might turn round
and say, “What is going on in
Germany? I don’t understand
why we’re not performing
as well.” Or the other way
round: “How come we’re
doing so great?” It brings
everybody together with that
same level of understanding
and knowledge of our own
performance as you would do
if you ran your own business.’
Gosling puts his finger on
the cultural shift that’s taken
place. ‘As opposed to being

a cog previously, now you’re
a cog that can speak out a lot
more,’ he says. ‘The whole
company has the mandate to
go out and change something
if they think it isn’t working.’
One of the biggest
changes has been the
introduction of zero-based
budgeting (ZBB, with the Z
pronounced the American
way to rhyme with BB). Now,
instead of this year’s budget
line items being, say, 2% more
than last year because of
inflation, ‘We start with a blank
sheet of paper and say, “What
do I really need to spend this
year to achieve everything I
want to?”’ explains Gosling.
‘It’s back to this ownership
piece: what if it was my dollar
coming out of my pocket?’

Communication’s the
name of the game
Communication is now a more
highly prized competency
than ever at Heinz. ‘One of the
first CFOs I worked for here at
Heinz said he would surrender

two good accountants for
one good communicator,’
Fenwick recalls.
‘When you’re managing
teams in different countries in
different languages, you have
no choice but to be a good
communicator,’ says Gosling.
He adds that the ACCA
Qualification that both he and
Fenwick have earned, coupled
with years of experience,
means that ‘the finance piece
is second-nature – like driving
a car – so that allows us the
freedom to be able to change
and take on the new approach
and the new expectations of
the owners’.
Fenwick says of their
ACCA Qualifications that the
perception of people coming
into the business is that ‘you’re
completely commercial,
completely tapped into the
business, forward-looking,
analytical’. And not, dare one
say, just a pair of fast-moving,
branded beancounters. ■
Andrew Sawers, journalist
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Tax survey

Most CFOs surveyed say that tax planning
publicity is damaging corporate reputation

35

BEPS: the new frontier
Country-by-country reporting is the most contested area of
the OECD’s Base Erosion and Profit Shifting (BEPS) initiative
for multinationals, with confidentiality the top worry.

‘Lose, lose’ for multinationals
52%

Scrutiny of tax practices is becoming more intense, with
77% of respondents saying corporate reputation suffers
if corporate tax planning is perceived as aggressive.

57%
48%

43%

Will BEPS create a more
sustainable global tax
system?

Are you in favour of
country-by-country
reporting?

■ Yes ■ No

■ Yes ■ No

For more information:

77%
Say exposure
affects
reputation

60%
Report more
audits by tax
authorities

80%
76%
Want thorough
Say BEPS
reform of tax
will help tax
architecture
effectiveness

Taxand’s fourth annual global survey of the CFOs of
multinational corporations, Caught in the crossfire:
MNCs prepare for the post-BEPS world, is based on
responses from CFOs and tax/finance directors across
Asia, Europe and the Americas. You can read the full
report at tinyurl.com/TaxandGS15

No end to cross-border headaches

In the spotlight’s glare

For the fourth year running, multinational corporations consider transfer
pricing to be the most challenging area of tax and the one getting the most
significant scrutiny. The tax areas seen as most challenging are as follows:

20% Transfer pricing

15% Tax litigation/disputes

13% Indirect tax and corporate tax rate

70%
Felt their tax
authority had
focused more
on substance

67%
Said media
scrutiny didn’t
affect their tax
planning

9% Compensation equity and employment tax and restructuring

8% M&A tax

7% Individual tax

6% Real estate tax

In an era where scrutiny from
governments, media, the public and tax
authorities has become commonplace,
it is unsurprising that globally 60% of
respondents reported an increase in the
number of audits by tax authorities in the
past year. Taxand says governments must
be careful to maintain a balance or risk
curtailing MNCs’ growth aspirations.
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Integrated thinking

However integrated reporting is encouraged and led, its widespread adoption will come
from leadership at board level, says the IIRC’s Neil Stevenson

D

ecember 2014 marked the first anniversary of
the International Integrated Reporting Council’s
International Integrated Reporting Framework.
One year on from its launch, numerous developments are
now taking place worldwide to encourage the framework’s
widespread adoption.
This was an important theme during the World Congress
of Accountants in Rome in November 2014, attended by 4,000
people from 150 countries. Speakers at the conference described
a shift in outlook in business towards a wider concept of value
creation. Business needs to respond by planning to achieve
long-term outcomes while managing the short term.
The conference made a powerful statement about the
opportunities for enhancing reporting. Professional accountants
are in an excellent position to lead innovations in reporting to
meet the needs of investors and other shareholders, so it is a
prime opportunity for the profession to show how it can continue
to add value.
The strategy for integrated reporting (IR) is to achieve the
breakthrough: a meaningful shift to global adoption over the
next three years. The focus is moving from testing and early
innovations to an era when IR becomes mainstream and adopted

by a far greater number and range of entities. Our strategy to
2017 includes a number of key themes, such as:
leading practice through IR networks around the world and
promoting dialogue between key players in corporate reporting
building a bridge to investors to encourage investment
decisions based on integrated reporting and thinking
engaging with the policy and regulatory community to ensure
that IR can flourish.
It is clear that to achieve our objective we will succeed through
the influence and advocacy of many institutions and forwardthinking organisations which are well placed to drive adoption in
markets around the world.
However the move to IR is encouraged and led, widespread
adoption will come from leadership at board level. This insight
has been well understood for a long time in relation to best
practice corporate reporting.

*
*
*

Boards drive reporting

Among the influencers, company boards are hugely important.
As the International Integrated Reporting Council (IIRC)
highlights in its recent report, Creating value: value to the
board, decisions about the nature of company reporting
begin in the boardroom, and so the extent to
which senior executives drive adoption of IR
will be vital in the coming months and years.
What benefits can boards expect from adopting IR?
Corporate reporting, and the thinking that
has to accompany it, are boardroom issues.
IIRC research conducted by Black Sun among 66 organisations that have
This is where strategy, performance and the
already started to implement IR found that:
development and communication of long91% have seen a positive impact on external engagement with
term value are best understood, aligned and
stakeholders, including investors
led. The International Corporate Governance
92% believe that they have increased understanding of value creation
Network has endorsed this view, revising its
79% report improvements in decision-making
global governance principles to include the
78% see a current benefit of more collaborative thinking about goals
recommendation that boards should produce
and targets by the board, executives and strategy departments.
an integrated report. Reporting is firmly placed
Among organisations that have already issued an integrated report, Black
among the responsibilities of top management.
Sun found that:
Adopting IR can substantially help boards
84% believe that the process has had benefits for their board
in meeting their governance responsibilities,
84% have experienced benefits in collaboration between the board
and in building and maintaining trust in their
and executives
organisation. Businesses increasingly need to
87% believe that investors better understand their strategy
be seen to be making a positive contribution
79% believe that financial capital providers have greater confidence in
to the societies in which they operate. This has
the long-term viability of the organisation’s business model.
been a repeated theme in debates following
the financial crisis. How boards report their
Source: Realizing the benefits: the impact of integrated reporting, Black Sun,
performance and their organisation’s impact
September 2014
on wider society is therefore critical. The

*
*
*
*
*
*
*
*
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ACCA study, Understanding
investors: directions for
corporate reporting, found
that two-thirds of investors
surveyed had lost trust in
company reports since
the onset of the global
financial crisis.
Separately, research
by public relations
consultancy Edelman,
which conducts a
substantial annual
global survey to
develop a Trust
Barometer, shows
that the factors seen
as building trust
in business have
changed since 2008.
People now place
greater importance
on engagement
and integrity-based
attributes such as
treating employees
well, listening to
customers and
exhibiting ethical and
transparent practices.
These factors now carry
more importance than
operational-based attributes,
including financial performance.
Edelman’s research suggests that CEOs
can build trust in themselves and their companies by
communicating clearly and transparently, telling the truth
regardless of how unpopular it is, and engaging regularly with
employees. Clear and transparent communications can be
enabled by IR, and trust in the organisation therefore supported.

Meeting investor needs
Even if individual boards are not yet receiving routine requests
for integrated reports from investors, this should not be a reason
to delay starting the IR journey. Investors say that they have more
confidence in management when they gain a clear picture of the
business from its reporting.
Research by PwC has shown that investors want the benefits
associated with the broader reporting focus of IR. Its report,
Corporate performance: what do investors want to know?,
found that 87% of investment professionals surveyed felt that
clear linkage between a company’s strategic goals, risks, key
performance indicators and financial statements was helpful
for their analysis. In addition, 63% believed that the quality of a
company’s reporting – including information about strategy, risks
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and other drivers of value –
could have a direct impact
on its cost of capital.
However, substantial
gaps were perceived
between the
importance of these
topics and the
effectiveness with
which companies
typically report
on them.
‘Developing
more integrated
reports could
potentially better
meet the needs
of investment
professionals while
also encouraging
more cohesive
decision-making
within companies to
support longer-term
value creation,’ says
PwC assurance partner
Zubair Wadee.
Mounting evidence
shows the benefits that
boards can gain from adopting
integrated reporting. IIRC
research conducted by corporate
communications consultancy Black Sun
among organisations piloting the framework

»

What is an integrated report?
The primary purpose of an integrated report is to explain
to providers of financial capital how an organisation
creates value over time. However, an integrated report
benefits all stakeholders interested in an organisation’s
ability to create value over time, including employees,
customers, suppliers, business partners, local
communities, legislators, regulators and policymakers.
An integrated report aims to provide insight about
the resources and relationships used and affected by
an organisation – collectively referred to as ‘capitals’. It
seeks to explain how the organisation interacts with the
external environment and the capitals to create value over
the short, medium and long term. There are five capitals,
which are categorised in the international framework as
financial, manufactured, intellectual, human, social and
relationship, and natural capital.
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Global momentum of integrated reporting
identified both external and internal benefits. From an
external perspective, many companies found they had better
engagement with external stakeholders, including investors.
Internally, many companies felt they had better understanding of
how they created value, and that there was more collaboration
and integrated thinking taking place between different parts of
the business. Many organisations found their decision-making
improved as a result.

Harvard
Business School
study hails
IR as enabler
of financial
stability

IR promoted by
G100 and major
superannuation
funds in
Australia

Securities and
Exchange
Board of India:
not ‘if’ but
‘when’ for IR

Brazilian stock
exchange calls
for ‘report or
explain’ on IR

UK guidance on
strategic report
consistent
with IR

IR crucial part
of Japan’s
revitalisation
strategy

South Africa
endorses the
International IR
Framework

European
Commission
describes IR as
‘step ahead’

Malaysian
prime minister
declares
business
take-up of IR

A natural path
Boards are increasingly pursuing long-term strategies that
integrate wider sources of value creation. This should incline
them towards an IR approach; it will become a natural part of
boardroom thinking to report organisational performance in
relation to long-term value creation – a need and intent that is
aligned with the international framework.
Integrated reporting is a sound board response to the
challenges of modern business life. Big data, the internet
and social media mean that we are now living in an age of
transparency. Integrated reporting is a strategic response to the
challenges of operating successfully within modern society. It is
also about doing the right thing. Increasingly, boards are being
expected to recognise that they have a wider purpose beyond
delivering financial success for shareholders.
Many leading companies understand this and are embracing
IR as a practical means of telling a compelling story about how
they are creating long-term value and so contributing to the
greater good – not only in pure business terms, but also for
society at large. Others will surely follow. ■
Neil Stevenson is managing director, global implementation, at
the International Integrated Reporting Council
For more information:
Read Creating value: value to the board at
tinyurl.com/iirc-value
Read ACCA’s Understanding investors: directions for
corporate reporting at www.accaglobal.com/ab/160

Accounting and Business 04/2015

CEOs can
build trust by
communicating
clearly and
transparently,
telling the truth
regardless of how
unpopular it is

IR set for
take-off in
Singapore

Globally:
Recommendation
to G20 on IR
World Bank
implements IR
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Guidance for finance

The large economy-driving financial institutions are going to need guidance from some
of the best thinkers on audit, says PwC partner and new IAASB member Rich Sharko

P

wC partner and American in Moscow Rich Sharko
has joined the International Auditing and Assurance
Standards Board (IAASB) at a key time. With its major
project on auditor reporting now completed, the board will
be focusing on a range of new issues. Sharko’s talents will be
put to good use, particularly his extensive financial services
audit expertise.
Sharko will be chairing a new IAASB working group focused
on audit considerations relevant to financial institutions. The
project’s scope is likely to extend beyond banking to include
other financial services sectors such as insurance.
‘There’s a lot that can be done,’ Sharko says. ‘There
have been a lot of requests from regulators and
other stakeholders for us to look at this. Can we
give guidance? Can we make some amendments
to standards where things are unclear? Can we
consider how auditors are going to deal with
the changes resulting from IFRS 9 on financial
instruments? There will be some forward-looking
information to consider, so how do you audit
that? This is all new stuff that we have to
think about.’
When AB interviewed him, Sharko had just
begun thinking about the likely challenges
involved in the financial institutions project,
with his first meeting with the board on the
topic scheduled for March. Initially he was
expecting the discussion to involve some
brainstorming on the direction the project
should take, and some education on
the likely issues. ‘You want to make sure
everyone understands why we are doing
this,’ he says.

Getting the best thinkers
Two key drivers for the project stand out
for Sharko: ‘The financial crisis and the
change in accounting standards. If you
put those two together, there’s a good
reason for the “why”.’ The high
degree of complexity in financial
institution audits is another
contributing factor.
Project outputs are likely to include
non-authoritative guidance in the from of an international
auditing practice note (IAPN). ‘Being non-authoritative, you

»
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can get it out more easily,’ Sharko says. ‘You don’t need as much
due process.’ Such an IAPN could be developed in a year and
a half, he hopes. Another reason for issuing an IAPN is that
auditing standards, like accounting standards, are meant to be
industry-neutral. Sharko acknowledges there may be a concern
that ‘tomorrow the telecoms industry is going to come knocking
on the door’. However, he says: ‘I think regulators around the
world realise that those large banking or insurance institutions,
both internationally and nationally, drive the economy. You really
do need to give some help, some guidance – and get some of
the best thinkers on audit out there.’
The IAPN aside, some auditing standards could need revising
to take account of the complexities associated with financial
institution audits. For example, Sharko expects that ISA 540
on auditing accounting estimates will fall within the scope of
his project. ‘That’s one where you
probably have to enhance certain of
the requirements,’ he says.
He adds: ‘We also want to do
something on how auditors interact
with supervisory agencies, regulators.
There used to be a practice aid on
that, which over time was considered
stale and withdrawn. So we will do
something fresh, but similar.’
Other topics likely to come up
during the working group’s discussions
could include loan loss provisions
(under IFRS 9), valuations and how
to use specialists such as actuaries.
Even though IAS 620 provides help on
using the work of an expert, financial
institutions may need more. ‘For

insurers, pension funds, banks – you might have credit specialists
who are state-of-the-art specialists,’ Sharko says. ‘How do you
bring them in? How do you rely on them? I think that’s an area we
need to look at.’
What impact does Sharko hope his working group will have?
‘I hope audit quality improves,’ he says. ‘And based on our
guidance and any enhanced requirements, I hope that helps the
auditor address the risks that are facing financial institutions.’

Playing the long game
The task isn’t likely to be easy, nor completed speedily. ‘Projects
like this aren’t short-term,’ Sharko explains. ‘We won’t get
anything out tomorrow. As a new board member, you want to
get there and get something out. But I think this will be a one
to three or four-year type of project. The first year is to find out
about the issues and concerns. I am
real interested in making sure we have
a wide net, covering all stakeholders –
regulators, standard-setters, auditors,
audit committees, clients themselves.
Some could say that things are great
right now; some will say everything
is wrong. Auditing standards are for
everyone, so some will question how
far we take an industry focus. People
around the world will have different
views on that.’
Sharko is also joining the IAASB’s
working group on quality control,
which has just got under way. ‘This is
something dear to my heart again –
as an auditor, as someone who has
been involved in risk management,’

‘When people
talk about data
analytics, I see
it’s powerful. But
I do wonder, will
people really
understand it?’
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Sharko says. He notes the increasing focus on the role of the
engagement quality control review partner since the financial
crisis. Many factors influence audit quality, Sharko points out.
‘Clearly standards can help. Training can help. Better execution
can help. And there is a lot of focus on the review partner
because that person is here to help establish and ensure quality.
I can see that will be an important aspect of the quality control
project.’ This is of particular personal interest to Sharko, who,
he says, has reached an age where he has become ‘that type of
person on engagements’ for PwC.
Sharko is keen to bring this experience to the IAASB,
alongside his skill in both technical accounting and auditing. He
has developed and maintained expertise in both areas during
his career at PwC, applying it to good effect in the audit field.
Though an American who gained his Certified Public Accountant
qualification in California (where he is still licensed), Sharko has
spent almost half his 31-year PwC career working in emerging
markets – mainly Russia, but also in Hungary and Ukraine.
Broad technical and practical experience has been essential. ‘In
emerging markets people come up to you and say, “I have this
issue. How do you audit it?” If you know accounting, it should
help you figure out what you need to do for auditing. And if
you’ve seen the audit work, you can see how execution needs to
be improved.’

