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Channels and media

Accounting and Business is more 
than just a magazine. You can read 
us, follow us and engage with us – 
and in more ways than one. 

AB hub
See our new AB hub at  
www.accaglobal.com/ab 

AB app
Download from iTunes App Store, 
Google Play or via the AB hub

AB digital archive
The latest issue and an 
archive of issues stretching 
back to 2009

Twitter
Accounting and Business tweets 
at @ACCA_ABmagazine 

Videos and podcasts
Look for links in the magazine or 
go to www.accaglobal.com/ab

Webinars
On a raft of topical issues

Digital delivery of our magazine boosts content 

Here at Accounting and 
Business, we constantly 
strive to improve the way 
we deliver our content so 
that members get the most 

out of their reading experience. So in this, our 110th year of 
publishing (see page 82), we’re delighted to announce that 
from this month we are making all our content available on 
our exciting new app, which can be accessed via desktop, 
tablet or smartphone. 

Digital delivery of the magazine means you can directly 
access video and podcasts featuring hot accounting topics 
and personalities, and as we move ahead we’ll be exploring 
the full range of possibilities offered by the new format. Digital 
publishing also allows us to offer a more sustainable and 
environmentally friendly way of distributing the publication, 
which reflects both advances in technology and changes in the 
way that all of us are consuming information. Turn to page 11 to 
find out more about the future of your magazine.

However you choose to access our content, this month 
we explore how good, clear visualisation of company data 

can be an important tool in trying to cut down the volume of 
information in annual reports. Given the increasing number of 
required disclosures and the commensurate weight that annual 
reports are gaining, the challenge of how to communicate 
the key messages succinctly is growing. The key, we find, is to 
work closely with graphic designers and understand how to 
communicate to them – and stakeholders – the messages hidden 
in the figures. Finance professionals in business already have the 
skills to work out how to present information; it’s a question of 
getting this across to others and into the annual report.

Also in this edition, we talk to Homebase CFO Paul Loft 
FCCA about how the retailer is adapting to consumers’ declining 
interest in DIY and thirst for ‘home renovation solutions’. With an 
impressive career, he clearly has what it takes to innovate in this 
rapidly changing sector.

And as we reach the end of the football season, we take a 
look at the changes to European football’s finances since UEFA’s 
introduction of financial fair play and how the rules are affecting 
the way clubs operate.

Jo Malvern, editor, joanna.malvern@accaglobal.com
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Accounting 
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The leading monthly magazine for 
finance professionals, available in 
six different versions: China, Ireland, 
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and UK.

There are different ways to read AB.  
Find out more at 
www.accaglobal.com/ab

Also from ACCA

AB Direct
Sign up for our weekly news and 
technical bulletin at  
www.accaglobal.com/ab

Accountancy Futures
View our twice-yearly research and 
insights journal at 
www.accaglobal.com/futuresjournal

Student Accountant
Access the magazine for 
ACCA Qualification and  
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www.accaglobal.com/
studentaccountant

Member benefits
To learn more about the benefits of 
ACCA membership, turn to page 
82 or visit www.accaglobal.com/
memberbenefits 

ACCA Careers
Search thousands of vacancies and 
sign up for customised job alerts  
at our jobs site  
www.accacareers.com/uk

About ACCA

ACCA is the global body for 
professional accountants. We aim to 
offer business-relevant, first-choice 
qualifications to people of application, 
ability and ambition around the 
world who seek a rewarding 
career in accountancy, finance and 
management. We support our 170,000 
members and 436,000 students 
throughout their careers, providing 
services through a network of 92 
offices and active centres.  
www.accaglobal.com 
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▲ Energising move
Royal Dutch Shell 
agreed to buy rival BG 
for £47bn in the 10th 
biggest M&A deal ever, 
put to BG chair Andrew 
Gould (above) by Shell 
chief Ben van Beurden

▲ All change
Google has hired Morgan 
Stanley‘s CFO Ruth 
Porat. Dubbed ‘the most 
powerful woman in Wall 
Street,‘ she previously 
led a tough cost-cutting 
strategy at the bank

► Diamond life 
Raiders made off with 
cash and gems worth 
£60m from a London safe 
deposit company over 
Easter. DCI Paul Johnson 
(right) branded them 
‘highly audacious’

▲ Got to give
Apple CEO Tim Cook 
has pledged to leave 
most of his US$800m 
fortune to charity. A 
growing number of the 
world's rich are giving 
away their wealth

6 News | Pictures
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▼ Grief encounter
After Zayn Malik quits 
during the Asian leg 
of boy band One 
Direction's tour, 
hundreds of UK fans 
request compassionate 
leave from employers

▼ UK goes Dallas
Massive oil reserves 
were found at Horse 
Hill in Surrey. Up to 100 
billion barrels worth may 
lie below fields near 
Gatwick Airport, says UK 
Oil and Gas Investments

▼ Harvest’s over?
Bruce Springsteen and 
other rock stars face big 
bills after an overhaul 
of farming tax breaks in 
New Jersey. Springsteen 
leases land for farming; 
Jon Bon Jovi farms bees
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News roundup
RBS pays CFO more than CEO, Tesco faces lawsuit from shareholders, while Grant 
Thornton says chief audit executives and audit committee members need to be in tune

Top pay for CFO
RBS is paying its CFO more 
than it pays its CEO, it 
has emerged. CFO Ewen 
Stevenson received £3.1m 
last year, whereas CEO Ross 
McEwan was paid £1.85m. 
Stevenson’s remuneration 
included £1.9m to compensate 
him for the loss of awards 
that he would have received 
had he continued in the 
employment of Credit Suisse, 
which he left in May last year. 
The bank’s remuneration 
report stated the £1.9m was 
‘delivered entirely in shares 
and subject to deferral, 
on terms that are no more 
generous than the terms of the 
awards replaced’.

Tesco faces class action
A US law firm is seeking 
support from Tesco 
shareholders to launch a 
class action lawsuit against 
the retailer on the basis of its 
accounting misstatement last 
year. Woods McGuire – an 
international law firm based 
in Virginia – has formed the 
Tesco Shareholder Claims 
group to recover losses 
for investors as a result of 
the £263m overstatement 
of profits in interim results. 
Other lawsuits are also being 
prepared against Tesco 
regarding the misstatement. 
Stewarts Law, a UK firm, 
intends to lodge a claim on 
behalf of UK shareholders, 
while Scott & Scott is taking 
action for US investors.

Call for audit evolution
Internal audit needs to evolve 
in parallel with corporate 
business models, argues PwC’s 
2015 State of the Internal 
Audit Profession. The report 

suggests that the skills and 
capabilities of internal audit 
must advance to continue to 
contribute value, including 
through greater use of data 
analytics and strategies for 
making best use of them. Risk 
management can be improved 
through more collaboration 
between internal audit and 

other disciplines. The study 
drew on a survey of more than 
1,300 chief audit executives 
and senior managers.

Single view needed
Chief audit executives (CAEs) 
and audit committee members 
are not in tune with each other, 
according to Grant Thornton’s 

annual Governance, Risk & 
Compliance Survey. Grant 
Thornton says that CAEs and 
audit committee members 
are seeing internal audit 
priorities differently, especially 
when prioritising risks. Audit 
committee members rank 
financial risks as the most 
important priority, followed » 

Firms have record low credit risk since financial crisis

Bank write-offs on loans to professional services firms are the lowest since the credit crunch, 
says finance provider LDF. UK banks wrote off £227m of lending to law firms, accountancy 
practices and other professional services firms last year, down from £252m the year before, 
and the lowest levels since 2008.

Write-offs on loans to professional services businesses peaked in 2009, when £320m of 
bank debt was written off. 

By contrast, bank write-offs of loans to other businesses increased to £5.96bn in 2014 from 
£5.35bn in 2013.

Law firms and accountancy practices have had to cope with a number of sector-specific 
challenges in the last few years, on top of the pressures of the recession, such as accountants 
preparing for mandatory auditor rotation.
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by compliance, operational 
and strategic risks. CAEs 
rank compliance risks as the 
most important, followed 
by operational, financial and 
strategic risks. The study found 
that increasingly onerous 
compliance obligations on 
businesses are skewing the 
priorities of internal audit. 

Quindell under fire
Quindell used accounting 
practices that ‘were largely 

acceptable but are at the 
aggressive end of acceptable 
practice’, according to 
a review conducted by 
PwC. The review centred 
on practices related to 
revenue recognition and 
deferred acquisition costs. 
PwC said that some of 
Quindell’s practices were ‘not 
appropriate’, in particular the 
treatment of income relating 
to legal action on behalf of 
clients for noise-induced 

hearing loss. The review 
concluded that there was 
insufficient internal data held 
to support decisions taken 
on revenue recognition and 
cost deferral. The practices 
were used by Quindell’s 
professional services division, 
which is now the subject of a 
conditional sale agreement.

Grant Thornton sued
Manchester Building Society 
is suing Grant Thornton for 

£49m, claiming breach of 
contract, negligence and 
breach of statutory duty 
regarding the firm’s audits of 
the society in the years 2006 
to 2013. The claim relates to 
advice and auditing of the 
society’s hedge accounting 
practices. Grant Thornton 
resigned as the society’s 
auditor three years ago. 
‘If the society is unable to 
reach agreement with Grant 
Thornton the matter will 
progress to court,’ the society 
said in a statement. Grant 
Thornton did not respond to a 
request for comment.

Mazars criticised by FRC
A Financial Reporting Council 
(FRC) review of five Mazars 
audits found three to be of 
a good standard, while one 
required improvement. One 
audit required significant 
improvement, relating to 
the auditing of provisions 
and of IT controls. The FRC 
concluded that Mazars needs 
to improve its capabilities, 
audit methodology and 
guidance relating to the IT 
aspects of auditing; improve 
its approach to the audit 
of loan loss provisions and 
related IT controls in bank 
audits; ensure that it provides 
comprehensive reports to 
audit committees; review its 
approach to former partners 
moving on to work for audit 
clients; and strengthen audit 
quality assessments as part of 
partner and staff appraisals. 
Mazars did not respond to a 
request for comment.