An eye on developments
As an IAASB board member, Sharko will be joining in discussions
on audit issues such as the potential use of data analytics. ‘I say,
show me the benefits,’ he says. ‘When people talk about it, I see
it’s powerful. But I do wonder, will people really understand data
analytics? I look at the wider group of auditors – would this be
effective for everyone? I have an open mind and want to find out
more about it.’
The potential for assurance on integrated reports is also
something the IAASB will be contemplating. ‘If at the end of the
day the users say they need this, you need to find a way to do it,’
Sharko says. ‘I think the big territories will provide the lead – the
UK, the US, Europe.’ If users there demand broader information
from companies, assurance may need to follow. Sharko believes
auditors could develop the necessary skills, given the right
training. ‘Most people will need to get a different mindset,’ he
says. ‘It’s the same with audit reporting. It’s a sea change in what
we are doing there.’
Having issued its new and revised auditor reporting standards
in January, the IAASB will be monitoring their impact closely.
Sharko considers the project, completed before he joined
the IAASB, a success and hopes auditors will rise to the new
challenge. ‘Auditors need to be able to write in understandable
language,’ he says. ‘Users need to be able to understand what it
all means.’ Nevertheless, Sharko appreciates that standard-setters
and regulators can’t assume that, just because new standards have
been issued, auditors will automatically succeed in applying them
as intended. It’s not just about ‘different wording’ he stresses.
The fact that territories such as the UK and Netherlands have
already been experimenting with more expansive auditor reports
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Becomes a member of the
International Auditing and Assurance
Standards Board
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Becomes PwC’s chief risk officer for
Central and Eastern Europe for two years
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Joins the PwC network’s global board (until 2013)

1996

Becomes a PW partner, after stints in the UK, Hungary and
Russia; continues to work in London and Moscow, leading
the Accounting Consulting Services team for CEE

1983

Joins Price Waterhouse in Los Angeles, California

is helpful. ‘Those are both great territories to lead because they
try to put what’s right,’ he says. ‘Therefore the auditors and the
audit committees have a little more flexibility. They think that if
they try to do what’s right, then they don’t have to worry about
the legal stuff. The concern I have is whether other jurisdictions
will take that same mindset. In accounting you have national
differences – I would hate to see that in this area.’
Investors can provide a positive influence by articulating what
they want to see in auditor reports. ‘If you get user groups and
investor groups saying that this stuff is important, if they say, “We
want this information in language we can understand,” then that
would be helpful,’ Sharko says.
Awards for high-quality reporting can also have an impact.
‘I like the way that there are awards in the UK, for example,’ he
says. ‘Good disclosures get recognised.’
Given that much of Sharko’s career has been spent in Russia,
he is familiar with some of the tougher challenges an auditor
can face. ‘There are positives and negatives to being an auditor
in Russia,’ he says. ‘The positive is that clients look at you as
a specialist. They didn’t necessarily grow up with people who
were auditors, so you are a different type of animal. You have
unique experiences, so you can give them interesting and unique
advice. On the other hand, so much is state-owned.’
As Sharko points out, auditing standards are written on the
assumption that auditors can get access to everything they
need, but this isn’t necessarily the case in Russia. ‘It’s challenging
sometimes,’ he says. ‘You have to think about alternative
approaches. And sometimes you can’t get there. There’s a lot
of judgment involved and some of the training you need is the
“kick the tyres” type training, but how do you get that? So the
people with experience are really sought after.’ ■
Sarah Perrin, journalist
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At the crossroads

With the allure of alternative financing on one hand and the familiarity of bank
loans on the other, which way should finance professionals turn, asks Manos Schizas

B

usiness finance is at a crossroads and which way finance
professionals turn could have a significant bearing on
how businesses are funded in the future. The situation
is best summed up by two key questions. How many times
recently have you read an article about how alternative
financing will be the future saviour of enterprise? Quite a
few, I’m sure. At the same time, how often have you read
that banks’ doors are firmly closed to those entrepreneurs
looking for investment to grow their businesses? Too often
to count, I suspect.
Yet bank loans and overdrafts remain the types of finance that
ACCA members are most often involved in raising on behalf of
clients. And that presents finance professionals with a dilemma.
Innovation is rife in the financial services industry, but the majority
of funding applications facilitated by ACCA members still relate
to bank loans – anecdotal evidence suggests the advantage of
familiarity is still very powerful. Despite attracting an enormous
amount of venture capital and capital market funding, alternative
finance platforms have yet to make inroads within the profession,
at least outside of a few early adopter markets in the developed
mature economies.
The backdrop to this is, of course, the financial crisis that
engulfed global markets in 2008. We are still feeling the
aftershocks of the crisis more than half a decade later, but as
of mid-2014, ACCA has reported that financing conditions at
the global level are at their most benign since the recovery
began in 2009. In most parts of the world, less than a fifth of
large corporates and less than a third of SMEs were reporting
problems accessing finance, despite the headlines.
The key factor behind this shift, however, appears to be
an extraordinary level of global monetary stimulus, which is
likely to prove short-lived, much like the coordinated monetary
easing agreed by the G20 in 2009. And with traditional finance
providers demonstrating a remarkably high resistance to risk, the
beneficiaries of this stimulus have been larger organisations in
the more developed regions of the global economy.

Fundraising challenges
So the reality is that even though the macro picture seems to
be improving, small businesses still face huge challenges when
it comes to fundraising. ACCA’s own research has revealed that
a substantial share of business financing is still only available on
a risk-free basis – recipients must be seen as risk-free or able to
provide significant security.
However justified, the need for collateral (and the narrow
range of assets accepted as eligible) is keeping some of the most
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promising businesses out of reach of much needed finance.
As has been seen in many markets before, the silver lining
is that where there is a breakdown in how the market works, an
opportunity for disruption always presents itself. If traditional
finance providers fail to respond to the needs of those that
require finance, then others will step up and provide alternatives.
But it will not happen overnight. And this is where ACCA
members have a crucial role to play.
ACCA’s research has revealed that between the first quarter
of 2013 and the second quarter of 2014, nearly a third (31%) of
its members were involved in raising finance, either for their own
organisations or for clients. Most active of all were members in
Africa, with 40% personally involved in raising finance, and 31%
trying to raise finance for their own organisations.
The Middle East and Asia Pacific followed close behind, with
37% and 35% of members in those regions respectively trying to
source funds for their businesses or clients.
Looking across the size of organisation, it becomes clear
that members are most engaged at the SME level – 55% of
members working in small and medium-sized practices and
41% of those in SMEs were involved in raising finance. And
ACCA research has confirmed what many already believe – that,
at least among SMEs, businesses around the world consider
finance professionals to be the foremost experts in financial
management and business financing.

Bank loans and overdrafts
Of the 31% of all ACCA members involved in raising finance,
the majority were helping businesses secure bank loans and
overdrafts, although more specialist types of financing were
also well represented in the fundraising efforts – a quarter (25%)
of ACCA fundraising members (equivalent to 8% of the total
membership) sought funds from the capital markets, usually on
behalf of clients, and a similar proportion were involved in raising
supply chain finance, including invoice discounting, factoring,
reverse factoring and trade finance. Government guarantees and
export finance also figured in the finance professionals’ armoury.
And 14% tapped the bank of family and friends.
Newly popular methods such as crowdfunding and peer-topeer lending were sought out only by some 4% of all ACCA’s
fundraising members, and almost all of this occurred in Europe.
Throughout all the fundraising techniques, there is an increasing
need for timely information. This requires finance professionals to
act as true business partners. Practitioners are increasingly expected
to provide a quasi-assurance service to fundraising businesses.
They need to be able to speak directly to the senior directors and
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Dubai Multi Commodities Center

SADL Consulting, South Africa

Created in 2002, the Dubai Multi Commodities Center
(DMCC) Free Zone based at Jumeirah Lakes Towers is a
government authority with a mandate to enhance the flow
of commodities trading through Dubai, creating a thriving
marketplace for trade and enterprise. It is the largest free
zone in the UAE.
But according to Jignesh Sanghvi, head of the finance
function in the corporate office at DMCC, finance for
startups can prove very tight. ‘While the general business
outlook in the region is bright, it can be tricky, as with any
market at times, particularly for a sharia-compliant startup,
to expand or develop,’ he says.
Sanghvi says few local banks are comfortable with
financing new businesses, forcing these smaller businesses
to turn to private financiers at a significantly higher cost.
To cater for this, the Free Zone has created DMCC
Tradeflow, which offers a sharia-compliant financing route.
It is one of many DMCC financing platforms, which also
include asset management, and commodity and currency
derivatives exchanges. It allows traders to effectively
mortgage their goods, with all parties adhering to a
specific set of rules that help to speed up the process,
reduce legal costs and open up access to finance.

After advising its clients in many areas, including
fundraising, SADL Consulting found that it needed to
raise finance itself in order to achieve its ambitious growth
plans. However, in the process of securing a commercial
mortgage for new premises, chief executive Suren Panday
was frustrated to discover that the bank required personal
sureties in addition to proof of earnings for the business
itself, despite having had the company audited by an
independent firm.
Panday was also frustrated by the interest rate that the
bank would charge, which he felt was too high. ‘The banks
are just being greedy,’ he says. To add to the frustration,
the process took longer than three months, despite all the
paperwork being completed on time.
Panday says that he would not approach a bank for this
funding again. Instead, he would strongly consider getting
a loan from the company’s private shareholders; the bank
loan was granted against their finances anyway, and they
could draw down the money from the business over the
following years.
Shareholder loans and funds from family and friends
are popular sources of capital in South Africa, particularly
for startups with no business or personal track record.

explain the long-term implications
of financing decisions. And with the
increasing array of financing options,
there is a risk that business owners
are distracted, often with disastrous
results, so such businesses will need
authoritative advice to help them
narrow their options, not merely
evaluate them.
Looking forward, finance
professionals need to position
themselves so that they can play
a decisive role in any organisation
looking to raise finance or help others
to do so. Businesses need reasonably
priced and rapidly delivered finance
but, more importantly, they need
good planning, trust and finance
appropriate to their purposes
and circumstances. They need to
know which way to turn. This is the
crossroads that faces the complete
finance professional of the future. ■

Haines Watts, Devon, UK
Haines Watts has done well in picking up startup businesses during the recession.
Partners in the firm will go with clients to meet banks and other finance providers
to act as an independent third party. Matthew Melksham, a partner in the firm, says:
‘Businesses have always relied on their finance directors and accountants to check
things over. All our clients are owner-managed businesses; their decisions will impact
on their families, so it’s important they make the right decisions.’
Yet as recently as summer 2013, the firm had to seek out alternative finance
providers. ‘At one stage we were in real difficulties using high-street lenders for
commercial lending because they either could not help or they wanted more security
than the business could sensibly offer,’ Melksham says. It has since become easier to
raise finance because ‘high-street lenders are coming back to a sensible place with
reasonable offers, sensible levels of interest and requirements for security’, he adds. He
believes the driver for this change was a clear message from the UK government that
banks need to ‘sort their business out and get the economy moving’.
The biggest challenges stem from the overly high expectations of both lenders
and clients. Unassisted, clients may set unrealistic cashflow projections and try to talk
the business up, resulting in loss of confidence from the lender. Conversely, clients are
convinced that lenders are trying to rip them off and end up turning good deals down.

Manos Schizas is former senior economic analyst at ACCA.
He led ACCA’s Research and Insights programme on
access to finance

For more information:
Read the report The state of business finance at
www.accaglobal.com/ab/178
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Thanks for the memory

Positive memories can be a stronger motivator than negative ones, says Dr Rob Yeung.
Plus, pay packets start to swell, doing lunch, and steering clear of social media gaffes

Talent doctor: Being positive

Dr Rob Yeung is
an organisational
psychologist and coach at
consultancy Talentspace
Imagine that some of your
colleagues are struggling with low
motivation. How could you help
them to feel more fired up again?
In a 2014 experiment, University of
New Hampshire researchers Mathew
Biondolillo and David Pillemer invited
a group of students to complete
questionnaires about the amount
of physical exercise they typically
did. Immediately after completing
the questionnaires, one third of the
students were sent straight home.
Another third were invited to recall a
time they had engaged in any physical
exercise. They read a paragraph as
follows: ‘Describe a specific experience
from any time in your life when you felt
especially pleased and satisfied during
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or after some type of physical exercise
or activity. This experience should be a
motivational memory, a memory you feel
would be particularly helpful in motivating
you to exercise. Your memory should be
about a positive experience that happened
at a particular time and place.’
The final group read a slightly
different paragraph: ‘Describe a specific
experience from any time in your life
when you felt especially displeased
and dissatisfied during or after some
type of physical exercise or activity. This
experience should be a motivational
memory, a memory you feel would be
particularly helpful in motivating you to
exercise. Your memory should be about a
negative experience that happened at a
particular time and place.’

Note that this final group were
asked to describe a ‘negative’ versus
a ‘positive’ episode in which they
felt ‘displeased and dissatisfied’ as
opposed to ‘pleased and satisfied’.
A week later, all three groups came
back to recount their exercise activity.
As you might expect, the students who
had recollected a positive memory
ended up doing more exercise than
those who had been sent home
without recalling a memory.
More surprisingly, those who had
recalled a negative memory also
engaged in more exercise than the
second group but less than those
recalling a positive memory. In other
words, while dwelling on a negative
memory may motivate us a little to
repeat behaviour, it’s actually recalling
positive memories that may inspire us
the most.
Unfortunately, too many managers
wanting to motivate employees do so
by focusing on what they did wrong
or badly, dredging up instances of
blunders and failings. But this study
tells us that the better approach may
be to remind employees of what
they have done right or well; that
reviewing successes – whether minor
accomplishments or major triumphs –
may be much more motivating.
Don’t get me wrong; I’m not
advocating being ceaselessly positive
and overlooking all mistakes and
deficiencies. Of course we need to
discuss significant errors and failures
to ensure that lessons are learned.
But if motivating people and helping
them to thrive is the goal, we could
all spend more time analysing their
achievements to identify what they did
that helped them to succeed, too. ■
For more information:
www.talentspace.co.uk
@robyeung
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Pay rise pick-up
Is it safe to start asking your
boss for a raise again? Finance
professionals in the US may
think so after the quarterly CFO
outlook survey from Financial
Executives International
and Baruch College’s Zicklin
School of Business found that
CFOs in the US are gaining in
confidence and ready to hike
salaries as a result.
The survey’s quarterly
optimism index for the US
economy jumped to 70.71, up
8% on the previous quarter
and 14% on the previous year.
Some 80% of the CFOs
had made no headcount
reductions in finance
departments over the previous
12 months, and 65% said wage
levels are on the rise.
‘Increasingly optimistic
US CFOs appear poised
to increase wage rates,’
said Linda Allen, professor
of economics and finance
for the Zicklin School. ‘US
businesses are relatively flush
with cash and are positioning
themselves to meet global
challenges (such as oil price
declines, China’s slowdown
and cybersecurity threats), as
well as uncertainties in the US
about interest rate increases.’

No end to skills squeeze
While salaries may be picking
up in the US, they are going
through the roof in Vietnam.
According to the latest
annual global salary survey
from recruitment firm Robert
Walters, the war for finance
talent in Vietnam is among the
toughest in the world.
Figures from the survey
suggest that candidates
who switched jobs last year
enjoyed an average 10–25%
salary boost, and there is no
sign of any relief for employers
in 2015.
To address the increasingly
acute shortage of finance
skills, companies have even
started to try and attract
Vietnamese professionals
currently working overseas.

45

The perfect: business lunch
As well as the important benefit of feeding yourself, lunch can be a fantastic business
opportunity to meet new clients, consolidate business relationships and enhance your career.
But there are a few rules to follow if you want to get the most out of a business lunch.
Knowing how to play host and also be a proper guest is very important, as this reflects
on you and your employer. If you’re the host, make sure that you plan ahead. Send out the
invitation at least three weeks before the lunch date, and make sure you give your invitee(s) a
few alternative dates.
Choose an appropriate restaurant and make sure that vegetarian options also feature on
the menu, which should be sensitive to cultural or religious
culinary requirements.
Be at the restaurant 10 minutes before your
guest is scheduled to arrive,
and turn off your mobile
phone.
Order food that’s easy
to eat. Beware messy
pasta dishes or herbs that
can get stuck in your teeth
– not a professional look.
Start the business chat at
the right time. The time before
ordering the food should be
used for establishing rapport,
so never talk business until
everyone has ordered (plus
hovering waiters can undermine
effectiveness).
Pick up the bill discreetly.
Casually take it and put your
credit card in the folder
as you carry on talking or
listening.

Jon Whitehead, manager
of Robert Walters Vietnam,
says: ‘To attract top-tier
professionals, hiring managers
have to consider holistic
employment packages that
include clear internal career
development plans and
attractive benefits.’
The survey also suggested
that finance professionals
who understand the business
partnering potential of their
role will be highly sought after.