Profits up at Mazars
Mazars’ UK profits rose by 18% 
to £26m in the year ending 
August 2014. Fee income rose 
8.6% to £131m, representing 
five years of year-on-year 
growth. Turnover increase 
was the result of organic 
growth and the acquisition of 
Deloitte’s public sector internal 
audit business. The firm says 
it expects to now pick up 
more internal audit outsource 

Business complexity challenges improved reporting 

CFOs operating globally across multiple markets say that greater business and reporting 
complexity are growing challenges. According to EY’s report Connected reporting: 
responding to complexity and rising stakeholder demands, three-quarters of respondents 
have more than five reporting systems, and a similar number must comply with more than 
five reporting standards. More than two-thirds have increased the number of reports they 
issue over the past three years. 

However, Karsten Füser, global and EMEIA FAAS markets leader at EY, says the increased 
amount of information at CFOs’ disposal means they are better able to understand their 
business and can better align their internal reporting and management processes with what 
they report to external stakeholders. ‘There are more and much better ways to analyse 
information now than there have ever been,’ said Füser.

Number of legal
entities/business units

Number of jurisdictions in 
which you operate

Number of products/
services sold

Number of reporting 
standards

Change in time taken for 
monthly/quarterly/annual 
reporting

Internal resources assigned 
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Number of reports  
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Significant decrease

In the past three years, what change has there been to the following 
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16

16

17

13

13

20

25

45

45

43

38

42

46

47

35

35

37

40

37

28

23

4

4

3

8

7

6

1

1

4 1

10

Accounting and Business 05/2015

News | Roundup



law. Financial penalties for tax 
evasion would rise, with fines 
linked to the gains achieved 
by the evasion.

Business rates review
A comprehensive review 
of business rates has been 
launched. The review is 
backed by the piloting of 
schemes in Manchester and 
Cambridgeshire, in which all 
growth in revenues will be 
retained by the local authority. » 

contracts in local government 
and the NHS. Turnover in the 
firm’s advisory services rose 
by 22%, while audit revenues 
grew 8%. 

Audit rotation accelerates
HSBC has appointed PwC as 
its auditor, replacing KPMG, 
while British American Tobacco 
has hired KPMG in place of 
PwC. Deloitte has picked up 
the Whitbread audit contract, 
held for 60 years by EY and its 
predecessor firms. KPMG is 
taking over the audit of Travis 
Perkins from Deloitte. Grant 
Thornton is the new auditor of 
Rosslyn Analytics, following the 
resignation of PwC to avoid 
a potential conflict of interest 
relating to a possible new 
business relationship with its 
former client.

Boost for Big Four 
The Big Four have a greater 
presence in the consultancy 
market, collectively growing 
their turnover last year by 8.9% 
to £2.34bn. This compares to 
overall market growth of 6.6%, 
generating total revenues in 
the sector of £6.02bn. The 
figures were compiled by 
Source for Consulting and 
published in its report The 
UK consulting marketing in 
2015. Part of the Big Four’s 
income growth was achieved 
through aggressive acquisition 
strategies, with PwC buying 
Booz & Company, EY taking 
over Parthenon and Deloitte 
acquiring the Monitor Group.

HMRC retains IR35 
The ending of IR35 would cost 
£550m a year, mostly through 
the likely increased use of 
personal service companies 
following abolition, according 
to a review undertaken by 
HMRC. The review calculated 
the annual cost of IR35 
administration at just £16m. 
But ACCA challenged the 
statistics, pointing out they 
ignore the cost to businesses 
of IR35 compliance. Jason 
Piper, ACCA’s tax technical 

manager, said: ‘Agencies 
and end users will often face 
an administrative burden of 
replying to the taxpayer’s 
requests, while the contractors 
themselves will often be in 
limbo until that information is 
forthcoming.’ The government 
responded to the report by 
ruling out IR35’s abolition.

Accountants face fines
The Treasury has published its 
proposals to fine accountants 

and bankers substantial sums 
if they assist clients to evade 
tax liabilities. Fines would be 
set at a similar level to those 
imposed on their clients. 
Under the proposals it would 
become a criminal offence for 
corporates to fail to prevent 
tax evasion or to facilitate tax 
evasion. Offshore tax evasion 
would become a ‘strict liability 
criminal offence’, thereby 
removing the defence of 
pleading ignorance of the 

As you will have read on the Welcome page (page 3), AB is being made available in multiple 
digital formats from this month. Members will benefit from our innovative app version of the 
magazine, accessible on PC, tablet and smartphone and offering a more sustainable and 
environmentally friendly format.

The new versions will have all the usual news and technical updates, analysis, interviews, 
careers advice, CPD material and ACCA news. But the digital format will also allow us to 
present content in a variety of new ways, including:

* video interviews with leading ACCA members and other experts

* podcasts on topical and technical issues

* direct links to useful information across the web

* more pictures and better access to useful content related to our articles.
To get the new digital version, visit our new, improved AB magazine hub at  

www.accaglobal.com/ab. We will also let you know how you can opt to give up print 
and go fully digital. 

We hope you enjoy our digital edition, and will be seeking your feedback. If you have any 
questions, please email abeditor@accaglobal.com.

AB goes digital!
How to get your innovative launch edition of the Accounting and Business 
magazine app in May – designed for desktop, table and smartphone
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PwC’s head of rating, Simon 
Tivey, said the potential 
reforms of business rating 
represented ‘a potential sea 
change in the government’s 
approach’, with the Treasury 
now keen for charges to relate 
to ‘property usage’ rather than 
‘occupation’, which didn’t 
reflect the degree of use. 
The review has been strongly 
welcomed by the retail sector.

NAO slams Whitehall
Government needs to have 
a more powerful centre if 
it is to make progress in 
cutting departmental costs 
and achieving efficiencies, 
according to a report from 
the National Audit Office. 
The centre of government 
warns that although the 
civil service now has a 
chief, John Manzoni, he 
has limited control of the 
Whitehall machine. His role 
is undermined by the lack of 
consensus across departments 
of the role of the centre, which 
is led by the Cabinet Office 
and the Treasury. Achieving 
future savings ‘will be a major 
challenge,’ says the NAO.

Treasury fails to learn
The House of Commons 
Public Administration Select 
Committee has warned that 
the civil service fails to learn 
from experience, with the 
Treasury unable to absorb 
lessons from the financial 
crash. The committee’s 
report, Developing Civil 
Service Skills, quoted ACCA 
evidence that civil service 
churn, including at senior 
levels, inhibits organisational 
learning. The report called 
on government to strengthen 
skills development within the 
civil service and improve the 
evaluation of staff skills.

NAO publishes code 
The National Audit Office 
has published a code of 
audit practice to govern the 
auditing of local public bodies, 
following the abolition of the 

Audit Commission in March. 
The code sets out what local 
auditors are required to 
do to meet their statutory 
responsibilities under the 
Local Audit and Accountability 
Act 2014. The code applies for 
audits from 2015–16 onwards.

ACCA calls for interns 
ACCA has called on more 
businesses to provide 
paid internships. A survey 
conducted by YouGov for 
ACCA and Intern Aware found 
that internships are far more 
common in London than in 
other English regions. The 
survey reported that 37% of 
organisations using interns 
sometimes engage them 
through family or friendship 
connections. Helen Brand, 
chief executive of ACCA, said: 
‘Only a tiny minority of young 
people can afford to travel to 
London for an internship. The 
lack of opportunities available 
outside the capital will only 
add to the economic divide 
between the north and south 
of the country.’ ACCA wants 
60% of businesses to provide 
paid internships by 2017.

Male board problem
Boards that have a gender 
balance are less prone 
to scandal than are male 
dominated boards, according 
to analysis conducted by 
MSCI. ‘There is a clear pattern 
between having higher than 
mandated percentages 
of women on boards and 
fewer governance-related 
controversies,’ concluded the 
MSCI Risk Monitor report. The 
performance of 6,500 public 
company boards from across 
the world was examined.
 
Global growth predicted
The global economy is 
set to grow over the near-
term, but at modest pace, 
predicts the Organisation 
for Economic Cooperation 
and Development’s latest 
interim economic assessment. 
Growth is being driven by 

continuing low oil prices, the 
eurozone’s quantitative easing 
programme and the strong 
US dollar. The US is leading 
global economic recovery 
and the OECD expects it to 
grow by 3.1% this year and 3% 
in 2016. The UK is predicted 
to grow by 2.6% and 2.5% in 
2015 and 2016; Japan by 1% 
and 1.4%; the eurozone by 
1.4% and 2%; China by 7% in 
both years; and India by 7.7% 
and 8%. 

Global gender study
A global study of women’s 
representation at senior 
levels of organisations shows 
significant progress, but 
concludes that much more 
needs to be done. Deloitte 
found that diversity initiatives 
are proving effective, with 
65% of women responding 
to the survey reporting their 
organisation had taken steps 
to improve the representation 
of women at senior levels. 
Flexible working, gender 
diversity targets, maternity 
support, paternity leave 
and executive commitment 
were the most widely used 
programmes. Yet less than half 
of respondents were confident 
their employers treated 
gender diversity as a major 
business issue. See also PwC 
findings, page 35.

Avoidance crackdown
The European Union intends 
to force member states to 
share details of tax deals 
negotiated with multinationals, 
in an attempt to prevent 
repetitions of controversial 
arrangements entered into by 
Ireland, Luxembourg and the 
Netherlands, which are now 
being investigated for possible 
breaches of EU state aid 
rules. ‘Tolerance has reached 
rock-bottom for companies 
that avoid their share of taxes,’ 
said EU economics affairs 
commissioner Pierre Moscovici.