Social exposure
Finance professionals applying
for new jobs are falling victim
to the pitfalls of social media.
New UK-based research
from Randstad Financial
& Professional shows that
seven out of 10 accountants
(71%) don’t bother updating

their LinkedIn page when
applying for a new role,
leaving unnecessary skills and
irrelevant information open
for future employers to review,
and only 8% of accountancy
professionals recognise that an
outdated LinkedIn profile is a
potential problem.
The research also revealed
that half of finance workers
doubt they would have been
hired if their employer had had
access to all their social media
content. More than a quarter
recognise that inappropriate
images pose a career
threat, while 25% also cite
offensive/contentious posts
as a concern. A fifth (20%) are

worried about bad grammar
and spelling.
The results are surprising
given that 71% of respondents
also said that they themselves
would investigate job-seekers
on social media before
offering them a position.
Tara Ricks, managing
director at Randstad Financial
& Professional, said: ‘Keeping
an up-to-date social media
profile should be part of every
job-hunter’s strategy, but it’s
not everything, and needs to
be complemented by tailored
applications too.’ ■
This page is compiled by Beth
Holmes, journalist
For more information:
www.accacareers.com
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Do it like Dubai

Dubai and Emirates Airlines have understood how strategic vision can create competitive
advantage at both country and company level, as Tony Grundy explains

I

first visited Dubai, one of the seven United Arab Emirates
(UAE), at the turn of the century. I found it modern, but
frankly I wasn’t bowled over. Fast-forward 14 years, and
the city state has changed hugely: its skyline is now a surreal
landscape of ambitious buildings, many with art deco shapes.
Dubai has been transformed from desert to designer city.
On my recent visit, I stayed at the Four Points Sheraton on

► Half-mile-high club
Tony Grundy takes a
headstand opportunity on
the observation deck of
the Burj Khalifa skyscraper,
which is still the world’s
tallest building at 830m
high from pavement to the
top of its 244m-high spire
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Sheikh Zayed Road – luxurious rooms, fabulous food, and a pool
on the top (40th) floor with the most amazing view, particularly
at sunset. Of course, this physical product can be imitated
anywhere if you throw enough money at it, but what made the
hotel stand out was the extremely friendly customer service.
The staff addressed me as Mr Tony and I was made to feel
like royalty. For instance, when I finished eating, my plate was
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removed within 30 seconds (as timed
on my mobile). And when I went for
a Japanese meal at the neighbouring
Radisson Hotel, the waitress topped
up my wine glass when it was precisely
two sips from empty – their optimal
re-fill level, according to operational
research.
While in Dubai, I worked with three
people from the UAE prime minister’s
office. I was impressed at the depth of
thinking that had gone into developing
the national strategy for the UAE.
Unlike many countries – which seem to
have little strategy, let alone strategic
vision – the UAE has a very clear and
detailed blueprint for its future success.
The strategic vision for Dubai, in
particular, is geared to give it a quantum level of competitive
advantage relative to its rivals, by means of a ‘differentiation
strategy’. To this end, Dubai and Emirates Airlines have worked
together to capitalise on its position as a convenient stop-off
en route to Asia and Australia. We would call this geographical
position a natural strategic asset. It is highly valuable, but it is
not an advantage unique to Dubai: other Gulf countries, similarly
well situated, could have capitalised on their geographic
position too but haven’t.

The mutually
supportive
relationship
between Dubai
and Emirates
Airlines is key to
their competitive
advantage
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While Dubai has clear instances of
a differentiation strategy, where there
is premium pricing, it is generally
not that expensive, perhaps with the
exception of alcohol. Dubai services
are either better or cheaper, or
both, than their equivalents in the
UK. So by exploiting its geography,
infrastructure, technology and
customer experience, Dubai has
achieved very clear competitive
advantage.

Symbiotic relationship

The mutually supportive relationship
between Emirates Airlines and Dubai
is integral to this advantage: Dubai is
the attraction and Emirates transports
customers there in comfort. The two are in partnership,
fuelling reciprocal success.The airline has established itself as a
premium carrier that differentiates itself through both product
and service. Its staff are extremely well trained, not only in their
basic tasks but also in treating customers as individuals, making
them feel that little bit special.
On my journey home from Dubai, I chatted with a friendly
Emirates flight attendant and showed her a photo of me doing
a headstand at the top of the Burj. I told her I had even done
headstands on planes at 30,000 feet. Shortly before we landed
Building critical mass
in London, the attendant asked me
Dubai’s strategy is built on multiple
if I would like a surprise. She invited
sources of advantage: as well as its
me to the galley so that I could do a
Points to ponder for
world-class airport and luxurious hotels,
headstand there.
your
business
it has invested in extensive leisure
It was tricky to pull off the feat
facilities including shopping malls, a
because the galley was cramped
What is truly special about the
huge marina, man-made islands, a
and aircraft fly at a slant of several
experience your customers have from
water park and the largest indoor ski
degrees. But after some trial and
your business?
slope in the world. Three new theme
error, she got some great pictures
What is special about how you create
parks have also been given the goof me in the full inversion. I will
that, and is this hard to imitate?
ahead. These developments are all
treasure that experience. What other
Do you have a stunning strategic
about achieving critical mass.
airline would have laid on such a
vision or an average one?
Part of this are Dubai’s buildings,
personal treat?
which are staggering. The emirate is
My experience of both Dubai
home to the tallest building in the world, the Burj Khalifa, which
and Emirates Airlines emphasises the importance of a truly
is nearly half a mile high. This iconic spire dwarfs the landscape
distinctive customer service experience and service culture in
of mere 100-floor hotels beneath it. The lift has an awesome
achieving success. ■
light show and, when you emerge at the top over 110 seconds
later, your ears pop.
Dr Tony Grundy is an independent consultant and trainer, and
The Burj Khalifa was a product of a deliberate strategic vision.
lectures at Henley Business School
The invitation posted at its entrance reads: ‘I am the power that
lifts the world’s head proudly skywards, surpassing limits and
For more information:
expectations… An extraordinary union of engineering and art, with
every detail carefully considered and beautifully crafted…I am the
www.tonygrundy.com
heart of the city and its people, the marker that defines Emaar’s
ambition and Dubai’s shining dream… More than just a moment in
For previous Tony Grundy articles on strategy and
time, I define moments for future generations. I am Burj Khalifa.’
management theories, visit www.accaglobal.com/abcpd

*
*
*
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The myths around KPIs

In this first article in a series on key performance indicators, David Parmenter looks at the
fictions that have grown up around them and why they present an inaccurate picture

I

have been writing about performance
measures for more than 20 years. In all
that time, I have only witnessed minimal
advances in the way companies go about
using them. All too often, the assessment
of measures is treated as an afterthought.
They are regarded as a box-filling exercise to
demonstrate that we have achieved a goal.
But I believe they exist for a higher purpose – to
help align the staff’s daily actions with the organisation’s
critical success factors.
Yet the measures frequently amount to no more than
a random collection of metrics, ill prepared and signifying
nothing. To make matters worse, these measures can cost
the organisation dearly: they are sometimes geared so that
executives can increase their pay, to the detriment of the
organisation; they may encourage teams to perform tasks that
are contrary to the organisation’s strategic direction; and, in
themselves, costly measurement and reporting regimes lock up
valuable staff and management time.
To get performance measures to work, we need to
challenge the myths they have been built on.

to enhance the probability of a larger bonus.
Operational measures that are key to success
are too important to be ‘gamed’.

Myth 4: Measuring performance is
relatively simple and the appropriate
measures are obvious
Every reader of this article will at some time have been
asked to come up with some measures, with little or
no guidance. Performance measurement has been an
orphan of business theory and practice. But, in every
organisation on the journey to great performance, it is
worthy of more intellectual rigour. The process needs
a specialist – what management theorist Dean Spitzer
calls a ‘chief measurement officer’.

Myth 5: KPIs can be financial indicators
When you put a dollar, yen, pound or euro in front
of a measure, you have placed a value on an action
or event. It is the action or event that is the driver.
I believe there are no financial KPIs on this planet.
Financial metrics will always be used to measure
the performance of a group of teams working
together. However, they will never pinpoint the problem,
or what went well, as they are a result indicator. ■

Myth 1: Most measures lead to better performance
Any performance measure can have a dark side – a negative
consequence that leads to inferior performance. Well over half of
measures may be encouraging unintended negative behaviour.

Myth 2: All performance measures are KPIs
Organisations across the world use the term key performance
indicator (KPI) to refer to all performance measures. There is no
common definition of what a KPI actually is. So measures key to
the enterprise have been mixed with measures that are badly
flawed. In my book, Key Performance Indicators: Developing,
Implementing and Using Winning KPIs, I identify four types of
performance measure, which I will examine next month.

David Parmenter is a writer and presenter on measuring,
monitoring and managing performance

Next steps

*
*
*

Myth 3: Tying KPIs to pay improves performance
It is a myth that the primary driver for staff is money and that
an organisation must provide financial incentives to achieve
great performance. Recognition, respect and self-actualisation
are more important drivers. In all types of organisation, there
is a tendency to believe that the way to make KPIs work is to
tie them to an individual’s pay. But when KPIs are linked to pay,
they can create key political indicators (not key performance
indicators), which often leads to a manipulation of the measures

Accounting and Business 04/2015

*

Ascertain how many of these fallacies are operating in
your organisation.
Gather the war stories about dysfunctional measures.
Look at your current measures and discuss them with
the relevant staff: ‘If we measure this, what does it
encourage you to do?’ Abandon measures that create
too much adverse performance.
Email me (parmenter@waymark.co.nz) and I will send
you a full write-up on all the myths surrounding KPIs.

For more information:
www.davidparmenter.com
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CPD
Get verifiable CPD units by
reading technical articles

IAS 12, Income Taxes,
says that a deferred tax
asset (DTA) is recognised
for deductible temporary
differences, unused tax
losses and unused tax
credits to the extent that
it is probable that taxable
profit will be available
against which the deductible
temporary differences can
be utilised.
The exception is where the
deferred tax asset arises from
the initial recognition of an
asset or liability (other than in
a business combination), which
does not affect accounting
profit or taxable profit. Unlike
many International Financial
Reporting Standards (IFRS),
IAS 12 determines the value
of a deferred tax asset, not
on the basis of fair value or
discounted values but at its
nominal amount.
The measurement of a
DTA can be a concern simply
because of the potentially long
period of time before the net
operating losses are recovered.
The accuracy of the estimate
of future taxable profits must
be questioned in such a case
and, as the amounts cannot be
discounted under the standard
to reduce any future impact,
entities need to be aware
of the inherent limitations in
their forecasts.
The availability of
sufficient taxable temporary
differences and any taxplanning opportunities that
allow the recovery of DTAs
are normally dependent on
a jurisdiction’s tax laws and
regulations. However, there
may still be uncertainty in
relation to available temporary
differences and tax planning
opportunities, as both items
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Recovery position

DTA measurement can be a concern because of the potential
delays in recovering net operating losses, explains Graham Holt
will need confirmation by the
relevant tax authorities.
The assessment of a
DTA is heavily dependent
on judgment. The level of
judgment may be dependent
on the nature of the tax loss
that occurs. If the loss was due
to a non-recurring event then
there will be little judgment
required, but if the entity
has sustained tax losses for
many years, then greater
subjectivity may be
involved in predicting
future profits.
Where prior years’
losses are significant,
evidence of future
taxable profits may
be difficult to verify.
IAS 12 states that
where an entity has a
history of recent losses,
there should be convincing
evidence of sufficient future
taxable profits before a DTA
can be recognised. A time
limit on the carry forward of
tax losses may be significant in
the assessment of a DTA.
Probability is the key
judgment in this analysis. The
nature of the ‘probability’
assessment is not defined
in IAS 12. However, IAS
37, Provisions, Contingent
Liabilities and Contingent
Assets, defines the term
‘probable’ by stating that
this means ‘more likely than
not’ and thus if a deferred
tax asset is ‘more likely than
not’ to be recovered, then
recognition is appropriate.
The main judgment is the
level of evidence of future
taxable profits, consisting of
a breakdown of projected
taxable profits for each
taxable entity, and the
probability thereof.

Impairment testing
The availability of future
taxable profits may be
determined by reference to
the entity’s own businessplanning forecasts. The
process of future forecasting
should be familiar to most
entities due to impairment
testing carried out on tangible
and intangible assets.
Impairment tests generally
are based on approved
budgets, often adjusted
for risk and internal bias.
Thus the expectation would
be that the assessment of
DTAs could be based on
the same information and
be broadly consistent with
the assumptions used for
impairment testing. However,
the forecasting of future
taxable profits does differ
from impairment testing
in several ways, and some
significant adjustments may
need to be made to align this

analysis to the requirements
for DTA valuation.
IAS 36, Impairment
of Assets, defines the
recoverable amount of a cashgenerating unit (CGU) as the
higher of the value in use and
the fair value less the cost to
sell. In order to determine the
DTAs of an entity, value-in-use
assumptions would be the
relevant basis for evaluating
the forecasts of their future
taxable income. However, the
forecasts for DTA purposes
might include certain events
that would be excluded from
impairment calculations under
IAS 36.These might include the
impact of future restructuring
activities or enhancements in
asset performance.
The cashflow forecasts
should be converted to
taxable profits using local
tax laws. For example, taxdeductible expenses that
may not be included in a

»
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value-in-use calculation will
be taken into account in
calculating taxable profit, and
non-taxable items should be
excluded. Thus, the conclusion
may be that the CGU is not
impaired but that the future
taxable profits are not sufficient
to justify recognising a DTA.
IAS 12 indicates that the
recoverability of DTAs should
be assessed with reference to
the same taxation authority
and the same ‘taxable entity’.
The ‘taxable entity’ may consist
of multiple cash-generating
units, or a cash-generating
unit may consist of more than
one taxable entity. As can be
seen, the ‘taxable entity’ may
not be the same as the cashgenerating unit that is the basis
for impairment testing. This
may mean that the forecasts
used for impairment testing
may have to be disaggregated
in order to assess the valuation
of carry-forward losses. This
could result in no DTA being
recognised, even though
the cash-generating unit
is profitable.
In many jurisdictions,
there are time limits on the
recovery of tax assets and this
will represent a cut-off for the
cashflow projection period
in determining the DTA. In
some sectors, special purpose
entities (SPEs) are used to
hold licences or patents, and
the life of the SPE can be
limited to that of the patent or
licence. This length of life will,
in turn, be the cut-off for the

cashflow projection period in
determining the DTA.