Relocation guide issued
Grant Thornton has published 
a comprehensive global 
guide to business relocation, 
including how to maximise 
efficiencies across national 
boundaries. The guide 
considers the impact of 
potential regulatory change, 
risk factors, reputational and 
operational issues and tax 
implications of relocation. 
Francesca Lagerberg, Grant 
Thornton’s global leader for 
tax services, said: ‘While there 
are commercial reasons why a 
group may consider relocating, 
it is important to understand 
the consequences.’ ■

Compiled by Paul Gosling, 
journalist

KPMG joins forces 
with Lane4

KPMG has formed a joint 
venture with Lane4 to 
provide a recruitment 
and staff development 
consultancy. Lane4 was 
founded by Olympic gold 
medallist swimmer Adrian 
Moorhouse in 1995. Tim 
Payne, head of KPMG’s people and change practice, said: 
‘Talent is at or near the top of the agenda for all of our 
clients. Our partnership with Lane4 will bring practical 
approaches to identifying, selecting and developing talent 
at all levels.’ KPMG has also announced a partnership 
arrangement with UK Trade & Investment to support 
British businesses improve their export operations.
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Loft’s conversion
Homebase MD Paul Loft FCCA sees the DIY chain’s future as less about shelves filled 
with screws, tiles and tins, and more about design-based centres with project solutions

underdeveloped need to help customers with projects,’ Loft 
explains. ‘Customers shop for projects, they don’t shop for paint. 
They want to buy paint because they are doing a decorative 
project. These customers also say that they want more advice to 
get the right outcome. They want solutions. They also say that 
getting a business like Homebase to do it for them is a good 
option. They trust us as a brand, and finding other people to do 
it for them is difficult.’

Hence the revamped St Albans store, which is also acting as 
a lab for experimenting with different formats and presentation 
ideas. The strategy appears to be working, as the store has seen 
a 20% uplift in sales and an increase in staffing levels.

It has been an eventful journey for both Homebase and Loft to 
get to this point. Homebase was founded by supermarket giant 
Sainsbury’s in 1979. It tripled in size in 1995 when it acquired rival 
store group Texas Homecare from Ladbroke Group. Sainsbury’s 
then exited the sector in 2000, selling Homebase to private equity 
house Schroder Ventures, which in turn passed the chain on to 
GUS two years later, bringing together the home improvement 
chain with Argos, the catalogue retailer. 

Then, in 2006, GUS completed a demerger, which saw 
Homebase and Argos become Home Retail Group (HRG), listed 
on the London Stock Exchange and a member of the FTSE 
250 index. Along the way, the chain picked up 27 Focus DIY 
properties and last year launched its Homebase Design Centres, 
including the one at St Albans, which offer decorating advice 
services, including touchscreen technology that helps customers 
visualise how their homes could be transformed. » 

Walking around the recently revamped Homebase 
store in St Albans, Hertfordshire, it is clear that 
the managing director of the home improvement 

chain is satisfied with progress. As he prepares for his exit 
from the role (to take on non-executive directorships and 
entrepreuneurial endeavours), Paul Loft FCCA reflects that 
the store is still a work in progress, even after spending £1m 
on improvements.

The aisles that were once stacked high with paint pots 
and power tools are being replaced by a Habitat concession 
and Costa Coffee in-store cafe. Kitchen and bathroom design 
services now take precedence over countless tile samples. There 
is even an outpost of the online cycle store Wiggle, which has 
teamed up with Homebase to provide a click-and-collect service 
– customers can not only arrange delivery of their new bikes, 
they can also have them assembled before collection.

It is all part of a more customer-friendly and less intimidating 
approach that Loft and his team are aiming to create. And 
the emphasis is very much on home improvement rather than 
old-style do-it-yourself. The change couldn’t be more timely, as 
recent research has revealed how UK homeowners have fallen 
out of love with DIY, preferring to call in the experts rather than 
tackle decorating and home furnishing jobs themselves.

This shift has forced the traditional DIY sector to re-evaluate 
its approach. B&Q, for example, has recently announced the 
closure of 60 stores. Homebase, as part of a ‘productivity plan’, 
is also in the process of closing down a number of stores; in its 
most recent full financial year it closed 30 stores and opened 
three. But Homebase is also refitting stores such as the one in 
St Albans to boost trade and shift away from a male-orientated 
environment to one that is more appealing across the board.

Yes, you can still buy all manner of power tools – and Loft is 
quick to point out that the top power tool salesperson in the 
store is a woman – but now you can also walk out with a new 
Habitat sofa and designs for a high-end Odina kitchen.

Building for the future
However, Loft is looking for more and sees the St Albans store as 
a stepping-stone to greater improvements. ‘This store is good, 
but it is not good enough,’ he says. ‘We need to build something 
that is more differentiating because one day this business will 
have to invest in all of its stores, and that will be a substantial 
investment. We need to be sure it will be built for the world we 
are heading into, so we need to take time to refine this model.’

The world that Homebase is heading into will undoubtedly 
be very different from its past. ‘There is definitely an unmet and 

2003 – present
Managing director, Homebase

2000–03
Managing director, GUS Home 
Shopping

1996–98
Managing director, Shoe Express

1993–96
Finance director, Debenhams

1991–93
Finance director, Burton Menswear
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‘There is an 
unmet need to 

help customers 
with projects. 

Customers shop 
for projects, 

they don’t shop 
for paint’
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Basics Tips

said, “You’re a finance guy, but you’re a commercial finance guy, 
and we think that could be a good combination.”’

Loft admits he took a risk in leaving finance for general 
management. It was an even tougher job than he expected, and 
he teamed up with ‘company doctor’ David James, who later 
took on the challenges of the Millennium Dome (now the O2). 
Ultimately, the businesses were sold on, and Loft joined Argos as 
FD. The move was not without its challenges either.

For six months, he worked as FD of Argos on Mondays and 
Fridays, and spent the rest of the week reviewing the home 
shopping businesses with his then boss Terry Duddy, who later 
became HRG chief executive before stepping down last year. They 
had three choices: to sell the businesses, to close them and run off 
the credit side, or to run them with a view to improving them or 
selling them in due course. They went for the third option.

‘I stayed up in Manchester as the MD with that brief, running 
the businesses for two and a half years, and in the end sold the 
home shopping businesses to the Barclay brothers.’

Shortly after this deal, in late 2002, GUS bought Homebase. 
Nearly four years later came the demerger, with Homebase and 
Argos becoming part of the Home Retail Group.

Getting the house in order
Since then, Loft has been rationalising the number of stores 
in the Homebase portfolio, while also trying to improve the 
customer experience. ‘The closure plan is entirely reasonable 
from a business perspective because this business does not 
need this number of stores, but it is full of problems. The first 
problem is not a question of closing stores but getting other 
people to take on the leases. In not one case would we be better 
off financially just by closing a store. However, that process has 
proved easier than we thought, and we are confident of getting 
to the target levels.’

The other issue is people. All the store managers know 
whether they are in a store earmarked for closure. ‘We are open 

However, in October 2014, it announced that it would 
close around a quarter of its stores, while also increasing the 
number of Argos and Habitat (also owned by HRG since 2011) 
concessions in the remaining stores.

Climbing the ladder
Loft has been managing director of Homebase since August 
2003, having previously been managing director of GUS Home 
Shopping. No stranger to the retail business, then, and his CV is 
peppered with some famous high-street names. But he started 
off in the media, when as a microbiology graduate from King’s 
College London he joined the finance department of BBC Radio.

‘I thought finance could be a good angle, and realised I 
needed to get a qualification, so my thoughts turned to ACCA,’ 
he says. ‘I left the BBC as finance was about number 78 on the 
list of things people were interested in! I used to go to budget 
meetings and people would say, “Dear boy, I don’t know why 
you are here.” This was Radio Three; it was the greatest music 
product in the world and people were not interested in dealing 
with me.’

So Loft decided to move into retailing, joining the Burton 
Group, where he gained his ACCA Qualification, which he 
describes as a key business discipline providing a good business 
framework. He spent 10 years with Burton in its various retail 
businesses, such as womenswear chain Principles. He also 
spent time in Burton’s corporate centre, where he had exposure 
to a variety of corporate finance projects, such as the sale of 
department store Harvey Nichols and a rights issue.

His first FD role came in 1991 when he assumed the role at 
Burton Menswear. Two years later he moved to Debenhams, 
the high-street department store chain, as FD. Then the UK 
arm of Sears came looking for a managing director for Shoe 
Express and Shoe City. ‘They were quite upfront, saying that the 
businesses were not great and that it would be a tough gig, but 
they felt I had the right combination of skills for the job. They 

£1.48bn
Sales in 2014/15

2.3%
Like-for-like sales change

296
Number of stores in portfolio

27
Net store closures (30 closed, three opened in 2014/15)

18,000
Number of staff

38,000
Number of products available online or in-store

* ‘Always take a business 
perspective, not just a finance 
perspective. A finance 
professional’s key role is to 
support the business to make 
better decisions – you can’t 
always say no.’

* ‘There is a lot more to finance than controlling costs; 
it is about spending more on the right things.’

* ‘Rise above the detail, don’t get buried in it. Look at 
the bigger picture.’

* ‘Remember you are a business partner, not 
subservient. Don’t be afraid to challenge, but also get 
into the zone of being a trusted partner.’
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The whole package
He sees massive opportunities in the 
way retail is changing but accepts there 
are challenges. There is the huge shift 
to digital shopping, and changes in 
how people shop. ‘Life is about how 
fast you can transform the business,’ 
he says. He paints a picture of radically 
different formats for the stores, and 
how he wants the business to play a 
continuing role in the customer cycle, 
beginning with ideas, research, buying 
the products and completing the 
work. ‘We want that to be a seamless 
experience,’ he says.

Born in Coventry, he now lives in 
Suffolk with his wife and five children. 
In between travelling to head office 

in Milton Keynes and visiting stores around the country, he finds 
time for cricket, tennis, wine tasting and music. He sees himself as 
more of a gardener than a decorator, but points out that it is all 
part of the home improvement environment. That said, with the 
May bank holidays coming up, he is more likely to be keeping an 
eye on his stores’ performance than the growth at home. ■

Phil Smith, journalist

about that, and we have been clear 
to the managers that we will continue 
to invest in them and their stores. We 
can move and relocate people, as 
sometimes we might be closing one 
store in a town but not another. And 
quite a lot of our people will transfer 
to the new retailer [that takes on the 
lease],’ Loft explains.

The digital picture is also changing 
rapidly, with a £15m investment not 
only to ensure that the websites are 
fully functioning, but also that in-store 
services can provide the right level 
of customer service. ‘With digital, we 
can be more personalised, we can 
generate a digital world around our 
customers,’ Loft says, citing the ability 
to show which plants would be right for someone’s garden as an 
example. Such digital connectivity will also help staff provide the 
right level of help and expertise for customers.

Loft is mindful of how the wider economy can impact on his 
business. Any slowdown in the number of house sales will have 
a knock-on effect, as would any increase in mortgage interest 
rates, but Loft is confident that as long as any changes happen in 
an orderly fashion, then the business will be OK.

‘The first problem 
is not a question 
of closing stores 

but getting other 
people to take on 

the leases’
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Looking good
In a world of annual reports so bloated that they undermine understanding, less really 
can be more if you fight the info-flab by presenting corporate data more visually

‘People who 
think it’s about 
regulation have 

missed the point. 
It’s about how you 

should discuss 
your business’

When insurance giant Prudential produced its 
annual report in 2011, the document weighed in 
at a hefty 479 pages. By 2013, the finance team 

had condensed that down to 374 pages. But Prudential’s 
slimming course runs against the grain of annual reports.

When the Financial Reporting Council’s Financial Reporting 
Lab surveyed 41 FTSE 350 companies last year, it discovered that 
only four had managed to reduce the length of their report since 
the previous year. In all, 26 of the reports had become at least 
10% longer and a further 10 were up to 
10% longer.

Prudential’s weight loss was down 
to a concerted campaign to provide 
information in the annual report in 
a more concise and accessible way. 
And not a little of its success in doing 
that came from presenting more 
information in attractive visual formats.

Not just a pretty face
But Prudential is clear that visualisation 
of information is not just about 
making the annual report look 
pretty; fundamentally, it is about 
communicating key messages 
to important stakeholders more 
effectively. For example, the annual 

report now presents the company’s business model in graphic 
form and uses that as a framework to discuss strategy and 
display the performance of different parts of the organisation.

There has never been a better time for CFOs to think long 
and hard about how they communicate with stakeholders 
through the annual report. It is hardly surprising that reports 
are putting on weight year by year, given the mini-avalanche 
of new requirements in recent times. The 2012 changes to the 
UK corporate governance code mean that companies’ annual 

reports and accounts as a whole must 
be fair, balanced and – critically – 
understandable. Then, in 2013, certain 
companies had to produce a ‘strategic 
report’ to provide investors with a 
deeper insight into how the company 
made its money.

New requirements for the 
remuneration report have expanded 
the information that must go in. And, 
in the background, the steady shift 
towards integrated reporting increases 
the range of non-financial information 
companies need to incorporate. Some 
fresh thinking is urgently needed.

It is time to end the fiction that 
annual reports and accounts are little 
more than regulatory filings, says 
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Matthew Lester, CFO at Royal Mail Group and chairman of 
the investor relations and markets committee at the influential 
100 Group of finance directors. ‘People who think it’s about 
regulation have missed the point. It’s about how you should 
discuss your business.’

Lester points out that the investor community – especially 
buy-side investors – are spending a lot more time reading 
reports and accounts than was the case five years ago. But, at the 
same time, most FTSE 100 companies – and plenty in the FTSE 
250 as well – have an investment community that ranges from 
retired widows in Cheltenham with a few shares put by for a rainy 
day, to pension funds manipulating billions in search of the edge 
that justifies their management fees.

Whoever the investor, poorly presented information is at 
best confusing and at worst misleading. Paul Edison is executive 
creative director at Black Sun, a consultancy that in most years 
produces a dozen or so of the FTSE 100’s annual reports. He 
says: ‘There is a recognition that the more information you put 
into a report, the more impenetrable it becomes for ordinary 
folk. So companies are waking up to the fact that they need to 
make reports more readable and accessible.’

He adds that the introduction of the strategic report means 
that companies have a duty to communicate more clearly key 
messages about their business year and plans for the future. ‘So 
companies are in more need of good design and the ability to 
interpret data and complex information succinctly,’ he says.

Sue Harding, director of the FRC’s Financial Reporting 
Lab, says that thoughtful use of visualisation can help show 
relationships between information more clearly than words 
alone can convey. When the lab conducted an accounting policy 
project, investors were clear that tabular information helped 
them to understand policy changes, she says. What really 
helped was when a text table described each accounting policy 
change and a separate table showed the numerical impact of 
each change.The lab’s recent report, Towards clear and concise 
reporting, describes how companies can take on board new 
requirements, such as integrated reporting, while making 
information more understandable.

‘It’s a real challenge in annual reports to get completeness 
and conciseness at the same time,’ says Sarah Grey, markets 
director at the International Integrated Reporting Council. ‘Those 
who do it well focus on materiality of information to the business 
and smart ways of showing connections to avoid repetition.’

Joining the dots
Where visualisation can really score is in joining the dots 
– showing how one factor relates to and influences the 
performance of another. That is especially true for non-financial 
statistics, such as customer satisfaction. ‘Most companies report 
on external factors, strategy, the business model, risks and 
performance indicators, but only some do a reasonable job of 
showing how these areas connect with each other,’ says Grey.   
‘It is often unclear, for example, how external factors impact 
strategy or how key performance indicators link back to 
the strategy.’  »

On message

As one of the world’s largest 
financial services companies, 
Aegon has some complex 
messages to convey to its 
stakeholders – investors, 
employees and customers.

The financial crash and a 
string of scandals shattered 
public confidence in the 
financial services industry 
as a whole. As a result, communicating messages that 
build confidence is a key issue. So the way that Aegon 
approached the issue in the integrated review from 
its 2013 annual report provides some helpful pointers 
for other companies – and not only those in financial 
services. Companies in all sectors are struggling with how 
to introduce integrated reporting into their reports in a 
simple story that conveys the more complex information 
about how they create value.

Aegon’s success in doing this was rewarded with PwC’s 
Building Public Trust Award 2014, a prize that was open 
to 100 companies that participated in the International 
Integrated Reporting Council’s pilot programme.

The essence of Aegon’s approach was to break 
its value creation process down into a simple value 
chain consisting of seven key elements: capital, talent, 
expertise, trust, benefits, profits and society. The 
designers made it easy for readers to follow these 
trends through the report by assigning each a distinctive 
pictogram.

The report then identified five key trends for 
Aegon and its stakeholders: global ageing, economic 
uncertainty, changing regulations, the rise in new 
technologies and responsible corporate behaviour. 

The report showed how these relate to Aegon’s 
management concerns – such as its share price, or risk 
and capital management – by charting them in a matrix 
that plotted the degree of importance to its stakeholders 
up the vertical axis and to Aegon along the horizontal.

Finally, it explored the five key trends in text. This 
was laid out in chart form over a double-page spread, 
with each trend explored in terms of where the company 
identified opportunity and risk, what it was doing about 
them, and where it affected the value chain, with the 
pictograms signposting those important to each trend.

Darryl Button, Aegon’s CFO, says: ‘Integrated 
reporting has helped us to better explain our business 
and communicate how we create value for our customers, 
employees, investors and other stakeholders.’

To view key pages from the Aegon report, go to 
tinyurl.com/iirc-aegon
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But as companies move towards introducing more 
visualisation into their annual reports – and other documents 
– there are dangers lurking for the unwary. One of the most 
important to avoid is to make sure that your visualisation 
doesn’t end up misleading rather than elucidating. ‘With 
visualisation, you encode data with visual clues like the length 
of a bar or colour of a shape,’ explains Nathan Yau, one of 
the world’s leading visualisation experts, whose book Data 

For more information:

Towards clear and concise reporting is available at  
tinyurl.com/frc-report

Data Points: Visualization That Means Something is 
available from tinyurl.com/data-points

Points: Visualization That Means Something is effectively an 
encyclopaedia of visualisation techniques and best practice.

‘Someone who looks at your work has to decode it, so if you 
encode incorrectly, your reader interprets the data incorrectly 
by default,’ Yau says. A common problem is misrepresenting the 
length of bars in charts because the bars don’t start from zero. 
Yau says another problem occurs with bubble charts, where area 
is the visual clue. ‘So you should size the bubbles by area; size 
the bubbles by radius and you’re showing something else.’

As the visualisation trend grows, accountants could find 
themselves working closely with graphic designers and may need 
to develop new skills to ensure they communicate effectively 
the messages hidden in figures to the designers. ‘If you just 
hand a designer a spreadsheet and say you want a graph, 
then, sure, you will get one but it will probably be generic,’ Yau 
says. ‘Instead, be specific and describe aspects in your data 
like outliers, maximum and minimum, or averages. That’s the 
easy stuff. When you get into distributions and more advanced 
statistics, take special care in explaining.’

Edison agrees that it is vital for the creative team behind an 
annual report to understand the content. ‘To design effectively 
something that’s simple and easy to understand, you need 
to be impressed with the detail,’ he says. And he points out 
that people’s pervasive experience with social media means 
that many expect information in an annual report to be served 
up in bite-sized chunks – exactly the kind of challenge that 
visualisation can tackle.