Conflicts

Projections for DTA purposes
must be fairly consistent with
the assumptions made in
other areas of the financial
statements. An exception
arises where
IAS 12 conflicts
with other IFRSs.
When impairment
testing under IAS
36, if the risks are
high in terms of
Entities need to
the estimation of
consider how they
future cashflows,
can appropriately
the discount rate
will be adjusted to
reflect risk in their
take into account
forecasts of future
the risk that the
future cashflows
taxable profits
will differ from
the estimates. IAS
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12, however, does not permit
the discounting of DTAs (or
liabilities), and therefore
entities need to consider how
they can appropriately reflect
risk in their forecasts of future
taxable profits.
A possible challenge by
regulators, auditors and tax
authorities may influence
the behaviour of entities.
The information in financial
statements must be neutral
and objective. The best form
of evidence will be a strong
earnings history or existing
long-term contracts that will
generate stable future profits.
The carrying amount of
deferred tax assets should be
reviewed at the end of each
reporting period and reduced
to the extent that it is no
longer probable that sufficient
taxable profit will be available

to allow the benefit of part or
all of that deferred tax asset to
be utilised.
Recently the IFRS
Interpretations Committee
identified diversity in practice
regarding the recognition of
a deferred tax asset that is
related to a debt instrument
measured at fair value. As
a result, the International
Accounting Standards Board
(IASB) issued an exposure draft
(ED), Recognition of Deferred
Tax Assets for Unrealised
Losses, in August 2014.
An unrealised loss on a
debt instrument does not
intuitively seem to fit the
definition of a deductible
temporary difference if
the entity does not expect
to deduct this loss for tax
purposes. However, the
IASB confirms its view that
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unrealised losses on debt
instruments measured at fair
value and measured at cost
for tax purposes give rise
to a deductible temporary
difference regardless of
whether the debt instrument’s
holder expects to recover the
carrying amount of the debt
instrument by sale or by use.
Further, the IASB proposes
to clarify the extent to which
an estimate of future taxable
profit includes amounts from
recovering assets for more than
their carrying amounts. The
recovery of an asset for more
than its carrying amount is
unlikely to be probable where,
say, the asset was recently
impaired, but is probable where
it is measured at cost and used
in a profitable operation.
An entity recognises
deferred tax assets only if it

is probable that it will have
sufficient future taxable profits.
Future taxable profits would
intuitively seem to mean that
this figure would be the one
on the bottom line of the tax
return. However, it is proposed
that future taxable profits
would be the amount before
the reversal of deductible
temporary differences.
The proposals also clarify
that the deductible temporary
differences should be
assessed for recognition on a
combined basis, taking into
account the different types of
income (deductions) under
the jurisdiction’s tax law. Tax
law may restrict the sources
of taxable profit against
which a deductible temporary
difference can be utilised. If
there were no such restrictions,
then the entity would assess
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a deductible temporary
difference in combination with
others. However, if tax law
restricts the utilisation of losses,
then a deductible temporary
difference would be assessed
only in combination with
other deductible temporary
differences of the appropriate
type. The impact of the ED on
the financial statements will
depend on the tax environment
and how the entity currently
accounts for deferred tax. ■
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
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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

Reporting
Thresholds
Entities qualifying as large
or medium-sized under the
Companies Act 2006 will need
to transition to FRS 102, The
Financial Reporting Standard
Applicable in the UK and the
Republic of Ireland, for periods
beginning on or after 1 January
2015, unless they opt for
application of the EU-adopted
IFRS. The thresholds are:
turnover £10.2m
balance sheet total £5.1m
number of employees: 50.
The thresholds apply for
reporting requirements and
are not audit thresholds.
The audit thresholds are
unchanged (see page 63).
The new reporting thresholds
will apply for financial years
beginning on or after 1
January 2016; however, the
Department for Business,
Innovation & Skills (BIS) has
also confirmed that companies
meeting the thresholds will
have the option of accessing
the small company accounting
regime ahead of that date.
Medium-sized entities
qualifying as small under
the increased thresholds,
estimated to be 11,000 by
BIS, will be able to avoid
transition to the full FRS 102
from 1 January 2015, as they

*
*
*
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will be able to apply the smallentity provisions in FRS 102,
effectively avoiding having to
produce a cashflow statement,
a statement of changes in
equity and a statement of
total comprehensive income
and consolidated accounts,
as well as having to produce
a total of only 13 disclosures.
Such entities may alternatively
apply full FRS 102 from 1
January 2015 and then have
the option of using the smallentity provisions in FRS 102 for
periods from 1 January 2016.
Small companies will need
to transition to FRSSE 2015 for
periods beginning on or after
1 January 2015 if they do not
choose to adopt FRS 102 or
EU-adopted IFRS. The FRSSE
2015 is still almost totally
based on old UK GAAP and
features a limited number of
differences from the FRSSE
2008. The FRSSE 2015 will be
replaced by the small entity
provisions within FRS 102 for
periods beginning on or after
1 January 2016. Moreover,
small entities may wish to
avoid adopting the FRSSE
2015 from 1 January 2015,
as they will be able to apply
the small-entity provisions
in FRS 102 when these are
available in summer 2015. The
main differences between
the FRSSE 2015 and the
small-entity provisions in FRS
102 will be in respect of the
recognition and measurement
of various items in the
financial statements, while
presentation and disclosures
will be broadly consistent.
Small entities should consider
whether adopting the small
entity provisions in FRS 102
as soon as they are available,
rather than transitioning to the

FRSSE 2015 first, would be a
better option in terms of costs
and consistency of financial
information produced.
You can find an analysis
of the options at www.
accaglobal.com/advisory

New standards if your
turnover is under £10.2m
The Financial Reporting
Council (FRC) has launched
a consultation on three
financial reporting exposure
drafts (FREDs) that make
amendments to UK GAAP
and base them on the FRS
102 framework:
FRED 58 Draft FRS 105,
The Financial Reporting
Standard applicable to the
Micro-entities Regime
FRED 59 Draft amendments
to FRS 102, The Financial
Reporting Standard
applicable in the UK and
Republic of Ireland. Small
entities and other minor
amendments
FRED 60 Draft amendments
to FRS 100, Application
of Financial Reporting
Requirements and FRS
101 Reduced Disclosure
Framework.
The key changes proposed in
the three FREDs include:
the withdrawal of the
FRSSE for accounting
periods beginning on or
after 1 January 2016;
a new accounting standard
for micro-entities (FRS 105)
based on FRS 102;
new recognition and
measurement requirements
for other small entities,
outlined in a new section of
FRS 102, but with reduced
presentation and disclosure
requirements compared to
the full standard; and

*
*

*

*
*
*

*

greater flexibility in relation
to the format of the
profit-and-loss account
and balance sheet in FRS
101, allowing the use of
IFRS-based presentation
requirements similar to those
used for group accounts.
The proposals are intended
to be effective for accounting
periods beginning on or after
1 January 2016, with early
application permitted for
accounting periods beginning
on or after 1 January 2015.
Companies qualifying as
small under the increased
Companies Act thresholds
(turnover £10.2m, balance
sheet total £5.1m, employees
50) will therefore be able to
apply FRS 102 for small entities
from 1 January 2015 rather
than apply full FRS 102.
Each FRED includes a
number of consultation
questions relating to specific
issues on which the FRC is
particularly interested in
receiving comments from
stakeholders. Some of the
most significant questions are:
Should the small entities
section of FRS 102 include
different recognition and
measurement criteria
from those applicable to
larger entities?
Should FRS 105 for microentities use the same
language and terminology
as FRS 102?
Is the level of simplification
in FRS 105 compared to
FRS 102 appropriate?
Is it appropriate to mandate
the expensing of borrowing
and development costs in
FRS 105?
The consultation on the
three FREDs runs up to
30 April 2015. ACCA would

*

*
*
*
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Capital Markets Union
Capital Markets Union (CMU) is a European Commission (EC)
plan that aims to create deeper and more integrated capital
markets in the 28 member states of the European Union. The
Commission states that CMU ‘will explore ways of reducing
fragmentation in financial markets, diversifying financing
sources, strengthening cross border capital flows and
improving access to finance for businesses, particularly SMEs’.
The EC consultation aims ‘to get a shared diagnosis of the
problems and set out an agenda of the initiatives to take’; it is
open for comment until 13 May at tinyurl.com/ec-markets
The EC has already planned to:
develop proposals to encourage high-quality securitisation
and free up bank balance sheets to lend;
review the Prospectus Directive to make it easier for
firms, particularly smaller ones, to raise funding and reach
investors cross border;
start work on improving the availability of credit information
on SMEs so that it is easier for investors to invest in them;
work with the industry to put into place a pan-European
private placement regime to encourage direct investment
into smaller businesses; and
support the take-up of new European long-term
investment funds to channel investment in infrastructure
and other long-term projects.
The green paper highlights a number of barriers and
opportunities, including how alternative means of funding can
be developed. It states that ‘although the online nature of
mechanisms such as peer-to-peer lending and crowdfunding
would suggest great potential to contribute to the financing
of the economy across national borders, there is limited
evidence of cross-border or pan-European activity’. It also
notes that crowdfunding is active locally but that different
regulations impede cross-border growth.
The regulatory framework is also highlighted as an area
that needs further work. The paper states that a single
rulebook highlighted would be ‘a major step towards a more
harmonised regulatory framework for capital markets in which
firms can compete cross border on a level playing field’. It also
notes that gold plating has continued to be undertaken by
member states, while differences in company law, corporate
governance, insolvency and taxation present obstacles to
cross-border business mobility and restructurings. One of the
suggested outcomes is that ‘reducing these divergences could
contribute to the emergence of pan-European equity and
debt markets, by reducing uncertainty for investors needing
to assess the risks in several member states.’ Differences in
tax regimes were also highlighted as an impediment to the
development of a single market for capital. It’s highlighted
that differences in the tax treatment of different types of
financing may create distortions. ‘For example, differences in
the tax treatment of debt and equity financing might increase
the reliance of companies on debt and bank funding.’ It
also cites tax incentives and comments that ‘a recent study
commissioned by the European Commission concluded
that targeting tax incentives for R&D expenditure at young
innovative companies is an effective practice.’
You can read more at www.accaglobal.com/advisory

*
*
*
*
*
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like members to send in their
comments to the FRC, and
also provide them to ACCA
at supportingpractitioners@
accaglobal.com

Disclosure – too much
or too little?
The Financial Reporting
Council’s Financial Reporting
Lab, in its project to help
companies and investors
improve reporting, has a broad
aim to ‘remove clutter’ from
accounts. As the reporting
season moves on to March
year-ends it is interesting to
look at the reporting findings.
How much to disclose is
one of the key questions. In
its report on William Hill, the
FRC highlighted the reduced
reporting in the accounts of
accounting policies. It stated
that ‘the Company presented
its significant policies as those
relating to:
revenue recognition;
intangible assets – licences;
going concern; and
exceptional items.
The Company continues to
provide access to its complete
list of disclosed accounting
policies (Complete List) outside
the financial statements. This
was first done by reference to
its website for the 2011 and
2012 annual reports, and in the
2013 annual report was done
by way of an appendix to the
annual report.’
You can read the report
and more on the project at
tinyurl.com/lab-frc

*
*
*
*

Audit
Charities
Changes to the audit
requirement for charities
have been announced, with
the government stating
that implementation of the
changes will be brought
forward. It stated that ‘we have
decided to bring forward the
date at which these proposals
become “live” to 31 March
2015, meaning that charities
who fall below the thresholds
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and whose accounting years
end on or after 31 March can
benefit immediately.’
The requirement for an
audit for a charity is now where
the charity has:
an income of more than
£1m; or
assets worth more than
£3.26m and an income of
more than £250,000.
This is what the government
stated in the feedback (tinyurl.
com/cons-char) on the charity
audit consultation:
‘In light of the consultation
responses, the Government
intends to pursue the
following proposals:
a increasing the income
threshold from £500,000
to £1m;
b increasing the aggregate
group income threshold
at which parent charities
should have group
accounts audited from
£500,000 to £1m;
c increasing the preparation
threshold for group
accounts from £500,000
to £1m;
d adding the Institute of
Financial Accountants
and the Chartered Public
Accountants Association
(subject to the submission
of appropriate evidence)
to the list of recognised
professional accountancy
membership bodies whose
appropriately qualified
members can carry out
independent examinations
of the accounts of charities
with incomes that are more
than £250,000.
The Government intends to
leave both the income and
asset component of the asset
threshold unchanged at this
point in time.
A statutory instrument will
be drafted and will be laid
in Parliament with sufficient
time before dissolution on
30 March 2015. The changes
should come into effect on
31 March 2015.’
You can find more at www.
accaglobal.com/advisory

*
*

Law
IP protection
Some countries allow
businesses to extend their
UK intellectual property
protection in their countries
and accept it as protected
in that country after local
formalities have been
completed. You can find the
list of 40 countries that allow
this at tinyurl.com/ip-abroad

Disclaimers
The High Court found in
favour of Grant Thornton in
relation to the negligence
dispute brought against it by
Barclays Bank.
The case arose after
Barclays stated that it had
relied on two non-statutory
audits carried out by Grant
Thornton for the Von Essen
Hotels Group (VEHG) in 2006
and 2007 in respect of its
continuing funding. The bank’s
case was that Grant Thornton
had been negligent in
producing the reports because
it failed to uncover fraudulent
overstatements of VEHG’s
financial position by two of its
employees. This resulted in
Barclays’ financial loss when
VEHG became insolvent.

Each of the reports
produced by Grant Thornton
included a disclaimer, which
stated that they were made
solely to VEHG’s director
and that they did not accept
responsibility to anyone other
than VEHG and its director.
The argument was about
whether the disclaimer was
‘unreasonable’ and therefore
inapplicable. Justice Cooke
held that the disclaimer
was clear, ‘could not have
been misunderstood’ and
‘would have been read and
understood by anyone at
Barclays who had read the two
page reports’.
He also ruled that ‘Grant
Thornton made it clear
that it was not prepared to
assume responsibility to
Barclays in respect of these
reports. There was nothing
unreasonable in that stance,
as between two sophisticated
commercial parties, where the
approach of auditors limiting
their responsibilities is well
known... Barclays should have
anticipated the existence of
such a clause and, in my view,
must have expected some
such clause to be present.’
Read more at at www.
accaglobal.com/advisory
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Tax
Notice and guidance
updates

Machine Games Duty (MGD)
Notice 452 has been updated
to reflect the new additional
higher rate of MGD, which
came into effect on 1 March.
The higher rate of 25% applies
to ‘Type 3’ machines, which
are defined as those that ‘do
not qualify as Type 1 or Type
2 machines’.
Revenue and Customs Brief
2 (2015): VAT grouping rules
and the Skandia judgment
explains HMRC’s current
position following the decision
of the European Court of
Justice judgment. The brief
states that it should be read by
‘UK VAT-registered traders who
are members of a VAT group in
the UK or another EU member
state, and have establishments
(branches or head offices)
in other member states’.
It highlights that the VAT
changes must be applied to
services performed on or after
1 January 2016. It highlights
that the ‘implication of the
Skandia judgment is that an
overseas establishment of a
UK-established entity is part
of a separate taxable person

if the overseas establishment
is VAT-grouped in a member
state that operates similar
“establishment only” grouping
provisions to Sweden. This will
be the case whether or not
the entity in the UK is part of
a UK VAT group.’ The result
is that businesses ‘must treat
intra-entity services provided
to or by such establishments
as supplies made to or by
another taxable person and
account for VAT accordingly’.
VAT information sheet 01/15:
claims by non-profit making
members’ sports clubs for
overpaid VAT on supplies
of sporting services made
to non-members provides
guidance for members’ clubs
on repayment claims following
the European Court decision
on the long-running case of
Bridport and West Dorset Golf
Club. In the guidance HMRC
now ‘accepts that supplies of
sporting services made to both
members and non-members by
non-profit-making members’
sports clubs can be treated as
exempt from VAT’. HMRC also
points out that it introduced
legislation on 1 January
2015 to reflect this change in
policy. It’s highlighted that the
‘information sheet should be

read by any non-profit-making
members’ golf or sports club
which has already made a
claim for overpaid VAT to
HMRC; or any such club which
is now considering making a
claim’. The information sheet
highlights the limits on claims
and what HMRC expects
from claimants.
You can find links and
guidance on VAT notices and
Revenue & Customs Briefs
at www.accaglobal.com/
advisory

Double tax treaties
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‘to help your new business
grow, Universal Credit provides
a 12-month start-up period’. It
goes on to state that:
this applies if the business
is less than 12 months old;
recipients will not have to
look for other paid work;
and
one start-up period is
allowed every five years,
provided that all the other
eligibility criteria are met.
The Universal Credit guidance
can be seen at tinyurl.com/
gov-uc

*
*
*

Changes and implementation
dates can be found at tinyurl.
com/gov-dta

Campaigns

Agent Online Self Serve

Budget

HMRC has been testing
Agent Online Self Serve
(AOSS). It is looking for more
volunteers who have between
20 and 200 employer clients
and who hold Government
Gateway administrator
credentials (that means
you’re able to login to the
Government Gateway and
delegate access to others in
your firm). You can read more
about volunteering and the
service at www.accaglobal.
com/advisory

You can find more on the
Budget and Finance Act
announcements at www.
accaglobal.com/advisory

Marriage allowance
This applies from 6 April
and allows for the transfer of
£1,060 of their allowance to
a spouse or partner where
the transferor’s income is less
than £10,600 and the recipient
doesn’t pay tax at the higher
or additional rate.

Universal Credit
Universal Credit is being
introduced in stages across the
country and the guidance has
once again been updated. The
guidance aimed at employers
focuses on the importance of
real-time information.
The guidance aimed at
the self-employed contains
information for start-ups and
details regarding the ‘minimum
income floor’. It highlights that

More on the latest campaigns
at tinyurl.com/hmrc-cam

New or changed in April
Quite a few changes need to
be considered and you can
find these at www.accaglobal.
com/advisory. You will find
previously highlighted areas
such as prompt payments and
VAT. The system previously
allowed for VAT to be
calculated on the payment
discounted price; now,
suppliers have two choices
available and will ‘need to
decide, before they issue an
invoice, which of the processes
they will adopt to adjust their
accounts in order to record a
reduction in consideration if a
discount is taken up’.