Lester believes that finance professionals’ experience means 
that most of them are already well tuned into the skills they need 
to give annual reports the visual makeover many of them need. 
‘Accountants already have to do visualisation,’ he points out. ‘If 
you are a finance professional inside a business, a standard part 
of what you’re required to do is work out the most appropriate 
way of presenting information.’

He believes that the visualisation debate has to be seen as 
part of the broader move of annual reports online. ‘We must 
be very close to a tipping point where we will have to consider 
whether the annual report in a bound, printed version is actually 
the mindset you should start with,’ he says. ‘My understanding is 
that the vast majority of reports are read online.’

Digital communications have changed the way people 
receive information – and the annual report needs to catch up. 
‘People haven’t got patience any more; everyone wants their 
information quick and easy,’ Edison says. ‘So the good use of 
both visualisation and writing will become more important. 
Simplification is the name of the game these days.’ ■

Peter Bartram, journalist
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Level playing field
European football governing body UEFA has changed the financial landscape with the 
introduction of financial fair play. How are the rules affecting the way clubs operate?

and Russian pair Zenit St Petersburg and Anzhi Makhachkala. 
Galatasaray are currently within a two-year FFP settlement with 
UEFA. They agreed not to increase their employee benefit 
expenses and to undertake initiatives to become compliant with 
the initiative’s break-even rule by the end of the 2015-16 season 
at the latest. A fine of £150,000, which will be withheld from 
Galatasaray’s prize money for competing in Europe starting last 
season, was also issued.

The accounts from the club concerning the 2013-14 season, 
however, saw Galatasaray produce a net loss of £30m. Because 
of this, the club is exposed to receiving new FFP sanctions.

At the other end of the scale, FA Cup holders Arsenal are, 
like Liverpool, big supporters of FFP and are considered to be 
among the best financially run clubs in European football.

Gunning for success
The key to the success of Arsenal has been the increase in 
turnover. Former Arsenal chief commercial officer Tom Fox was 
instrumental in driving the Londoners’ financial success during 
his five years at the club, before leaving to become the new 
Aston Villa chief executive at the end of 2014. During that time, 
Arsenal’s revenues grew from £200m to £300m, the revenue 
figure posted in the club’s latest set of accounts covering the 
12 months to 31 May 2014.

Arsenal’s next set of financial figures will be boosted further 
by a series of lucrative new commercial deals the club secured 
during the latter stages of Fox’s tenure in north London. These 
include a long-term contract with kit manufacturer Puma, believed 

to be the largest kit deal ever done 
in football to date, worth in excess of 
£30m a year.

Fox is now on a mission to transform 
Aston Villa into a European force once 
again. Villa were champions of Europe 
twice in the 1980s but haven’t won a 
trophy since. Villa announced a £3.9m 
loss after tax for the year ending 
31 May 2014 – a significant reduction 
from £51.8m for 2013.

While the club is heading in the right 
direction financially, there is plenty of 
work to be done before it can challenge 
Arsenal in the money stakes. However, 
Fox insists it can strive to be among the 
top six of the Premier League within the 
FFP-sculpted landscape. ‘I think we’ve 

When UEFA, European football’s governing body, 
introduced financial fair play (FFP) in 2012, there 
was a great deal of cynicism as to whether the 

spending habits of leading football clubs could be curbed, 
but the results have been swift and impressive.

Many observers of the game suggested that clubs would 
ignore FFP or even confront the legality of spending restrictions 
and related penalties through the courts. But as the current 
football season comes to a close, that threat has largely failed 
to materialise. Liverpool owner John W Henry, one of FFP’s 
staunchest advocates, says: ‘Financial fair play is proving to be a 
much bigger solution to the problems Liverpool and other clubs 
are trying to compete against.’

FFP rules state that the expenditure of clubs that wish to play 
in UEFA competitions cannot exceed pre-agreed limits. Under 
FFP rules, clubs are not allowed to post a loss of more than 
£35.4m over a three-year period. UEFA permits some ‘good’ 
costs to be excluded from its break-even calculation, such as 
stadium development, youth and community development, and 
goodwill amortisation. However, the clause that has probably 
most helped many clubs, including Liverpool, is the possibility 
to exclude the wages for players signed before June 2010 (when 
the FFP rules were introduced).

Penalty shootout
The penalties for failing to operate within the constraints of 
FFP include heavy fines or even expulsion from UEFA’s lucrative 
European Champions League and the Europa League.

A number of leading clubs have 
already fallen foul of the rules. Reigning 
Premier League champions Manchester 
City were recently fined £48.9m – with 
£32.5m of that fine suspended – for 
exceeding permitted losses. City also 
had their playing squad size reduced 
from 25 players to 21 players for their 
Champions League games this year.

In addition, while other clubs are 
allowed to make losses of £24.4m 
over two years under FFP rules, City’s 
restrictions are more specific, meaning 
they can lose only £8m this season 
and £16m for the accounting period 
covering last season.

Other notable offenders to date 
include Turkish giants Galatasaray 

‘Commercial 
and broadcast 

revenues are now 
more important 

than ever to 
clubs to enable 

them to compete 
financially’
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got a really good chance, not tomorrow, not in one year, but over 
time, to get the club back to where it deserves to be,’ he says. 
‘I’ve spent enough time in the business of sport and the world 
of football to know that it is a game that is driven by the money 
spent on your squad. I don’t think there is any question that we 
should be a club placed from six to nine, certainly in the top 10, 
and competing for the domestic cup competitions.’

Fox hopes to boost revenues using unique relationship-based 
deals with sponsors. He reveals: ‘What we found at Arsenal 
was that brands were more interested in what we represented 
as a football club and how we could help them achieve their 
marketing objectives on a global basis. 

‘Brands are successful because of their ability to tell stories, 
they are not selling something at the lowest possible price,’ adds 
Fox. ‘Whether it is Apple or Nike, the ability to tell that story » 

◄ Highs…
Arsenal’s Olivier Giroud 
celebrates after scoring 
against West Ham during 
an English Premier League 
match at the Emirates 
Stadium in London

▼ …and lows
Aston Villa’s Christian 
Benteke reacts after missing 
a chance on goal during their 
FA Cup fifth round match 
against Leicester City at Villa 
Park in Birmingham

January transfer spends in the  
Premier League
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a ‘profit on player trading’ of £20m, if he is sold for that amount.
Monaco are facing the risk of FFP sanctions next season, so it 

is easy to see why this £20m ‘profit’ might be more useful to the 
club than a £10m ‘profit’ if they had sold the player last summer.

Another sign that FFP is impacting on football clubs is the fall 
in transfer activity. The January 2015 transfer window felt quiet 
this year across Europe. Between them, the champions in Italy, 
France, Germany and Spain only made three signings, all of 
them on loan, and there were just 35 Premier League signings, 
compared to 46 in 2014.

‘More than any other transfer window to date, the impact 
of FFP seems to be taking hold, especially for the big clubs,’ 
says football finance expert Robert Wilson of Sheffield Hallam 
University. ‘No longer are we seeing clubs “splash the cash”; 
instead they look to sell before they buy’, he adds. ‘It’s good to 
see business decisions made that place the long-term stability of 
clubs first. Ultimately, it will make for a more competitive league, 
albeit one that is more disparate – the rich clubs are able to get 
further away from those with less resource.’ ■ 

Alex Miller, journalist

and connect with consumers is what ultimately drives your value.’
Dan Jones, partner in the Sports Business Group at Deloitte, 

adds: ‘Commercial and broadcast revenues are now more 
important than ever to clubs to enable them to compete 
financially and put the best talent on the pitch. This has led to 
further dominance from the “big five” European leagues this 
year, with just Galatasaray making it into the Top 20 Deloitte 
football financial league this year from outside of those leagues.’

Loan and buy
Leading clubs across Europe have also rapidly changed the way 
they sign top players since the introduction of FFP constraints. 
During the summer 2014 transfer window, a number of deals 
were completed where a player was loaned to another club for 
12 months, with the option to buy at the end of the loan.

There are a number of reasons why clubs would enter into 
‘loan and buy’ deals. These include managing the timing of 
profit/loss for the selling club. When a club sells a player, it will 
account for any profit or loss in the accounts for the year in which 
the sale transaction takes place. It doesn’t matter when the funds 
for the player are actually received – the profit and loss account 

FFP impact on the Premier League

The 2013-14 season is set to go down as a major 
milestone in the business annals of the Premier 
League, with the 20 clubs on course to record an 
aggregate pre-tax profit – perhaps £200m – for 
the first time in over a decade. Once confirmed, 
this will be a spectacular turnaround from the 
£316m aggregate loss run up in 2012-13.

Deloitte figures show that clubs have run up 
aggregate pre-tax losses every year since at least 
2003-04. The biggest such annual loss was £406m 
in 2009-10 and the aggregate over the decade to 
2012-13 was well over £2.5bn.

Two factors are chiefly responsible for the near 
miraculous turnaround – FFP and substantially 
higher broadcast income for everyone as a result 
of the new set of Premier League TV deals.

With results from 12 of the 20 teams published, 
the combined profits are close to £90m, with only 
three clubs – Aston Villa, relegated Cardiff City 
and Manchester City – in the red.

Of eight clubs still to report, only Sunderland 
and Fulham are expected to post losses.

will record the profit or loss 
during one account period only.

Under UEFA rules, the ‘break 
even deficit’ is measured for FFP 

compliance on a rolling basis over 
three seasons, and having one 

season with a large deficit or profit 
may be undesirable.

Any loss-making season needs to 
be included in three seasons of FFP 
calculations. It is generally going to 
be beneficial to spread any hit over 
a couple of seasons.

A club might also have known 
revenue changes in a future season 
and wish to control the year in 
which the profit or loss from a 
player sale lands in the accounts. 
When Monaco originally signed 
Columbian striker Falcao in 2013 on 
a five-year deal for £50m, they may 
have planned to account for the 
purchase as an amortised expense 
in their P&L (and FFP calculation) of 
£10m for each of the five years of 
the player’s contract.