Export
Business risk and
opportunity
Overseas Business Risk
guides provide information
for businesses on potential
risks when trading in the
countries listed. These cover
political and economic risks,
human rights issues, bribery,
terrorism, criminal activity and
intellectual property. More at
tinyurl.com/ukti-obr

»

04/2015 Accounting and Business

56

Technical | Update

diligence processes;
improved guidance on
finance options for IP-rich
businesses; and
a glossary of accepted
definitions to be used when
describing and valuing IP.
References and links to the
toolkit can be found within the
revised and updated ACCA
alternative finance factsheet.
You can find this at www.
accaglobal.com/advisory

*
*

Farming grants

FCO Political and
Economic Updates
provide information for
UK businesses on how to
identify opportunities and
guard against political and
economic risks when trading
overseas. More at tinyurl.
com/fco-update
UK Trade & Investment
Exporting Country Guides aim
to assist businesses that are
interested in developing their
overseas trade. They contain
sections that consider start-up,
legal, and tax and customs
issues. The latest updates are
for Kuwait, Ukraine, Tunisia
and Switzerland.
The guide on Switzerland
has been updated to include
the latest trade figures. It also
states that there are unique
challenges when doing
business in or with Switzerland.
These are highlighted as:
‘EU standards are not
always adopted
domestic rules and
regulations apply
[it is a] highly regulated
market
[it is] difficult to ensure local
legal compliance for certain
industries and “posted
workers” (employee
normally working in the UK,

*
*
*
*
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but temporarily working
in Switzerland)
slow decision making
because of the need for
consensus and a reluctance
to take risks
Swiss consumers place a
premium on quality.’
The guidance can be seen at
tinyurl.com/ukti-exp
You can find details of
regimes and designated
persons subject to sanctions at
tinyurl.com/gov-sanct

*
*

Access to finance
Financing intangible
assets
As part of the consideration
of how business raises finance
on its intellectual property (IP),
the Intellectual Property Office
has developed an IP finance
toolkit. It includes:
templates and guidance to
help businesses accurately
identify and describe their
IP assets in a way that
prepares them for finance
applications and supports
the decision-making of a
potential lender;
guidance on developing
an effective IP strategy,
commercialisation of
IP and effective due-

*

*

Some farmers must submit
an ‘Accountant certificate
– Active Farmer Status’ to
the Rural Payments Agency
no later than midnight
on 15 May to be able to
claim the Basic Payments
Scheme (BPS), which
replaces the Single Payments
Scheme (SPS) in England.
The guidance to farmers
explains the rules of the new
scheme, including:
who can claim;
what farmers need to
have before they can
claim (eligible land and
entitlements); and
what they need to grow
and do on their land.
The guidance states that
‘only “active farmers” can
apply for BPS. To claim BPS
each year, applicants must
be a “farmer” and an “active
farmer”. Some businesses
which operate certain nonagricultural activities may
not automatically qualify as
an “active farmer” for BPS.
Instead, they may need to
gather documentation for an
accountant to verify before
they can apply. Farmers
who operate any of these
non-agricultural activities
should allow enough time
to complete this so as not to
make their application late or
risk not being able to receive
transferred BPS entitlements in
time to apply. Read “Who can
claim BPS” to find out more.’
Farmers have been advised
that those who do not qualify
automatically will need to

*
*
*

take legal documents to
an independent, qualified
accountant to prove that
their business is eligible
to claim under these
exceptions (known as the
‘readmission criteria’):
Their total agricultural
receipts were at least 40%
of their total receipts in
their most recent financial
year (no more than three
years before the year of
their application).
In their most recent
financial year (no more
than three years before the
year of their application),
the value of their SPS
claim (before any penalties
or cross-compliance
reductions) was equivalent
to at least 5% of their total
non-agricultural receipts.
You can find more, including
the required accountant
certificate (a report of factual
findings based on ISRS 4400),
at www.accaglobal.com/
advisory

*

*

New contracts finder
New payment legislation has
come into effect resulting in
public sector suppliers and
their sub-contractors paying
suppliers within 30 days. This
has also been supported by
the opening up of public
procurement to SMEs. The
old, difficult-to-use contract
finder has been retired and
replaced by one that has
been built with the SME in
mind. It lists all opportunities,
allows a one-off registration,
has built-in alerts, allows for
more specific business-type
searches and notifications,
and standardises public
sector contracts, making them
accessible and understandable.
Complicated forms such
as the pre-qualification
questionnaires for low-value
public sector contracts have
also been abolished.
You can now see all public
sector contracts and pipelines
on one website: www.gov.uk/
contracts-finder ■
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Tax devolution

As taxation powers are progressively transferred from the UK to its constituent countries,
many tax professionals will need to prepare their clients for the new regimes
Business and tax
professionals may have
been crying out for tax
simplification in the UK,
but they will have several
new tax regimes to
contend with very soon.
On the morning after last
September’s Scottish

independence referendum,
prime minister David
Cameron triggered a dash
for devolution, raising
concerns about complexity
and tax competition within
the UK. So how are the
new rules likely to work
in practice?

Scotland
From April 2016, the Scottish
parliament is expected to
exercise a new power to
introduce Scottish income
tax rates and bands
for non-savings and
non-dividend income
above the personal
allowance.
The UK

parliament will continue to
control the income tax base,
and HMRC will continue to
collect the tax.
Draft clauses implementing
the Smith Commission’s
recommendations for further
devolution were published
in January, and a Scotland
bill based on those clauses
is expected to be introduced
after the general election. The
Scottish rates and bands will
apply to Scottish taxpayers
as defined in section 25 of
the Scotland Act 2012,
which amended the
Scotland Act 1998.
Broadly, in any tax
year, a Scottish taxpayer is
an individual resident in the
UK who satisfies either of two
conditions for that year:
has a ‘close connection’
with Scotland – and no
close connection with any
part of the UK other than
Scotland – and spends
more days of that year in
Scotland than in any other
part of the UK
is an MP for a Scottish
constituency at
Whitehall,

*

*

Devo in brief

*

*
*

Scotland Stamp duty land tax (SDLT) and landfill tax
have been devolved, and replaced by land and buildings
transaction tax and Scottish landfill tax. Devolution of
Scottish income tax rates and bands will be set out in the
Scotland Bill. A share of VAT revenue will be assigned
to Scotland. Air passenger duty and aggregates levy
will be devolved. Powers over corporation tax, national
insurance contributions, capital gains tax, inheritance
tax and excise duties remain reserved. A general antiavoidance rule in the Revenue Scotland and Tax Powers
Act 2014 applies to fully devolved taxes.
Northern Ireland The Corporation Tax (Northern
Ireland) Bill devolves taxation of Northern Ireland profits.
Wales The Wales Act 2014 devolves SDLT and landfill
tax, and includes a power (subject to referendum) to
set income tax rates for Welsh taxpayers. The Welsh
Assembly has consulted on managing devolved taxes
and a new land transaction tax from April 2018.

an SMP in the Scottish
parliament, or an MEP for
Scotland in the European
parliament.
A complex definition of ‘close
connection’ is based on the
location of the taxpayer’s only
or main residence.
In a technical note
published in May
2012, HMRC says:
‘Individuals who
have more than one
place of residence
in the UK need to
determine which

of these has been their main
place of residence for the
longest period in a tax year –
if this is in Scotland, they are
a Scottish taxpayer. [Those]
who cannot identify a main
place of residence will need
to count the days they spend
in Scotland and elsewhere in
the UK.’
Any UK employer with
employees spending part
of a tax year in Scotland will
need to be familiar with the
new regime, and HMRC has
promised further guidance.
HMRC will identify and
maintain a record of
Scottish taxpayers,
and PAYE taxpayers
expected to meet the
criteria will receive
a code with an S
prefix before
the start of the
2016/17 tax
year. Scottish
taxpayers within
self-assessment

»
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will notify HMRC of their status
in their annual tax return.
The Scottish taxpayer test
differs from the UK’s statutory
residence test introduced
in Finance Act 2013, and
some commentators have
suggested that it may be
difficult to apply in practice.
However, Chas RoyChowdhury, ACCA head of
taxation, does not think it will
be problematic unless there
is a significant difference in
income tax rates between
Scotland and the rest of the
UK. ‘For the vast majority of
people the test will be very
clear-cut,’ he says. ‘Those who
live and work in Scotland will
be Scottish taxpayers and will
have the S prefix in their PAYE
code, and that’s it.’
Some taxpayers, such as
lorry drivers and others who
cross the border frequently,
may find the test troublesome,
but in most cases ‘the facts
will speak for themselves’.
However, in the event of a
divergence of tax rates, RoyChowdhury believes there may
well be disputes about what
a Scottish taxpayer is. ‘I think
they will be peripheral but
generally quite straightforward
to iron out. If they start getting
difficult and there are a lot of
them, then we may
need to revisit some
definitions.’
PwC has
stressed that
guidance on
the meaning of
‘Scottish taxpayer’
and ‘main place of
residence’ should
be ‘full and clear’.

Northern
Ireland
The

Corporation Tax (Northern
Ireland) Bill, expected to
become law before the
general election, will pave
the way for the creation of a
Northern Ireland (NI) rate of
corporation tax from April
2017. The UK parliament
will continue to control the
corporation tax base, including
reliefs.
Implementation is
dependent on the NI political
parties meeting commitments
set out in last December’s
Stormont House agreement.
The UK government considers
that NI’s land border with
low-tax Ireland and its high
dependence on the public
sector following the Troubles
mean that the case for
corporation tax devolution
is stronger for NI than it is
for Scotland or Wales. The
Northern Ireland Assembly will
have the power to set an NI
rate of corporation tax for:
the trading profits of a
micro, small or mediumsized enterprise where at
least 75% of employee
time and costs fall in NI (an
‘in-out’ test)
a large company’s profits
attributable to a trading
presence in NI.
Lending and investing
activities (but not some
related back-office functions)
will be excluded. The regime
aims to minimise artificial
shifting of business between
Great Britain and NI. The
UK government estimate of
the cost of tax-motivated
incorporation was revised
down to £5m for 2019/20.
In general, Roy-Chowdhury
says, an NI rate is a good idea,
but there are concerns about
costs. ‘The impression we
get is there could be a lot of
bureaucracy in showing that
business profits are subject
to the NI rate or the UK rate.
We need to make sure that

*

*

there is no need to keep two
sets of books and records, that
there’s a light touch in terms
of showing businesses where
they are taxed, and that NI is a
good place to do business
rather than somewhere
that has say, a 12.5%
rate but it’s very
burdensome to
work within that
system.’
Dominic
Preston,
tax partner
at Grant
Thornton UK,
says concerns
about potential
abuse and
complexity were
debated extensively
by a committee of MPs in
February. ‘It is important to
remember the driver behind
devolution here – the need to
rebalance a unique part of the
UK economy. With a unique
regional tax status inevitably
comes a degree of initial
complexity – arguably well
worth the end prize.’
Preston believes the 75%
tests for SMEs should help
deal with ‘the commercial
reality of the vast majority
of businesses with a
predominantly NI cost and

skills base that do business in
NI and across the UK’.

Uncharted waters
The UK tax landscape is
changing, and a significant
divergence of tax rates may
present problems. At the very
least, some tax professionals
will have a good deal more
work to do. ■
Andrew Goodall, freelance tax
writer and journalist
For more information:

For more on Scotland’s income tax rates, go to
tinyurl.com/Scot-incometax
For Scotland in the UK: an enduring settlement policy
paper, go to tinyurl.com/ScotUK
For HMRC technical note of May 2012 on Scottish rate of
income tax, go to tinyurl.com/ScotTaxNote
For more on Scotland’s tax raising powers, go to
tinyurl.com/ScotAct2012
For the Revenue Scotland and Tax Powers Act 2014,
go to tinyurl.com/RSTPA-2014
For the consultation on a Welsh land transaction tax,
go to tinyurl.com/WelshLandTax
For the Corporation Tax (NI) Bill,
go to tinyurl.com/NI-CTbill
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Time for action

As international tax avoidance hits the headlines, the OECD has made swift progress in
its programme to tackle the issue, says ACCA’s Chas Roy-Chowdhury

In a flurry of activity just
as 2014 was drawing to a
close, the Organisation for
Economic Cooperation and
Development’s Base Erosion
and Profit Shifting (BEPS)
team released a number
of discussion papers as the
OECD’s programme on
international tax avoidance
notched up a gear. And it
couldn’t come sooner, given
the current spotlight on tax
evasion and avoidance.
On the face of it, there
has been remarkably swift
progress in the BEPS project,
but 2015 will prove pivotal
in the fight for greater
international tax transparency
and cooperation. The
publication of the discussion
papers followed on from an

update webcast by the BEPS
team at the OECD. This
update in turn came after
the G20 meeting in Brisbane,
which had welcomed the
‘significant progress’ that has
been made so far. The G20
communique added that the
group remained ‘committed to
finalising this work in 2015’.
So by the end of this year
we will have a large number of
suggestions and policies from
the OECD group, but how
much action will there be? And
will 2015 also see unilateral
action as jurisdictions seek to
stake their own claims over
revenue protection?
However, first it would
be helpful to look at where
we are now. The BEPS team
produced a 15-point action

The 15 BEPS action points

*
*
*
*
*
*
*
*
*
*
*
*
*

Action 1 Address the tax challenges of the digital
economy.
Action 2 Neutralise the effects of hybrid mismatch
arrangements.
Action 3 Strengthen CFC (controlled foreign
companies) rules.
Action 4 Limit base erosion via interest deductions and
other financial payments.
Action 5 Counter harmful tax practices more effectively,
taking into account transparency and substance.
Action 6 Prevent treaty abuse.
Action 7 Prevent the artificial avoidance of PE
(permanent establishment) status.
Actions 8–10 Assure that transfer pricing outcomes are
in line with value creation (8: intangibles, 9: risks and
capital, 10: other high-risk transactions).
Action 11 Establish methodologies to collect and
analyse data on BEPS and the actions to address it.
Action 12 Require taxpayers to disclose their
aggressive tax planning arrangements.
Action 13 Re-examine transfer pricing documentation.
Action 14 Make dispute resolution mechanisms more
effective.
Action 15 Develop a multilateral instrument.
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plan back in 2013. This
covered, among other things,
the tax challenges of the
digital economy (action 1),
hybrid mismatch arrangements
(action 2), treaty abuse (action
6), permanent establishments
(action 7) and development
of a multilateral instrument
(action 15).
The OECD believes these
15 actions (see box) will result
in fundamental changes to
international tax standards,
based on three core principles:
coherence, substance and
transparency. It adds that
addressing BEPS is critical for
most countries and must be
done in a timely manner so
that actions can be delivered
before the existing consensusbased framework unravels.
At the same time, the
OECD says that governments
need time to complete the
necessary technical work and
achieve widespread consensus.
Against this background, it
is expected that the action
plan will largely be completed
within two years of its
adoption. Indeed, the first set
of measures and reports was
released in September 2014,
just 12 months after the BEPS
project’s launch. Work on the
reports to be delivered in 2015
has already started, and will
continue quickly to ensure the
rapid development of concrete
measures to allow countries to
end double non-taxation and
artificial profit-shifting.
Since the launch of the
action points, we have seen
the publication of a number of
discussion papers, followed by
public consultations. The latest
batch covers action points 4,
8, 9, 10 and 14, and will be
subject to public consultations

in early 2015. The OECD team
admitted the documents
would have provided plenty of
holiday reading.
Indeed, throughout this
process, the OECD team has
recognised that it is dealing
with an incredibly complex
subject and said at the last
webcast update that the
highly technical nature of
the actions requires careful
implementation. That could
easily be taken to read that the
process will take a long time
to come to fruition, though
Pascal Saint-Amans, director
of the OECD’s Centre for Tax
Policy and Administration,
said during the webcast
that the team recognised
the importance of getting
guidance out as quickly as
possible. He also recognised
that the European Union was
moving quickly in the wake of
the G20 summits.

Balancing act
And he noted the moves in
the UK following the Autumn
Statement announcement of
a diverted profits tax. SaintAmans said the UK initiative
was ‘extremely interesting’ as
it showed both the relevance
of the BEPS plan and a highly
political concern about tax
avoidance. It also showed
that governments are taking
action unilaterally, although he
hoped that the UK view would
be compatible with action
1 on the digital economy,
enabling a coordinated
approach that was not
detrimental to investment and
government revenues.
And this perhaps drives at
the heart of the debate – even
though the project is moving
quickly, it is important that
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▲ Moving fast to
counter tax avoidance
EC president Jean-Claude
Juncker at the last G20
heads of government
summit, which reaffirmed
the commitment to BEPS
finalisation this year
moves to protect revenue
are made in a coordinated
fashion. The UK has shown
that it can go its own way and
one only needs to look at
the example of International
Financial Reporting Standards
to understand the need
to have everyone on side.
Governments face a tricky
balancing act – while facing
political pressure at home to
protect or raise revenue, they

need to be mindful of the
impact their moves will have
on other countries.
This is particularly
important for developing
countries, which arguably
stand to benefit the most from
a number of the action points,
especially when it comes to
country-by-country reporting.
The OECD has vowed to
increase the involvement of
these countries during 2015,
so we wait to
see whether this
commitment is
translated into
The aim is rapid
action in the future,
development of
but again the signs
are encouraging.
concrete measures
A strategy of
to allow countries
deepening the
to end double
engagement
of developing
non-taxation
countries was
and artificial
launched last
November,
profit-shifting
followed by a
workshop that

brought together officials
from 14 such countries the
following month. Participants
agreed on the pressing need
to reform the international
tax rules ‘as soon as possible’
and considered how to
participate most effectively
in the debate, as well as the
support required to ensure
effective implementation of
the BEPS measures.
The officials requested that
outputs would be practical
and easy to implement, with
support required to ensure
increased awareness at all
levels. Capacity building
should focus on practical
guidance and workshop
participants welcomed the
preparation of toolkits in a
number of areas of the BEPS
project, as well as related
issues that developing
countries have identified as
significant, such as wasteful tax
incentives and the availability
of quality comparability data

for the purposes of transfer
pricing.
So there is a lot to get
through in 2015. Further
webcasts will update us over
the year, together with the
launch of more discussion
documents and public
consultations on areas such
as disclosure rules, controlled
foreign companies and cost
contribution arrangements.
But above all we must see
the standards translated into
practical tools in 2015. The
future of the BEPS project
depends on the ability of
tax authorities to deliver,
otherwise we will be left with
more heat than light. ■
Chas Roy-Chowdhury FCCA is
head of taxation at ACCA
For more information:
See graphics on Taxand’s
global tax survey 2015 –
this edition page 35
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The view from
Rudy Chen FCCA, founder and director,
Yes Accountants, London, and badminton fan

My father was also a strong driving
force and role model. He worked at
lightbulb supplier Scott and English
before founding his own lighting business.
I conducted thorough research before
launching. I wanted a strong emphasis on
being truly client-focused and providing a
personal touch.