As at August 2014, Falcao would 
have been on Monaco’s books 
with a value of around £40m. But 
they then loaned the player to 
Manchester United, with the option 
to purchase Falcao this summer for 
£50m. This summer his book value 
will be £30m and Monaco will report 

► Winners and losers
Sergio Aguero of Manchester City looks dejected – 
City were recently fined £48.9m – with £32.5m of the 
fine suspended – for exceeding permitted losses
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Prompting better practice
Cultural differences have been blamed for divergence in accounting standards, but are 
we losing sight of the main point: to improve business practice, asks Jane Fuller

It is easy to feel frustrated about the 
slow pace of progress in reforming 
accounting standards. Take two 
flagship ‘convergence’ projects – 
revenue recognition and leasing – 
that are supposed to bring together 
International Financial Reporting 
Standards (IFRS) and US GAAP. The 
first is a single standard, but lengthy 
deliberations over how to implement 
it suggest some of the application 
guidance will differ. The second, 
which is nearing its final version, starts 
off with a divergent approach to 
presentation of leasing charges in the 
income statement.

The context has been unhelpful: 2015 
was once touted as the year the US would 
adopt IFRS; instead, its regulators have 
continued to back off. SEC commissioner 
Kara Stein said in March: ‘We will never be 
harmonised and may never be perfectly 
converged.’ The Financial Accounting 
Standards Board (FASB), which sets US 
standards, has proposed a delay to 2018 
in the date for compulsory application of 
the new revenue recognition rules.

Nevertheless, collaborative work 
goes on. For revenue recognition, the 
International Accounting Standards Board 
and the FASB have been running a joint 
transition resource group (TRG) – on 
which I am serving as a user of accounts. 

It is easy to get lost in the voluminous 
output of the TRG. Perhaps the best thing 
to do is recall the point of it all, as well as 
learning about what Stein calls the ‘legal 
and cultural factors’ that lead accounting 
standards to vary between jurisdictions. 
Those factors include US nervousness 
about principles-based regulation and 
preference for more precision.

In keeping sight of the main point, 
you have to distinguish between genuine 
sources of confusion and special pleading 
by companies whose balance sheets 
will look less good under the new rules. 
The debate on revenue recognition over 
‘principal versus agent’ is an example, and 
the clue lies in its other name: ‘gross versus 
net revenue reporting’. In some ways, this 
looks like a squabble over who gets to 

report the biggest sales number by being 
identified as a principal. In others, it is a 
reflection of the complexity of the modern 
world, where what is being provided 
may be an intangible right and part of a 
package, and the original provider may not 
know what the end-customer is paying.

In leasing, a key tussle has been over 
the difference between a lease and a 
service. Some claim this will be the new 
‘bright line’ that will lead to artificial 
structuring of deals to keep long-term 
obligations to pay off the balance sheet. 

These debates provide potent 
reminders of the point of it all: to tackle 
abuse, whether it be inflated revenues or 
hidden liabilities. But there is a related, 
more constructive purpose: to improve 
business practice. A FASB staff memo of 
11 March has a revealing phrase: ‘One of 

the primary reasons that entities struggle 
with their principal-agent evaluation under 
existing GAAP is they do not properly 
identify the deliverable to the customer’.

This often stems from the bundling 
of goods and services – an issue in both 
revenue recognition and leasing. While it 
may be convenient to purchase a service 
from the lessor, isn’t that a lazy way to run 
a business? You may need to secure use 
of a car or building for several years, but 
shouldn’t you be aware of competitive 
pricing for routine services? And why lock 
yourself into paying for them long-term?

When we emerge from the weeds of 
legalistic debate over wording, the new 
standards should be used as prompts for 
better ways to do business – not as a new 
challenge in how to pull the wool over 
investors’ eyes. ■

Jane Fuller is a fellow of CFA 
UK and serves on the Audit 

and Assurance Council of the 
Financial Reporting Council
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Learning lessons
Following the demise of City Link, MPs are calling for insolvency culture and practices  
to change, with a significant list of demands, says Peter Williams

Putting courier business City Link into 
administration on Christmas Eve is the 
sort of timing that gives business a bad 
name. Not exactly the dream Christmas 
present for the 2,700 employees and 
1,000 contractors. The collapse, the 
job losses, the timing and the lack 
of information provoked fury among 
unions and politicians. A report by MPs 
entitled Impact of the closure of City 
Link on employment and published just 
before the dissolution of parliament 
harnesses that anger, suggesting 
changes to the UK insolvency regime.

MPs said that present insolvency 
rules give too much to investors and too 
little to employees, the self-employed 
and small suppliers. MPs stated: ‘From 
22 December the company [City Link] 
took a deliberate decision not to inform 

employees and contractors as to the true 
intentions and position of the company, 
and this was done for the financial 
benefit of City Link and [venture capital 
firm] Better Capital. This amounts to a 
deliberate deception by omission.’

Company collapses are a characteristic 
of a capitalist system, but City Link’s end 
was controversial. The company was 
officially placed into administration at 
7pm on 24 December. But Jon Moulton, 
managing partner of Better Capital, 
accused the RMT union of jumping the 
gun, putting out information earlier that 
day to say City Link was in administration. 
The union said it contacted members 
and the media because it was getting 
nowhere with the company in finding out 
what was happening. Whatever the case, 
administrators EY’s plan for a Boxing Day 

start were blown. Instead workers knew 
for sure on Christmas day. 

However, weeks before then, when 
there were questions over future trading, 
small business and self-employed drivers 
were encouraged to take on extra cost, 
despite the strong possibility they would 
not receive payment for their work. There 
is, say the MPs, no doubt that contractors 
were deliberately deceived as to the 
true state of the business. As unsecured 
creditors, they will receive little or nothing. 
The MPs took the union’s side and 
accepted these couriers were bogus self-
employed: drivers tied to the company, 
wearing the uniform, with the livery on the 
vans they owned – direct employment in 
everything but name, said the MPs.

Under the law, when redundancies 
are likely, there is meant to be a period 
of consultation. For over 100 staff, that 
time is 45 days. In this case there was 
no consultation. Moulton – as well as 
condemning the parliamentary report 
and accusing MPs of not giving him the 
opportunity to respond to criticisms – said 
that consultation is not appropriate in an 
administration: ‘These are circumstances 
where no consultation is reasonably 
possible.’ The union thought it should 
have started in November when, as RMT 
told MPs, EY was preparing contingency 
plans. City Link’s former CEO David Smith 
suggested that due to the losses City 
Link was making: ‘It would have been less 
costly to pay a fine for non-consultation 
than to keep the business going during 
the potential consultation period.’

MPs want better information from 
the insolvency professional when an 
administration is under consideration; 
they want redundancy consultation 
rules clarified so directors know they are 
responsible to employees; they want 
bogus self-employment to end; and they 
want all workers to go to the top of the 
pile in terms of creditor preference.

Many small businesses are in trouble 
following City Link’s collapse. MPs want 
the next City Link and its backers to take 
the moral and legal responsibility for the 
hardship they cause. ■

Peter Williams is an 
accountant and journalist
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Embracing the digital
Digital natives – and anyone looking to get more from their monthly magazine – rejoice! 
ACCA president Anthony Harbinson explains the benefits of AB’s new digital editions

You may have noticed that ACCA 
recently changed its logo to include 
the strapline ‘Think Ahead’. As a 
professional body we have always 
sought to be ahead of the curve, 
having always recognised that one 
of the few certainties in life is that 
everything will change. 

The internet has been a game-changer 
for individuals as much as for businesses, 
and mobile web platforms are merely the 
latest development of the technology. 
We know that many of our members 
are not only perfectly comfortable with 
reading content on their laptops, iPads 
and smartphones, but often prefer to read 
information that way. That’s why we are 
offering members our content in the ways 
they want to consume it.

This month ACCA has launched a set of 
apps for AB magazine. They will allow you 
to read your magazine on a wide range of 
devices – tablets, smartphones, laptops 
and desktops (see pages 3 and 11). 

New ACCA members around the 
world, and all members in Malaysia, are 
our trailblazers – they will be leaving print 
behind and switching completely to the 
new digital formats. These formats will 
mean they can also access videos and 
podcasts as part of their monthly read 
– which will come with all the content in 
the print edition. The AB team has also 
redesigned the magazine website to make 
it easier to navigate around the content, 
including the web version of the app.

If you want to join them, then please 
visit www.accaglobal.com/ab where 
you can find out how to access the new 
apps. Digital natives who are happy to 
dispense with the print edition can choose 
to receive their copy of AB in digital format 
only if they wish. Any money we save on 
print and postage will be used in other 
ways to champion you and support you 
throughout your careers.

For those members who have always 
looked forward to the satisfying thud of 
the latest hard-copy edition of AB landing 
on their desk or doormat – and I am one 
of them – I hope that, like me, you’ll enjoy 

a digital AB arriving in your inbox as well 
as a print issue in your letterbox.  

ACCA will be seeking your feedback 
and views on this initiative, as well as those 
of employers, to help steer our future 
approach and ensure we continue to offer 
world-class information. I urge you to 
make your views known. There is no better 
way to mark the 110th anniversary of the 
ACCA’s magazine – see the back page! ■

These digital 
formats will mean 

readers can also 
access videos and 

podcasts as part of 
their monthly read

For more information:

Find the AB apps at  
www.accaglobal.com/ab

27

05/2015 Accounting and Business

Anthony Harbinson | Comment

www.accaglobal.com/ab


Reporting grows up
The new world in which non-financial reporting is put ahead of the financials has brought 
an exhilarating change in mood and atmosphere, finds Robert Bruce

It is spring. We are liberated. The 
generation of compliance-driven 
reporting is over. One of those much-
fabled virtuous circles has been formed. 
Suddenly, like a swimmer bursting 
through the surface of the water for 
air, the obvious has become possible. 
Companies have always said they 
want to communicate more. Auditors 
likewise. And the regulators have 
joined in the clamour. The world is not 
going to change overnight. But the 
possibility is there.

Two things have held back the 
obvious truth that open and transparent 
communication would be beneficial to 
all – an obsession with compliance and 
a culturally embedded reluctance to 
express any view on what might happen in 
the future. Both obstacles are falling.

The problem with compliance being 
at the forefront of corporate thought has 
begun to dissipate as other priorities have 
been allowed to grow. Inevitably, in the 
days when only the financials were seen 
as the priority for investors and users, 
the strict compliance framework in which 
these were slotted was the main tool of 
communication. It was a rigid system 
under the secure grip of accountants 
on all sides of the process. And that 
influenced the way it all worked. Over the 
years, the importance was not whether 
anyone expanded their understanding 
of the reality of a company. It was the 
importance of the integrity of the figures 
in the unyielding grid of the accounts. 
Enforcement and theory built up into 
impenetrable layers. Only people within 
the arcane world so created were able to 

really see what was going on. And they 
were often so bogged down in the process 
that they had little time to communicate 
the simple truths at the heart of process. 
And, in any case, they tended to only 
speak the language of that process.

Something had to give. There have 
been many attempts to break the 
stranglehold. But it is only relatively 
recently that the changes have started 
to accelerate. The logjam started to 
break up over 20 years ago when the 
Cadbury Code on corporate governance 
introduced the idea that the rigidity could 
be eased by allowing a ‘comply or explain’ 
principle to take precedence. Again, it 
was a slow initial change, but it opened up 
the way for rapid change once the cultural 
implications gained a critical mass.

New way of thinking
Now we live in a world where companies 
look to narrative reporting, strategic 
reporting, integrated reporting and 
non-financial reporting ahead of the 
financials. It has been a liberating change. 
Deloitte recently published A directors’ 
guide to integrated reporting, in which 
it made the point that: ‘Embedding 
integrated thinking into an organisation’s 
activities requires better connection of 
external reporting and the information 
used for management reporting, analysis 
and decision-making. For example, 
the concept of connectivity within an 
integrated report is a reflection of the 
integrated thinking within an organisation, 
with all the parts of the organisation 
acting and moving together. This goes 
further than simply cross-referencing 
different sections of an external report.’ 
That sort of sentiment would have been 
unthinkable a decade or so ago.

Admittedly this has been a UK 
revolution, although integrated reporting 
has become a global phenomenon. But 
even globally, where the freedom has 
yet to become culturally embedded, 
the movement is underway. In a recent 
report from EY called Connected 
reporting – responding to complexity and 
rising stakeholder demands, the same 

Robert Bruce is an 
accountancy commentator 

and journalist
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impenetrable became unsupportable. 
And the final push towards victory 

came from regulators. In the UK, the 
government-sanctioned movement 
towards companies producing a strategic 
report that would ensure that companies 
produced a much wider range of 
information in a narrative format helped. 
The Financial Reporting Council shifting 
much of the onus away from the regulator 
and towards the people running the 
companies – in particular, the famous 
exhortation for directors to have to sign 
up to having produced fair, balanced and 
understandable accounts – signalled a 
real change of mood. The impetus for 
change was handed to those who should 
be carrying it out.

The second shibboleth was that of 
reporting on the future. In the UK, the 
concept of whether or not the company 
was a ‘going concern’ and auditors 
certifying this to be so, or not, was always 
problematic. And the financial crisis broke 
it open. Now the FRC is suggesting that 
companies produce a wider-ranging set 
of information – a viability statement. 
And they are, quite deliberately, letting 
companies get on with it. That breaks the 
constraints of financial reporting and the 
reluctance to be seen to be providing 
forecasts that might come back via the 
lawyers and bite you. 

It is about being grown-up after 
all these years. After all, as one senior 
corporate figure put it to me, a board of 
directors planning its strategy doesn’t sit 
down and ask whether it is going to be 
here in a year’s time; it lays out its plan for 
growth and takes into account the risks 
over a series of years ahead.

What has been so encouraging over 
the last few years is the enthusiasm for 
leaving the financial reporting element 
behind as a solid foundation on which to 
build the springboard of what companies, 
investors, users and regulators find useful. 

Even accountants find it exhilarating. 
And it has come from a cultural change, 
not a compliance-based one. ■

For more information:

Read Deloitte’s A directors’ guide 
to integrated reporting at:  

tinyurl.com/o38j6zx

Read EY’s Connected reporting 
– responding to complexity and 

rising stakeholder demands
tinyurl.com/l2rj9ma

EY identifies the global complexity 

The global frustration becomes obvious in the EY report on connected reporting: 
‘78% agree that they could introduce greater efficiencies to the reporting 
process,’ it says. ‘Just 27% say that they are highly effective at efficiency of 
production in corporate reporting, and only 25% are very effective at speed of 
closing. In addition, 74% of respondents agree that they need to improve the 
quality of information that they provide to external stakeholders. 

‘A key element of this involves moving beyond regulatory compliance. Purely 
complying with regulators’ requirements does not tend to result in reports that 
are accessible and useful to other external stakeholders’. And one of the report’s 
conclusions is that: ‘One of the big challenges is keeping financial reports 
relevant to the users.’

‘If you’re reporting lots of insignificant facts, you risk people walking away, 
confused as to what’s really going on with the business,’ says one senior finance 
executive from a major multinational. ‘External stakeholders don’t want as much 
accounting language being used, and prefer to have things stated in more easily 
understood terms.’

dynamics can be detected. ‘Companies 
see substantial scope for reporting to 
improve,’ the firm’s survey reported. ‘They 
think that their reporting frameworks 
could be made less complex and time-
consuming, and could provide better 
information. This would also have internal 
benefits, in terms of greater accuracy, 

consistency and transparency that, in turn, 
would lead to better decision-making.’

It is this connection – which in the 
integrated reporting model became 
integrated thinking – that is leading the 
way. Providing investors and other users 
with a beautifully polished box radiating 
integrity when the whole thing was in fact 
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Snapshot: oil and gas

Last year’s oil price slump and 
continued volatility has changed 
the rules in the industry. In the short 
term, companies will maximise 
production to maximise cash flow, 
while cutting capital expenditure 
to preserve cash flow. More cuts 
and write-downs can be expected. 
Companies will be looking at 
the two-year forward prices as 
appropriate to their planning horizon.

There are opportunities for 
companies with the financial 
resources to acquire assets or lock 
in far lower project costs. Smaller 
companies and marginal shale 
producers with weaker balance 
sheets and limited access to 
funding may struggle, particularly 
if there are further price falls. 
We have already seen significant 
cutbacks to capital expenditure for 
2015 but have yet to see scale-backs 
to production, which would affect 
the oil field services industry.

The continued slide in the oil 
price means that cutting back 
exploration costs and discretionary 
capital expenditure may no longer 
be enough to cover overheads and 
committed capital expenditure.

Companies are starting to 
seek quick cost savings solutions, 
and we could now see dividend 
payments coming under closer 
scrutiny. Funding dividends 
through borrowings might be an 
option. However, if the lower oil 
price continues, this may not be a 
sustainable solution.

Anthony Lobo, head, oil and gas, KPMG

The view from
Nick Palamaras ACCA, senior manager, capital management 
and liquidity risk expert, Cognizant Technology Solutions

I work with clients across the 
investment and corporate banking 
sector. We assess and design client 
processes, policies and controls around 
regulatory rules by analysing current and 
proposed regulatory change. We also 
provide advice on the interpretation of 
the rules to senior management.

Our banking and financial services 
consulting team worldwide consists of 
more than 1,000 consultants, and I am 
part of the risk and compliance team in 
Europe. I am currently helping a global 
investment bank to meet its minimum 
regulatory capital ratios, required by 
Basel III and the Comprehensive Capital 
Analysis and Review. 

As regulatory requirements increase, 
it is imperative that investment banks 
embed an effective risk management 
model in their risk strategy in order 
to respond to new regulations and 
challenges. Cognizant helps clients 
to respond more quickly and at a 
competitive cost in today’s complex 
investment banking environment.

The most significant impact has been 
the introduction of new liquidity risk 
regulatory reporting standards under 
Basel III. In particular, the liquidity 

coverage ratio and net stable funding 
ratio focus on strengthening global 
liquidity standards and improving the 
banking sector’s ability to absorb shocks 
arising from financial and economic stress.
 
The ACCA Qualification has proved 
invaluable. Its broad nature gives you 
the bigger picture. The knowledge I 
have gained helps me put things into 
context and provides added value for 
clients. I started studying while working 
for Citibank. After passing one paper, I 
took a break and was fortunate when I 
moved to PwC; the firm sponsored the 
remainder of my studies.

The move from Athens to London 
initially proved challenging, but I now 
prefer working in London. Greece 
has faced particular challenges with its 
economy. Working in my home country 
gave me a range of skills that proved 
beneficial when I moved to the UK. Here, 
I work with some of the largest investment 
banks in the world and together we are 
striving to improve the outlook for banks.

With a constantly changing regulatory 
landscape CPD is important. I am 
currently studying for my financial 
risk management qualification, which 
takes one year. My other focus is on 
understanding the new IFRS standards, 
and I attend ACCA’s CPD events to learn 
about these. ■

It is imperative 
that investment 

banks embed 
an effective risk 

management 
model in their  

risk strategy
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Ability to adapt
Should the EU have a single model for corporate governance or a more diverse and 
adaptive approach, asked the Centre for European Policy Studies at a recent conference 

With the European Union (EU) starting 
work in earnest to create a European 
Capital Markets Union (CMU), the 
question of whether the EU needs a 
single corporate governance model, 
a diverse system of different national 
corporate governance systems or 
something in between these two 
extremes, is more relevant than ever.

It was the focus of a high-level debate 
organised by the Centre for European 
Policy Studies (CEPS), a Brussels-based 
think tank, on corporate governance in 
Europe in February.