Snapshot: external audit
There are more than 350,000
external auditors around the world
working for the Big Four alone, and
many more in smaller accountancy
firms. They are facing challenges
from several directions.
For example, the drop in
commodity prices is affecting many
global companies and therefore
audit teams.
With the recent rise in economic
confidence globally, there has also
been a shift in regulatory priorities,
with a revived focus on governance,
culture and risk appetite.
Risk has been a key area
of development over the past
few years for auditors, and
organisations have invested heavily
in risk appetite frameworks and
training to ensure compliance with
the latest corporate regulations.
Financial crime is another high
priority for audit firms. Recent
changes to the EU anti-money
laundering directive and further
regulations in the EU and US mean
that auditors are expected to be
able to assess a client’s capacity for
financial crime and highlight new
areas of concern.
Audit teams are also challenged
with ensuring the appropriate
technical expertise around new
requirements – Basel III, European
Market Infrastructure Regulation
(EMIR), Solvency II and financial
reporting standards such as
revenue recognition.
Simon Wright, marketing director,
Careersinaudit.com
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I focus on startups. A Companies House
survey revealed that around 530,000 new
businesses were incorporated in 2013. I
would be delighted with just 0.1% of that
market share!
Early on, I acquired experience in
smaller accountancy firms. I particularly
benefited from the support of the late
Mr Sharma of F Winter and Co, and its
current principal, Hilesh Khakhria. Both
have an excellent management style and
preached an approach that combined
flexibility and open-mindedness and
shaped the accountant I am today. I also
spent seven years at top 20 firm Crowe
Clark Whitehill, where I was exposed to
much larger clients and a more hierarchyfocused environment.
My early career gave me a solid
grounding in working with SMEs and
larger clients. After 13 years, the time
felt right (both mentally and financially)
to strike out on my own, and I formed
Yes Accountants.

Around 530,000
new businesses
were incorporated
in 2013. I would
be delighted with
just 0.1% of that
market share!

I have a diverse range of clients – from
fashion consultants to architects,
property investors and builders. New
clients come via word of mouth and
networking events.
The inspiration behind my firm’s
name is an old Malaysian phrase.
‘Malaysia boleh’ loosely translates as ‘we
can’. I simplified this to ‘yes’. It reflects
a positive, can-do attitude, with an
important link to my heritage.
I harbour a long-term ambition to
open a branch in Malaysia. ACCA has a
significant presence in the country and the
process will be smoother if I can employ
ACCA-qualified staff at both ends.
ACCA provides a wide range of
support for small practitioners like
me. I regularly attend webinars from
the comfort of my office. The technical
factsheets and guides are also useful.
Accountants are sometimes seen as
dull, but I love my job! It’s not just about
figures. It is a people business that allows
me to engage with a wide cross-section of
people from different backgrounds.
Away from my desk I’m a big fan of
badminton. It’s one of Malaysia’s biggest
sports. I try to play twice a week. It helps
promote a healthy mind and allows me to
switch off from work. ■
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What’s the damage?

The audit exemption threshold is likely to rise after the election, taking 10,000 more
companies out of the mandatory audit net. What will be the impact on audit business?
What is the value of an annual
audit to a company? Is it a benefit
or a burden? The answer depends
largely on who you are – auditor or
company accountant – and, perhaps,
whether you are in the middle of the
audit process at this very moment.
The present government seems
to have decided that, for smaller
companies, the audit is a burden.
An infographic displayed on the
website of the Department for
Business, Innovation and Skills (BIS)
in recent months trumpets a range
of achievements in the government’s
‘Red Tape Challenge’ – one of
which is that increased flexibility
in audit requirements would save
(an impossible to verify) £300m for
100,000 companies.
The infographic is, in fact, jumping
the gun if it refers, as many would
assume it does, to a hike in the audit
threshold in the UK. The current
audit exemption threshold for small
companies (those that meet the
current small company definition of
an annual turnover under £6.5m or a
balance sheet value under £3.26m) has
remained unchanged since 2009.
An increase in the audit threshold,
though, is coming very near. Last
August, BIS consulted on the
implementation in the UK of the 2013
EU accounting directive, which will
come into force in the UK for financial
years beginning on or after 1 January
2016, and in January 2015 it published
the results of that consultation.
The directive has an underlying
‘think small first’ principle and an
intention to limit the amount of
information that EU governments can
ask small companies to provide.
BIS says the directive offers the
government an opportunity ‘to further
reduce the administrative burdens
associated with the preparation and
publication of statutory accounts,
especially for small companies’.

Who’s in and who’s out?
The directive sets a maximum threshold
for a business to qualify as a small
company in the EU. Following the
consultation, BIS confirmed that the
government would adopt that maximum
threshold to determine the size of small
companies in the UK.
To qualify as a small company, an
entity will now have to meet two of the
following three criteria (values have
been converted from euros):
total assets under £5.1m
turnover under £10.2m
fewer than 50 employees.
According to BIS, this will bring
11,000 more companies in the
UK into the small companies
accounting regime.
But what of the audit
threshold? Well, this is where
it gets more complicated
as, until now, the threshold
to qualify for the small
companies accounting
regime and the audit
exemption threshold have
been one and the same.
But while BIS has agreed
to raise the small company
accounting threshold,
the future of the audit
exemption threshold is
still open to discussion.
In its final response
to the consultation,
BIS said it was ‘not
proposing to increase
the audit exemption
thresholds for small
undertakings as
part of the initial
implementation of the
accounting directive. This
will mean that the balance
sheet and turnover thresholds for
small undertakings will differ for the
purpose of the small companies regime
for accounting purposes and the small
companies audit exemption.’

*
*
*

»
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In other words, the current small
companies audit exemption in the
Companies Act would be amended so
it does not refer to the small companies
accounting regime, but would instead set
out explicit thresholds.
In December 2014, a discussion paper,
Auditor regulation: the implications of the
EU and wider reforms, asked for views on
whether separate, lower thresholds should
be introduced for the small companies
audit exemption. The responses to that
consultation are still to be finalised.
‘If the government decides in the
light of responses to that document
that specific audit exemption thresholds
should be introduced to the Companies
Act, it would be possible to do this
in 2015,’ says BIS. ‘However, the
document makes clear that this is not the
government’s preferred approach and
seeks responses to the view that the same
thresholds should continue to apply for
both audit and accounting.’

Impact assessment
It seems increasingly likely that the audit
threshold will rise after the election to
fall in line with the new small company
definition, irrespective of the make-up
of the new government. In the event of
a Labour government, the likelihood
may be slightly less – there will be other
priorities – but a Conservative-majority
government would certainly want to raise
the threshold.
So what would be the practical impact
of a rise in the exemption threshold?
According to Office of National Statistics
figures for 2013, 98% of the 2.16 million
companies in the UK have an annual
turnover of less than £10m. The consensus
is that raising the threshold to £10.2m
turnover would exempt around 10,000
more companies from mandatory audit.
In its response to the BIS consultation,
ACCA was clear that it did not support
an increase in the audit threshold: ‘Many
interested parties, including ACCA,
would be cautious about an increase in
the audit exemption limit to the same
extent as the small company accounting
limit. The value often perceived to be
added by an external audit indicates that
an impact assessment would, at least,
be needed. An indication of this “value”
is the number of large preparers opting
for an external audit, when they could
claim exemption.’
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The BIS consultation asked for views
on the interaction of the directive with
the statutory audit framework. Of the
33 responses received, 18 supported
the retention of the small company
audit threshold. Of those that favoured
separation of the small company
accounting and audit thresholds, four
could be considered to be against
any increase in the audit threshold in
principle, says BIS. ‘These respondents
stressed that audit was a useful safeguard
to ensure the accuracy of published
financial information. Two acknowledged
the practical problems of separating the
thresholds… However, the majority were
not opposed to an increase in principle,
though they felt that any future increase
ought to be consulted upon separately.’
What would the impact of a higher
exemption threshold be on the 7,000
auditing firms and sole practitioners in
the UK? A survey by accounting and audit
software company CaseWare found that
51% of auditing firms believed it would hit
revenue, with 10% saying it would affect
their future recruitment plans. However,
the survey also found that a fifth of firms
believe that 75% of their clients would
choose to have a voluntary audit.

Shape changer
Some argue that the audit profession
is already in decline and that a rise in
the threshold will change the shape of
audit services still further. According
to statistics collected by the Financial
Reporting Council’s latest Key facts and
trends in the accountancy profession,
the number of audit firms in the UK fell
by 11.2% between 2009 and 2013 and
by 3.8% during 2013. Of the 6,962 audit
firms in the UK, 95% have six principals or
fewer, and 3,625 are sole practitioners; the
number of sole practitioners has declined
every year since 2003. The fall in the
number of registered audit firms, points
out the FRC, has coincided with a rise in
the proportion of companies filing annual
accounts that are audit-exempt, from
69.5% in 2009 to 72.1% in 2013.
Tara Aldwin, director at Luton-based
firm Foxley Kingham, says that if the audit
threshold rises to £10.2m, about 12% of
the firm’s audit clients would be affected.
‘We have an unusually high proportion of
UK subsidiaries to audit – these account
for 25% to 30% of our total audits. If you
excluded those, the impact would be

65

Timeline of changes to the audit threshold
Year

Turnover

Employees

Gross assets

1993

£1m

2004

£5.6m

2009
(current threshold)

£6.5m

Fewer than 50

£3.26m

New definition of
‘small company’

£10.2m

Fewer than 50

£5.1m

higher. We are likely to be left with mainly
those and specialist audits as a result of
the proposed changes.’
Aldwin argues that an increase in the
threshold would reinforce the view that
audits are mainly for large and complex
businesses. ‘Generally, people already
see the domain of the audit as the large
business or specialist sectors, and I
can’t see an increase in the threshold
would do anything but consolidate that
perspective,’ she says. ‘Smaller businesses
do not generally value an audit where
owners and managers are combined,
but where the owners and managers are
separate it can be seen as bringing value.
I expect that most businesses in the £6.5m
to £10.2m band will be owner-managed.’
She adds that she would not expect
many clients to request a voluntary audit
but that ‘where businesses operate in a
specialist sector, such as charities and
social enterprises, audits are generally
valued more’.
Aldwin agrees that the greater level
of assurance remains one of the key
benefits of an annual audit. ‘From a
third-party perspective, less confidence
can be taken that the accounts have
been properly drawn up [if there is no
audit]. Of course, a good accountant will
always carry out a certain level of checks
to satisfy themselves that the accounts
are not misleading, but this cannot be
to the same lengths as an audit, so the
accounts cannot carry the same degree
of assurance. There could be higher risks
to third parties, such as lenders, as in
practice I’ve found that lenders appear
to place the same reliance on a set of
accounts whether they are audited or not.’
The rise of assurance (rather than
direct audit) services in many firms (see

Accounting and Business, March 2014,
page 18) suggests the profession is
already exploring other avenues of
revenue, and there is a growing belief
that a threshold rise will lead to further
streamlining of firms’ audit services.
CaseWare’s report into the
implications of a rise in the audit
exemption threshold, The changing
shape of the audit market in the UK,
argues that accounting firms should
shift their audit skills into smaller teams
of highly trained people and target
new clients who require audits for
non-regulatory purposes, such as to
obtain credit. The report cites changes
at a number of firms, including
Berg Kaprow Lewis – which says it
has separated its assurance teams
from support teams – as evidence
of this trend. Simon Warren, MD
of CaseWare, argues that the audit
market is irrevocably changing: ‘The
winners will be the firms that become
audit specialists, providing tailored
services to their clients.’ ■
Liz Fisher, journalist
For more information:
The BIS discussion paper Auditor
regulation: the implications of the
EU and wider reforms is at tinyurl.
com/BIS-Dec2014
The latest FRC Key facts and trends
in the accountancy profession is at
tinyurl.com/FRC-facts
CaseWare’s report The changing
shape of the audit market in the UK
is at tinyurl.com/CW-audit
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Beware of the bot

Will smarter software put human auditors out of business? Possibly, but what does seem
certain is that technical accounting knowledge on its own is no longer enough

According to a recent academic study,
computers are making off with the jobs
of auditors and accountants. Auditors
and accountants may scoff, but they will
need to enhance their own skills if they
are to stay in business.
In that study, The future of
employment, Carl Benedikt Frey and
Michael Osborne of the University of
Oxford pick out auditing and accountancy
as professions ripe for automation. If that’s
where you are, then you need to think
about moving sector, they warn. And you
won’t be alone. Frey and Osborne reckon
that in the US, which was the main theatre
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of their study, nearly half of all jobs could
fall to the all-powerful computer over the
next two decades.
The study says that transportation,
logistics, office and administrative jobs
are all at high risk of automation. More
surprisingly, service occupations are also
highly susceptible, despite recent jobs
growth. Even journalism could fall victim
to big data and the algorithm.
Osborne says: ‘We identified several
key bottlenecks currently preventing
occupations being automated, but as big
data helps to overcome these obstacles a
great number of jobs will be put at risk.’

And, as we know, what happens in
the US is often soon reflected in other
parts of the world. ‘While our analysis
was based on detailed datasets relating
to US occupations, the implications are
likely to extend to employment in other
developed countries,’ says Frey.
The implication is clear. As software
automation races ahead, workers will
shift to jobs that are not susceptible
to computerisation, tasks that require
creative and social intelligence, the paper
states. ‘For workers to win the race,
however, they will have to acquire creative
and social skills,’ the authors argue.
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‘For workers
to win the
race against
automation,
they will have to
acquire creative
and social skills’

So what does this mean for someone
who, say, has been working in one of the
large accountancy firms for a number
of years, building up the technical
knowledge to perform a high-quality
audit for a blue-chip client? Will they
be replaced by an app any time soon?
And, if so, what can they do to secure
their position, or even thrive in this new
automated era?

Future-proof your skills
‘There is an increasing understanding that
you need to develop skills that can’t be
replicated by a computer,’ says Geraldine
Gallacher, founder of the Executive
Coaching Consultancy. ‘These will be
human skills, not so-called soft skills. You
need to differentiate yourself, and be able
to use your judgment.’
Gallacher wonders whether those
who became partners in the large audit
practices 20 years ago would make it
today – training back then drove auditors

to the ‘correct’ solution, but not one
that was necessarily right for the client.
As a way of future-proofing themselves,
Gallacher urges accountants to become
more creative. ‘It is a case of EQ versus
IQ, where more emotional intelligence is
required,’ she says.
It is an area on which the big
accountancy firms are increasingly
focused. ‘There has been a change,’ says
Maggie Stilwell, EY partner and head of
talent for the firm’s assurance practice
in the UK and Ireland. ‘If you go back,
say, 10 years, people seeking promotion
to director or partner might have been
surprised that it was based on more
than technical competence, and that
you suddenly needed a new set of skills.
But now, this more rounded expectation
happens right from training, where we
help trainees understand they need to be
the complete package.’
Louise Brownhill, chief learning officer
at PwC, says: ‘This isn’t new to us, but it
has been a focus recently.’ According to
Brownhill, the firm’s training programme
offers a broad-based curriculum, with
a focus on soft skills, so that as well
as technical training, staff are taught
relationship skills, business acumen,
global acumen and leadership skills.
These four attributes have been brought
together with technical skills under one
banner to create the ‘PwC professional’.
When members of staff are faced
with ‘transition events’, where they are
moving up through the ranks, the firm
ensures that the ‘PwC professional’ skills
are reinforced. Members of staff are also
given a wide range of experience across
the firm. ‘People like variety and constant
challenge,’ says PwC audit partner Carl
Sizer. ‘We all have our strengths and
weaknesses, but we should play to our
strengths. You will always need technical
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expertise, but a well-rounded individual
will be of huge value.’
So how has this shift affected
recruitment? What are the big firms
looking for when they take on new staff,
whether at trainee or experienced level?
‘There is always a great choice of
people who meet the basic academic
criteria,’ says Stilwell. ‘This is very
important as the first part of becoming a
professional at EY, but there were roughly
25,000 people applying for up to 900
trainee places this year, so we have to find
a way of differentiating in that market. We
look for people who have got something
different to offer, someone who can show
some leadership, who has been ambitious
outside their formal education.’
Stilwell adds that EY is committed to
diversity, and appreciates its business
benefit. ‘That is also a lens through which
we are looking at candidates,’ she says.
‘We want to get the best people, and
those who meet the more complex and
international needs of our clients.’

Technology masters
Ultimately, though, the firms are looking for
people with the ability to understand and
interpret what is produced by technology.
‘We are incorporating greater amounts
of technology into the audit process so
that we get better quality audits, but
fundamentally we need humans to look at
the output of that technology to draw safe
conclusions,’ says Stilwell.
Rumours about the demise of auditors
and the rise of the robo-accountant may
be greatly exaggerated, but it is clear
that technical knowledge alone is not
enough to survive in the digital age. ‘So
much is about understanding the human
dimension and client relationship,’ says
Gallacher. ‘There will still be room for
technical skill, but it needs to be coupled
with the ability to be innovative. The
human skill is to come up with pioneering
ways of looking at a problem, to think
outside the box. But if you keep doing
things the same way, then you will be the
one that’s under threat.’
And that is the key. The more human
you are, the less likely it is you can be
replaced by an app. ■
Phil Smith, journalist
For more information:
The future of employment is
available at tinyurl.com/future-emp
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The view from

Imad Alqasim ACCA, accounting manager for disabled
children’s charity Whizz-Kidz, and student mentor
Whizz-Kidz meets the needs of young
disabled people in a number of ways.
It provides the right mobility equipment,
skills training and opportunities for them to
meet and have fun. Our charity’s core belief
is that every young disabled person has the
right to a fun and active childhood and the
chance to develop their full potential.

An average day for me means ensuring
our accounting information is up
to date and accurate. I provide daily
support to all our operations, particularly
our fundraising department and senior
management team. My responsibilities
include monthly management accounts,
annual accounts, budget and forecast
figures, and ensuring control over the
charity’s financial procedures.
I joined the charity in July 2012, after
gaining my ACCA Qualification. This
helped me to understand the importance
of corporate social responsibility and
the way that different companies should
contribute towards a better society. It
gave me the motivation to join the third
sector where the motivation is different
than for financial profit.

Our core belief is
that every young
disabled person
has the right to
a fun and active
childhood and the
chance to develop
their full potential

Whizz-Kidz is currently expanding.
A fantastic £5.3m grant from the Big
Lottery was awarded at the end of last
year. It means we will deliver 10,000 new
opportunities to disabled young people
in England, improving their lives through
clubs, camps, wheelchair skills training
and work placements. This is on top of
our business-as-usual work, including in
the devolved regions. For me this means
a greater number of budgets, expenditure
lines and the implementation of new
systems to cope with the increased
demand on finance and accounts. We
need to be fit for purpose.
I enjoy being part of a charity. I know
that my work directly contributes to
transforming disabled children’s lives.
I use my accounting skills to achieve
efficiency, effectiveness and value for
money – the latter is vital in a charity.
We can always improve. I am currently
focused on producing accounting and
financial information that matches the
pace and speed at which the charity is
developing and growing.
I have to apply my knowledge in a
resourceful way so as to maximise
outcomes and help to achieve goals.
My advice to young accountants is to
keep your own personal development
up to date in order to compete in this
crowded market.
Outside of work I enjoy running. I
completed the Virgin London Marathon
for Whizz-Kidz in 2014. I am an online
mentor for an ACCA student and
a member of ACCA’s Public Sector
Network Panel. ■

Snapshot: the cost of
late intervention
Failures in parenting and protecting
children have both an economic
and social cost. They lead to
worklessness in adults, mental
health problems, crime, anti-social
behaviour, substance misuse,
violence and injury, and school
absences and exclusion.
That cost – in England and
Wales alone – comes to £16.6bn
a year, according to the Early
Intervention Foundation (EIF),
which lobbies for action at a young
age to prevent children getting on
the wrong track.
Carey Oppenheim, chief
executive of EIF, says: ‘Late
intervention is not just expensive,
it is also difficult to argue that it is
money spent well. It rarely turns
lives around, as seen in recidivism
rates for young offenders and poor
transitions to adulthood for children
in care.
‘What these figures represent
is merely the immediate impact
on the taxpayer of thousands
of lives blighted by thwarted
potential. The human and social
costs are far greater.’
The main costs of late
interventions are as follows:
£6.0bn child protection and
safeguarding
£5.2bn crime and anti-social
behaviour
£3.7bn youth economic inactivity.
Source: Spending on late
intervention: how we can do better
for less, published by EIF
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Building bridges

Everyone seems to agree on the need for increased infrastructure-spend,
but a consensus on how to go about achieving it is proving more elusive

◄ Financing routes
Finding a way to attract
private money to
address public sector
infrastructure needs is
proving far from simple
Party political unanimity during an
election campaign can be hard to find.
Yet there is all-party agreement that
infrastructure is – literally – the building
block on which economic growth
is constructed. The problem is that
demand for new public infrastructure
seems limitless, while the money
available for it during austerity is in
short supply.
The Royal Institution of Chartered
Surveyors (RICS) is a vocal advocate for
improved infrastructure and has issued a
call to action to coincide with the general
election. In its report Property in politics,
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RICS urges all parties to recognise
the role of infrastructure ‘in driving
the UK’s economic growth and building
better communities’.
The existing pipeline of infrastructure
projects in the UK government’s National
Infrastructure Plan appears massive, at
a cost of £375bn. However, this is a 20year programme and money does not
go far when it comes to major schemes.
RICS says the programme needs to be
expanded, not least because doing so is
key to rebalancing the economy.
For RICS, the key to greater
infrastructure investment is in making

projects more attractive to private sector
investors. This involves a more streamlined
planning system to reduce delays, an
Infrastructure Commission and a National
Infrastructure Delivery Plan. RICS worries
that major projects come forward
through a queueing system, rather being
than prioritised according to strategic
importance. Similar arguments are made
by employers’ body the CBI, which says
its members believe UK infrastructure is of
poorer quality than in much of Europe and
that its condition is worsening.
Infrastructure has become a major
policy issue in the run up to the general
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election. In recent months the coalition
government has made a series of major
policy announcements. These promise
improvements to regional transport
connections alongside devolution to
city-regions. Part of the backdrop to this
has been maximising the benefits of the
HS2 rail line from London to Manchester
and Leeds. Local agreements have
been reached with groups of councils
in Manchester, Leeds, Sheffield and
Birmingham, which include significant new
spending on rail and road infrastructure.
The centrepiece of the Labour Party’s
proposals is the creation of a National
Infrastructure Commission to plan
infrastructure programming over 25 to
30 years. Its remit would include energy,
transport, water, waste, flood defences
and telecoms.
The last Labour government relied
heavily for infrastructure on the private
finance initiative (PFI) and on public
private partnerships (PPP). As of March
last year, there were 728 current PFI
projects, of which 671 were operational,
with a total capital value of £56.6bn. But
the scale of criticisms against PFI has
led to them falling out of favour. Initially
the coalition government tried to rework
PFI, which it remodelled as PF2. But
problems remained, such as high costs,
limited contract competition and capital
spending being treated as revenue.
Darryl Murphy, corporate finance
infrastructure partner at KPMG, explains:
‘PFI/PPP is clearly not the preferred

method of delivery for finance, in part
because of political acceptability. PF2 is
PPP by another name. There is not much
PF2 activity. The reason is that PFI was
generally used for social infrastructure,
such as hospitals and schools.’ But social
infrastructure is no longer a priority.

Value for money
Of the nearly £375bn infrastructure need
identified in the National Infrastructure
Delivery Plan, only £70bn will come from
private finance – all in the energy sector
and financed through utility regulation,
explains Murphy. All the £16bn for roads
will be publicly financed. ‘The argument
is that private finance does not offer value
for money for this type of project.’
Murphy continues: ‘What the
government has done successfully
is find different delivery methods to
attract private finance.’ Options are
considered on a case-by-case basis. One
of these is tax increment funding (TIF),
which allocates public money to major
infrastructure schemes on the assumption
of future increases in tax revenues.
Rising property values, for example, can
generate increased business rates and
council tax revenue.
Professor Graham Winch, co-editor
of ACCA’s report Taking stock of PFI and
PPPs around the world, explains: ‘The
classic example of TIF is the extension to
the Northern Line in London. This is, as I
understand it, funded on the basis of the
development of the Battersea area that

The parties – at a glance
Conservative Party
Established a £375bn, 20-year infrastructure programme to boost road and rail
connections, and improve electricity, water and telecommunications networks.

Labour Party
Pledged to create a National Infrastructure Commission to decide on how to
prioritise, programme, finance and manage key infrastructure projects.

Liberal Democrats
Backs the government’s programme, saying that it has helped to ensure that
environmental infrastructure projects are prioritised.

UKIP
Manifesto includes scrapping HS2 and subsidies for wind energy. Proposes
spending £30bn on flood defences.

Green Party
Pledges to increase spending on electricity infrastructure to support greater input
from wind power and other renewables, and more money for cycleways.
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will result. There has also been use of
[public sector] pension funds in the Greater
Manchester area to fund developments in
east Manchester and elsewhere.’
The Treasury has also encouraged
private finance in other ways – for
example, by having capital projects led
by the private sector under what is called
financial transaction capital (FTC).
A Treasury spokesman says: ‘FTC has
stemmed the flow of PFI use most recently,
though I’m not sure we care to speculate
as to what extent it is a “replacement” for
PFI. FTC models and the new PF2 model
are more seen as tools to be used as and
when they are most appropriate. The UK
government has decided to deliver some
of its capital spending through FTC; for
example, the Help To Buy and Build To
Rent programmes.’
The devolved governments also use
FTC. The Scottish government did so for
its version of Help to Buy. The Northern
Ireland Executive is using FTC for a new
investment fund to be managed by the
European Investment Bank, which is
hoped will leverage in £900m of private
sector finance off the back of £100m of
public sector capital. Transport, energy,
telecoms, regeneration, social housing
and schools projects are targeted.
Northern Ireland finance minister
Simon Hamilton explains: ‘FTC is forming
an increasing proportion of the executive’s
capital budget, with £68.6m available in
2014-15 and £129m in 2015-16. FTC may
only be used to provide loans to, or equity
investment in, private sector entities.
While FTC is not currently being used as a
substitute for PFI, every proposal brought
forward will be judged on its own merit.’
But there is a common narrative to
these new ways of attracting private
finance: the private sector is taking the
front seat in deciding priorities. The real
challenge for the next government will
be to find an acceptable way of attracting
private money to deliver public sector
priorities. That, though, sounds more like
alchemy than 21st century politics. ■
Paul Gosling, journalist
For more information:
Read ACCA’s report Taking stock of
PFI and PPPs around the world at
www.accaglobal.com/ab/179
Read RICS’ report Property in
politics at tinyurl.com/PropPol
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Healthy outlook

Bolton NHS Foundation Trust FD Simon Worthington FCCA explains why change in the
hospital sector is not about pulling off a ‘turnaround’, but waging a never-ending war

In the Lancashire town of Bolton,
trouble at t’mill (to borrow a local
phrase) had been replaced in recent
years by trouble at the hospital.
The problems seem to be receding
now, though, with Simon Worthington,
who joined Bolton NHS Foundation
Trust as finance director in early 2013,
being instrumental in the recovery.
Towards the end of the 2011/12
financial year, Bolton NHS Foundation
Trust won two strategically important
contracts: one to provide services in the
community; the other, maternity services
across a wider area than just Bolton under
an initiative called Making it Better. At
the same time, issues were emerging
over waiting times and quality, provoking
the concern of Monitor, the regulator for
foundation trusts in England.
Financial problems also emerged
for the trust’s 2011/12 accounts when a
predicted surplus of £1.7m in March 2012
turned into an actual deficit of £1.9m after
accounting adjustments. In August 2012,
Monitor stepped in and exercised its
enforcement powers over the trust.
Monitor appointed a new chairman
and instigated formal reviews of quality,
performance and governance, including
financial governance. At the same time,
the trust ran out of cash and turned to the
Department of Health for distress funding
simply to keep paying the bills.
Worthington became finance director
in February 2013. He had previously

‘Given the scale
of the financial
challenges, it is
an ongoing war of
attrition. There are
no sunny uplands
you can get to; it is
a long, hard grind’
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2013

FD and deputy chief executive at Bolton NHS Foundation Trust

2011

Deputy FD, South London Healthcare NHS Trust

2006

CV

FD and deputy CEO, then acting CEO, Yorkshire Ambulance Service NHS Trust

2004

FD and deputy chief executive, Tees, East and North Yorkshire Ambulance
Service NHS Trust

2003

Acting director of finance, South Huddersfield Primary Care Trust

been deputy director of finance at South
London Healthcare NHS Trust, which,
when he joined, had the biggest deficit
in the health service. ‘I was attracted by
the allure of resolving a £70m deficit,’
says Worthington. After he had spent
18 months in the role, the trust was
abolished, but not before Worthington
had helped cut the deficit by £20m.
Worthington makes a comparison
between South London and Bolton. In
defining financial governance, he says: ‘You
have to run a number of processes to know
where you are from a financial perspective
so that you can make good financial
decisions. This includes how to hold
people to account, and understanding
what the board knows and what it doesn’t.
Sometimes those processes don’t work
properly and need fixing.’
At Bolton, the board didn’t know there
was going to be a deficit. The trust had a
turnover of £280m, and in 2011/12 there
was a movement in the accounts of £4m.
Entries had been made in the accounts
that could not be verified in the audit.
It was a complex accounting setup with
many different reserves in operation.
Two years on and there has been a
major change. Worthington scorns the
term ‘turnaround’: ‘That gives the idea
that there is something that you need to
do in the short term to fix something and
then it is alright. In the NHS context, given

the scale of the financial challenges, it is
just an ongoing war of attrition. There are
no sunny uplands you can get to; it is a
long, hard grind.’
And you don’t always know
what’s coming next. In the week that
Worthington arrived at Bolton, another
crisis blew up when questions were raised
over the reporting of mortality figures.
Dr Jackie Bene, then the acting chief
executive – now the permanent chief
executive after being fully cleared of
any wrongdoing on the mortality issue
– agreed to step aside to allow a fully
independent view to be taken. ‘I think I
had four chief executives in the first four
months,’ says Worthington. ‘The point is
that it was an extremely unstable time.’

Full steam ahead
Despite the distractions, Worthington and
his team pressed ahead with a financial
improvement plan. ‘It sounds obvious, but
in a situation that can appear chaotic, with
people unsure of what is happening, the
idea of a simple plan is quite powerful.’
The plan had three themes: service
and finance recovery, which meant
ensuring the financial position of the
organisation got back to where it ought to
be; financial governance; and finance skills
development, including moving to service
line management as the trust’s primary
financial management tool.
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At the end of the 2012/13 financial
year, when Worthington had just started,
the trust had an operating deficit of
£14.5m on a turnover of £280m. The key
challenge was to make immediate inroads
in the next financial year and produce a
long-term recovery plan that would show
Monitor how it could achieve a balanced
budget sustainable over the long term.
The target for the 2013/14 period was a
deficit of £7.8m.
‘In my first six weeks, we worked on
a financial plan to get to that deficit,’
says Worthington. ‘We also put in a
simple performance management and
accountability system to replace the one
that had collapsed.’ He points to two
successes in this recoverability: a simple
but real accountability system, and clinical
engagement and leadership. ‘It is the
clinical teams that are doing the work.
We support them to do that in the most
effective way. There’s an NHS drive to get
clinicians more involved in financial issues
as well as clinical quality.’
Reducing a deficit is doubly tough
because the budget for the services
being delivered falls every year as part of
national efficiency requirements. Trusts
have to find 4% savings just to stand
still. ‘Ten years ago no one would have
believed we could achieve those sorts of
savings.’ The plan was fully delivered in
the last financial year.
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need to be able to tell the story in simple
terms of why we are in X position. I have
learnt over the years to keep it as simple
as possible. If you are using complicated
spreadsheets and apportionments and
so on, you have to ask yourself what
difference that is making.’ He wants the
finance story to have a behavioural impact
to help drive change.
He has streamlined the process for
producing the month-end results –
reducing the timeframe from three weeks
to making them available on the first
working day of the month. ‘That was a

running the community services. ‘We have
unlocked the enthusiasm of the clinicians.
They’ve identified savings from their own
area where they know they can do things
better. If we hadn’t done that, we would
not be where we are,’ he says.
In terms of financial governance,
the finance department set itself the
challenge of being the best NHS
finance function. ‘It sounds trite,’
says Worthington, ‘but it is about a
commitment to improvement. We use
a number of frameworks to measure
ourselves, we make a plan to improve, we

sea-change for the finance department,
which had been through a lot of
challenge. It has had a massive impact
on the organisation. They thought we
wouldn’t do it and, if we did, they would
be wrong. But we did it, and people are
reading their budget reports and able to
take action three weeks earlier.’
Savings have been made in corporate
staffing, back-office functions and estate
management. But one of the reasons for
the success is an emphasis on producing
information that is put into the hands of
the clinicians in the hospital and those

deliver that plan, self-assess and then we
invite independent scrutiny.’
There has also been a radical shift in
reporting: ‘We have gone from a basic
traditional NHS reporting structure –
which was cost centre reporting – to using
the service line management which is, in
essence, simple profit centre reporting.’
That change has been implemented
quickly by Worthington and his team,
and aims to achieve the greatest possible
behavioural impact. ■

The big plan
A long-term financial plan has been
shared with Monitor, setting out savings of
£73m over five years, while improving the
quality of the service delivered. The plan
for 2014/15 is to be in surplus by £1.6m,
although Worthington says the trust will
probably just be in balance.
At the same time as balancing the
books, Bolton’s quality indicators, service
performance, waiting lists and access
times are going in the right direction.
Bolton declared, and then quickly ended,
a major incident the week before we
spoke to Worthington and, like many
others, its accident and emergency
performance had dipped. But it has been
one of the country’s top A&E performers.
‘We have not sacrificed quality,’ he says.
Qualified accountants are a mainstay
on the boards of NHS trusts, often with
two acting as non-executives – one to
chair the audit committee and one the
finance committee – plus, of course, the
executive finance director. Worthington
welcomes the non-exec challenge. ‘You

Peter Williams, journalist

04/2015 Accounting and Business

76

Public sector | Government accounts

Going up

The Whole of Government Accounts paint a picture of potentially unsustainable public
finances, with difficult decisions in store for the next government
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At a glance

Net liabilities

WGA is a single set of consolidated
audited accounts that sets out what
the government owns (assets),
owes (liabilities), receives (revenue)
and spends (expenditure).
WGA provides an accountant’s
view of the government’s financial
position, which is different from the
fiscal measures produced by the
Office for National Statistics.

£621bn
£717bn
£79bn
£179bn
£1,264bn
£2,893bn
£1,630bn

Operating revenue
Operating expenditure
Net financing costs
Net expenditure
Total assets
Total liabilities
Net liabilities

but you can link trend analysis to planning
and budgeting going forward,’ Ridley says.
Unfortunately, WGA is still not a
complete set of accounts for government.
Further potential net liabilities, such
as Network Rail and certain partly
government-owned banks, remain to be
consolidated. There are also data quality
qualifications on some departmental
accounts that are consolidated into the
whole set. ‘But WGA is a step in the
right direction; it is a useful tool that
should be fully exploited alongside other
information,’ Ridley says.
Ultimately, what the WGA shows is that
political parties need to spell out how they

2009/
2010

2010/
2011

£1,629.6bn

2012/13 WGA
£1,346.9bn

As Ridley says, politicians need to look
at the bigger picture, rather than just
balancing the budget over the next five
years. But while WGA helps sketch out
this longer-term picture, Ridley fears it is
not widely used. ‘Is there a will to build
beyond this year-end reporting and start
to use this information for decision-making
beyond the life of the next parliament?’ he
asks. ‘And have the politicians and other
key decision-makers got sufficient financial
skills to interpret WGA when holding the
government to account?’
The 2013/14 accounts are due soon.
While that is 12 months after the year-end,
the first WGA in 2009/10 came out 20
months after the year-end, so government
is getting better at providing timely
information. ‘This is historical information,

The National Audit Office says that WGA does not include details of the
government’s plans to meet its payments through future taxation and borrowing.
‘Currently the cost the government pays on its gilts is low in comparison to other
countries, and by historical standards,’ it says. ‘While some government debts will
have to be paid over the next few years, the public sector liability contains longterm costs such as nuclear decommissioning and public sector pension schemes,
which will have to be paid over many years to come.’

£1,185.7bn

Seeing the bigger picture

How long will it take to pay off the government’s debt?

£1,227.9bn

The most recent Whole of Government
Accounts (WGA) for the UK, which pull
together the nation’s assets, liabilities,
income and expenditure, were published
a year ago. They cover the 2012/13
financial year and show expenditure
on public services continuing to
exceed government income by around
£100bn a year.
Not only that, WGA also shows a
net liability of £1.63 trillion, up from the
£1.35 trillion of the 2011/12 WGA. This
represents greater government borrowing
and growth in expected pension liabilities
and provisions for future liabilities,
although many will not materialise for a
number of years. So a continuing annual
budget deficit will add to government
borrowing and potentially increase the
growing burden of debt in future years.
Chris Ridley, ACCA’s public sector policy
manager, says: ‘Most countries operate
with a debt, but if you look at the Whole of
Government Accounts you will see we have
net liabilities of £1.6 trillion. It is a huge
debt in the absence of significant future
economic growth to finance it. For every
year that you are having to clear maturing
debt and pay interest, you are draining the
coffers so the more you are in debt, the
poorer you become.’

2011/
2012

2012/
2013

intend to ensure the sustainability of public
finances. ‘The parties should be saying in
their manifestos how they intend to raise
sufficient revenue and where they will
be placing their resources. If you haven’t
got that fiscal information out there, how
can people get into a meaningful debate
about it?’ Ridley asks. ■
Phil Smith, journalist
For more information:
Read ACCA’s Sustainable public
finances in the UK report at
www.accaglobal.com/ab/182
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Diary

ACCA UK runs an exciting programme of talks, lectures and workshops organised for
members across the country. Here are some highlights of upcoming events
England
Auditing culture:
exploring culture
outside the ‘Petri dish’
15 April, London
Cultural failure is considered
the root cause of many recent
crises, whether in financial
services, the NHS, the oil
industry or at Tesco. Speakers
from Protiviti, PwC, the
Institute of Business Ethics and
Barclays discuss how internal
auditors should approach the
auditing of culture.

Be the best you can be
20 April, Wakefield
This Yorkshire Women’s
Network event will help you
build your confidence, feel
and look good and make that
positive first impression when
you are going for promotion
or starting a new job.

Dealing with HMRC
(know your rights)
22 April, Isle of Man
Over three hours you will
gain an extensive review of
developments in accounting
standards and changes
for accounting periods
commencing on or after
1 January 2015, an indication
of changes likely to occur
in the near future, and an
appreciation of current issues
that have been identified
as part of the professional
bodies’ monitoring of the
transition process.

Lunch with Craig
Mathieson – polar
explorer!
15 May, Sheffield
Our speaker at this lunchtime
event will be Craig Mathieson
– VAT specialist and polar

England
Internal audit conference – auditing the Four Horsemen of the Apocalypse
13 May, London
This conference aims to explore a world in turmoil and the issues of reputational
management that accompany such turmoil. Internal audit has an important role to play in
ensuring that an organisation is prepared to respond to these potential risks.

explorer. Craig amazed ACCA
members in Scotland last year
and we are delighted that
he is travelling south of the
border. He will describe his
exploits in the Arctic tundra
and his recent adventures on
the polar ice caps, and draw
on his experiences from the
corporate world of business
and finance.

Yorkshire Three Peaks
Challenge
23 May
ACCA has 40 half-price
places available for this
sporting event supporting
Candlelighters – a charity
that helps fight children’s
cancer. The event is a great
opportunity to see dramatic

scenery, while taking on one
of the UK’s greatest outdoor
challenges. Take part with
friends and family, or join the
ACCA walking or running
teams. For more information,
email damian.buchanan@
accaglobal.com

Wales
Talking toolbox
masterclass
16 April, Cardiff
Attend this event to improve
your confidence and impact
when speaking in public. This
will include how to deliver your

talk, with tips on using humour
and curbing any nerves.

Trading with emerging
economies
21 April, Swansea
Balancing the risk of attractive,
yet volatile, export markets to
achieve successful business
outcomes can be precarious
but highly beneficial. Attend
this event for expert advice
on developing business
opportunities in markets with
emerging economies, and for
insights on raising finance and
trade insurance in a volatile
financial environment. ■
For more information:

www.accaglobal.com/uk/events
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Growing governance

The presence of government bodies and businesses in large numbers at an ACCA
conference in Ghana gave a boost to the cause of corporate governance in the country

At the end of February in the
Ghanaian capital of Accra,
ACCA and the International
Finance Corporation (part of
the World Bank) hosted the
first in a series of activities to
raise awareness of the value
and importance of good
corporate governance.
The event brought
together more than 100
delegates, including
regulators, policymakers, the
accountancy profession and
business leaders, to discuss
existing barriers and the
good practice that Ghanaian
companies need to adopt
in order to embed effective
corporate governance.
The event, entitled
‘Corporate Governance: A
Catalyst for Ghana’s Economic
Development’, looked at the
role of finance professionals
in governance, the regulatory
landscape of Ghana and
the cultural change that
companies, their boards and
employees need to undergo.
Chinyere Almona, head
of the IFC’s African corporate
governance programme,
made a compelling case for
change, pointing out that,
among other things, good

governance attracts long-term
investors and aids economic
growth and resilience. ‘We
must continue to improve
corporate governance
requirements, practices and
culture in the country,’ he said.
KB Omane-Antwi FCCA,
president of the Institute of
Chartered Accountants Ghana,
described Ghana’s current
governance framework.
A new Companies Bill
2013 is currently going
through parliament and will
help to bring Ghana into
line with better practice
globally. However, while this
strengthening is welcome,
speakers at the conference
highlighted the need for more
clarity on the enforcement
channels for existing laws, and
resources for the regulators to
take action.
Introducing ACCA’s
recent report series Culture
and channelling corporate
behaviour, Claudia Chapman,
head of policy and campaigns
at ACCA, said: ‘Principles are
ineffectual on their own. It is
important that organisations
establish a culture that
supports good corporate
governance requirements.’

▲ Flying the flag
for governance
The corporate
governance conference
in Accra kicked off a
longer-term IFC/ACCA
drive to build capacity
and raise awareness
in Ghana

First ever ACCA Qualification partnership in US
ACCA and Pace University have announced a partnership linking
ACCA’s globally recognised Qualification programme to graduate and
undergraduate coursework at the New York-based higher education
institution, which has campuses in the heart of New York City and suburban Westchester.
Starting this autumn, both graduate and undergraduate students in Pace University’s
Lubin School of Business’s Department of Accounting will be able to complete coursework
that will qualify them for specific exemptions from ACCA’s 14 exams; there will be a
maximum of four exemptions for graduate courses and five for undergraduate courses.
A student who graduates from a Pace accountancy programme will receive exemptions
for those specific exams in their pursuit of the ACCA Qualification. See also Upping the
Pace in the US, page 28.
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Chika Ikem-Obih, company
secretary at ExxonMobil,
followed up by addressing
the conference about the
importance of the ‘corporate
character of organisations’ in
attracting capital.
The event was part of
a three-year agreement
between ACCA and the
IFC to raise awareness and
build capacity. ACCA runs a
Good Governance Globally
campaign and champions
functional corporate behaviour
in a number of countries.
As a result of the
agreement and the event,
ACCA has been invited
to speak with Ghanaian
government ministers about
the value of good governance,
and to work with the Ghana
Stock Exchange to train
boards of listed companies. ■
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Audit logjam gives way

Robert Stenhouse, chairman of ACCA’s Global Forum for Audit and Assurance, explains
how local regulators are now keen to ‘deal with audit’ in their own jurisdictions
ACCA has a reputation that
allows us to gather valuable
insights from every corner of
the world. Few organisations
are truly global, and many
that claim to be are still
dominated by the interests
of a particular geography.
While ACCA does not claim
to be perfect, our core
values of opportunity and
diversity, and our belief in
open access, help create an
environment for voices to be
heard on an equal footing.
When a diverse group
of people gathers from all
around the world, you expect
their opinions to be diverse
too. Yet at the last meeting of
ACCA’s Global Forum for Audit
and Assurance, which brings
experts together from around
the world to identify and
discuss the biggest assurance
issues facing the profession,
there was almost unanimous
agreement that local regulatory
action on three key issues will
shape the auditing profession
for years to come. These issues
were identified as:
setting appropriate criteria
for exempting smaller
entities from audit
delivering high-quality
group audits across
jurisdictions that have
different auditor rotation
requirements
the practical challenges of
implementing extended
auditor reporting.
In many respects, a sense of
clarity about future direction
appeared in late 2014 when
the EU audit directive and
regulation was released and
the key aspects of the revised
auditor reporting standards
from the International Audit
and Assurance Standards

*
*
*

Board (IAASB) were made
public. What is significant is
the level of activity globally;
many jurisdictions are already
consulting on, or implementing
changes to, local regulations
that will have a fundamental
impact on the audit profession
in those countries. It is as if
the logjam has broken and
regulators now feel they can
act locally, adding their own
proposals to the mix.
It is not surprising that the
EU states are now consulting
on local implementation of the
regulation; what is surprising
is the speed at which this
is happening within the EU
and how it is being mirrored
outside the EU.
For example, Zbigniew
Libera, our global forum
member in Poland, says that
local consultation on the EU
regulation has already taken
place and has now closed.
Shariq Barmaky, forum
member from Singapore,
confirms that major changes
to audit exemption levels have
also been proposed there.
Forum members are
concerned that local regulators
are setting different local
auditor rotation requirements
that would, in practice, make
it almost impossible for
auditors from one network
firm to audit all parts of some
multinational entities. UllaMartina Bauer, forum member
from Germany, says the new
rotation requirements will
have a significant impact in
her country. Lock Peng Kuan
says the strategies that have
been recommended by the
Committee to Strengthen
the Accounting Profession
will ‘redefine the market’
in Malaysia.

There is general
recognition all around the
world that extended auditor
reporting will be widely
adopted in line with the IAASB
timetable for periods ended
on or after 15 December 2016.
In fact, many jurisdictions are
planning to adopt it for all
entities including public sector
bodies, and not just listed
entities. Some jurisdictions
are keen to adopt early, and
practitioners are hungry for
more detailed guidance on
how to deploy the standards.
Forum member Sarah-Mary
Frimpong from Ghana says
that foreign investors and
multinationals are keen to
see local regulation in Africa
mirror developments in the
rest of the world. And in the
US, forum member Professor
Kenneth Henry says that,
although the Public Company

Accounting Oversight Board
is still to finalise its position on
auditor reporting, the direction
of travel is consistent.
Feedback from the forum
is that local regulators are
now keen to ‘deal with audit’
in their own jurisdictions. As
a result, the profession may
finally get some certainty
following the calls for change
after the financial crisis.
But while the action
areas are consistent, the
responses are very different
in nature, timing and extent.
Local certainty seems
to be coupled with ever
increasing complexity, with
a patchwork of different
responses being deployed
around the world. ■
Robert Stenhouse FCCA is
director of national accounting
and audit at Deloitte UK
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ACCA member
benefits
Employability
Membership improves
earning power and job
prospects on a global
scale.
Influence and
representation
Members play key
roles in representing
and developing the
profession, backed by
cutting-edge research.
Knowledge and
connections
Keep up to date with
our publications and
social media feeds. Our
events let you network
with a large peer group.
Personal development
CPD, training and career
progression support.
ACCA Careers
Our career portal gives
guidance and lists job
vacancies worldwide.
Customer care
Fast and efficient
support around the
clock, by phone, email
and webchat.
Go to www.accaglobal.
com/memberbenefits
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Closing the gap

A Mumbai meeting of employers and education providers
focused on the skillsets needed by finance professionals
Leading global finance
figures met recently to
discuss the skills gap in the
industry at an ACCA event
‘The journey, classroom to
boardroom’ in Mumbai.
Delegates from education
providers such as Madras
University and Kohinoor
Business School met with
representatives from Dell,
HSBC, EY, Shell and others to
understand the skillsets that
training needs to impart to
form the finance professionals
that corporates want.
‘The aim is to develop real
and lasting solutions that close
the gap between industry and
academia,’ said ACCA chief
executive Helen Brand. ‘ACCA
is a vocational qualification
designed to provide India with
the professional accountants

Hot off the press
The 10th edition of
Accountancy Futures
has been published. It
has extensive coverage
of ACCA’s research
into corporate culture,
and looks at integrated
reporting one year on
from the publication of the
international IR framework.
Read it at www.accaglobal.
com/futuresjournal

that its growing economy
needs, and ensuring our
students acquire the skills they
need to excel in their chosen
field is a vital part of our work.’
The Symbiosis College of
Arts and Commerce in Pune

endorsed ACCA for its work
in developing the finance
professionals the business
world needs, and Ahmedabad
University praised the ACCA
syllabus as the best for finance
professionals.

Tanzania first
The 92nd ACCA office has
been opened – in Dar-esSalaam. ACCA is the first
global accountancy body
with a presence in Tanzania.
ACCA Tanzania will
help address the need for
finance professionals with
the right skills and talent for
the region.
Tanzania has undergone
significant political and
economic reforms in
recent years. As interest
in the country grows,
there is an increasing need for qualified business and finance leaders well versed in finance,
management, strategy, corporate governance and ethics.
‘Our presence here will ensure the potential for Tanzania is met through leveraging
ACCA’s global strategy,’ said Jamil Ampomah, ACCA director sub-Saharan Africa (pictured).
‘Our recent memorandum of understanding with the Dar-es-Salaam Stock Exchange will help
us increase awareness of the role of capital markets. Our work with accredited employers
such as PwC, KPMG, EY and Deloitte plays a part in helping their businesses grow by
developing their finance capability and enhancing their brand reputation.’
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