Attempts have been made at full 
harmonisation in the EU in the 1990s but 
failed, explained the moderator Diego 
Valiante, head of capital markets research 
at CEPS. ‘The European plan is to take 
into account diversity, but find room for 

the harmonisation of rules,’ he added.
Also, as Ronald Gilson, professor of 

law and business at the US’s Stanford Law 
School, put it at the meeting, after some 
two years of debate in the 1990s, neither 
the full EU harmonisation approach nor 
the US/UK convergence approach have 
prevailed – the EU takeover directive 
(2004/25/EC) being a good example of 
the hybrid approach that has resulted.

Three options
Professor Gilson referred to three 
models of corporate governance that 
may be a model for the EU going 
forward. The first is governance with an 
active controlling owner; the second is 
governance without an active controlling 
owner (replacing the active owner 
with professional managers and using 

independent boards and committees); 
and the third is the Nordic model. 

In the Nordic model, active owner self-
dealing is constrained through minority 
shareholder protection. In his view, this 
model requires effective courts or the soft 
law equivalent. The model also constrains 
professional managers through effective 
capital markets.

‘There is no single best approach,’ said 
Gilson. ‘Diversity starts at the company 
level,’ he added, pointing out that the 
governance structure for a company may 
depend on what kind of industry it is in. 
He therefore argued that the best system 
would be differentiated by company and 
by industry.

He also noted that Denmark had a 
unique system whereby many large public 
companies are controlled by industrial » 
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foundations, in effect ‘no owners at all’, 
but that the ‘performance of companies is 
seen as being as good as companies that 
have another model’.

In another example, he said the US 
(mostly a widely distributed shareholder 
system) and Sweden (mostly an active 
ownership system) were seen as 
opposites, but that in fact both the US 
and Sweden have company structures 
supporting both systems. He stressed that 
a very important evolution in the capital 
market affecting both countries is the 
intermediation of equity. US institutional 
investors, such as mutual funds and 
pension funds, hold around 70% of 
Fortune 500 equity, he said, with the US 
and Sweden having roughly the same 
level of institutional ownership.

Putting himself in the shoes of a 
company from a newer EU member 
state such as Hungary, he asked 
what a company should do while it is 
waiting for the country to build up an 
effective corporate legal system. His 
recommendation was that a stand-in 
European corporate court be established, 
to which companies could choose to 
subject themselves.

Jacob Wallenberg, chairman of 
Investor AB, argued at the event 
that Europe has developed different 
governance systems and that ‘this has 
worked well’. ‘To merge them would 
create significant challenges,’ he warned. 
That said – given a choice, ‘auditors 
should be elected by shareholders and 
not by the board’, he recommended.

Nordic export?
Stressing the Nordic model’s minority 
shareholder protection, he asked: ‘Should 
the Nordic model be exported to other 
countries? No, not necessarily.’ He said 
he is on the board of Coca-Cola and that 
it would not work there. ‘There is no one 
size fits all,’ he said. ‘Diversity in corporate 
governance is sustainable and also very 
important for European business to 
continue to grow and thrive.’

A similar line was voiced by Alessio 
Pacces, professor of law and finance at 
the Erasmus School of Law, Erasmus 
University in Rotterdam, that there is ‘no 
best corporate governance model’ and 
the reason is that ‘different models suit 
different businesses and companies need 
different models at different times’.

Jeroen Hooijer, company law unit 
head at the directorate general (DG) for 
justice and consumers at the European 

Commission, said that ‘no one in the 
commission wants to harmonise corporate 
governance completely’; indeed, the EU 
executive is ‘always in favour of flexibility 
and doing justice to national systems’. 
He went on to say that it is good to have 
competition between different systems 
that can learn from each other, but said 
that ‘we don’t need a common system 
and that different systems can co-exist’.

He highlighted the importance for 
companies to secure legal redress and 
also that corporate governance has 
become far more important in the last 
five years as there are more expectations 
on companies to answer societal issues. 
These include having diversity (gender 
balance) on the board, the need for more 
financial information, taxation issues, 
company reporting, country-by-country 
reporting for financial information, and 

the level of family influence acceptable in 
family owned companies. He also expects 
corporate governance to be discussed 
in debates on establishing a European 
capital markets union. ‘We need to 
tackle the exercise of shareholder rights 
in a crossborder context. This is still not 
working very well,’ he said.

During the debate, Joanna Cound, 
EMEA managing director of government 
affairs and public policy at the investment 
company BlackRock, said ‘there is 
no such thing as a correct corporate 
governance model’ and that each 
country should develop its own laws and 
traditions. However, she suggested that 
each country should adhere to two key 
principles: transparency and protection 
of minority shareholder rights. In terms of 
transparency, she said that good formal 
corporate reporting allows for more 
effective engagement and gave examples 

of areas that could be covered, including 
who is on the board, the company 
policy on diversity and an explanation 
of the structure of remuneration in the 
company.

Hooijer said ‘yes to transparency’ 
but asked ‘how far should we go with it’ 
and warned of a possible danger of ‘an 
overload of data’.

Double voting
With regard to the protection of minority 
rights, Cound expressed concern at 
double voting rights in France. Double 
voting rights are often related to family 
owned businesses, where a family may 
only own about 25% of the shares, but 
control more than 50% of the voting 
rights. From an investor point of view, this 
can be problematic. 

She also noted that such practices are 
common in Nordic countries. However, 
she also warned against importing a 
corporate governance model from 
another country as ‘there could be a lot 
of unintended consequences because 
company law is different’.

Gilson had some telling final 
observations. He said that, in the US, 
effective entrepreneur-based companies 
promote enforcement of rules by being 
prepared to litigate disputes, even 
if – ultimately – they stay out of court: 
‘Judicial enforcement plays its most 
important role by being there rather than 
doing the enforcement.’

He also cautioned policymakers 
against assuming they can gather 
sufficient data to guide corporate 
governance decision-making: ‘Things 
are happening more quickly now,’ 
he said. While companies should 
push governments to make these 
policy decisions, they ‘should be 
tolerant that they are working with 
imperfect information’.

Hooijer reacted by saying that 
commission policymaking ‘shouldn’t 
react to the moment of the day. Good 
regulation stays for the long term,’ he 
argued, referring to all the consultations 
and analysis done by the commission 
before it tables proposals. ‘You don’t 
want to change it every two years. That 
would be a nightmare,’ he said. ■

Julian Hale, journalist based in Brussels

‘We need to tackle 
the exercise of 

shareholder rights 
in a crossborder 
context. This is 

still not working 
very well’

For more information:

www.ceps.eu
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Women at work
Female ‘millennials’ are more confident about their 
careers and more ambitious than all other women

For more information:

PwC’s survey The female millennial: 
a new era of talent is available at  

tinyurl.com/qjff9mc, and its 
International Women’s Day: PwC Women 

in Work Index is at tinyurl.com/qzj9dlc
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US

UK

Ireland

Korea

Confident, ambitious and increasingly empowered

Two PwC surveys marked International Women’s Day on 8 March. The 
female millennial finds women born between 1980 and 1995 are the most 
confident female generation. And the Women in Work Index (shown here) 
– which ranks the level of female economic empowerment in 27 OECD 
countries – sees the rest closing the gap on the Nordic league-toppers.

Mind the gap

The average gender wage gap across OECD countries remains unchanged from 2012. However, the average 
figure masks a growing gap in Ireland and Australia, while the UK achieved only a small narrowing of the gap. 

Unequal opportunities

Employers are too male-biased when 
promoting internally, say an average 43% of 
female millennials, although in Asia Pacific 
attitudes were much more optimistic.
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Final demand
Late payment is a major problem, resulting in increased costs, reduced capital spending 
and suppliers going out of business. Policymakers globally need to resolve this issue

Addressing late payment is a complex challenge, not least 
because it encompasses trade credit – when payment is not 
made at the time when goods or services are delivered, but at 
a later date, usually agreed by the two parties. In general, SMEs 
around the world receive more short-term credit from suppliers 
than from banks. Credit sales in most regions typically account 
for 40%-50% of the total, and the total stock of trade credit 
outstanding on UK companies’ 2012 balance sheets has been 
estimated at just over £402bn (26% of GDP).

‘If you look at flows as opposed to stocks, trade credit is a 
bigger source of finance for SMEs than banks,’ says Emmanuel 
Schizas, formerly senior economic analyst at ACCA, and author 
of the Ending late payment series. ‘It reaches parts of the 
economy that banks are ill-equipped to finance, and it’s subject 
to systemic risks that can turn a mild downturn into a recession.’ 
It’s impact – at all stages of the economic cycle – therefore 
deserves being better understood.

Companies use trade credit to finance and manage 
expansion, and it helps to make long, specialised supply chains 
sustainable. ‘Late payment is often understood as a solely 
negative aspect in business, but this is not necessarily the case,’ 
says Chung. ‘It can also be a useful tool for business growth. 
Only when this complexity is understood can appropriate 
responses be developed to address the aspects of late payment 
that do impact negatively on businesses.’ 

One potential problem is that not all credit sales are settled 
promptly. At least 30% of all credit-based sales in developed 
and emerging markets are paid outside the agreed terms, while 

16%-21% are paid more than 60 days 
after the invoice date – the maximum 
allowed terms of credit in the EU 
without an explicit agreement. Bad 
debts are consistently low, however; 
below 3% of the total across all regions.

Multiple causes
Another complexity around devising 
late payment regulation arises from its 
multiple causes. Late payment is driven 
by combinations of five factors;

* businesses’ working capital needs, 
 reflecting new orders and input 
 price inflation

* access to short-term credit from 
 banks and other intermediaries

* access to liquidity at the top of 

Late payment has been cited as a problem for businesses 
for many years – and continues to hit the headlines. 
For example, in March, survey findings published by 

UK energy supplier npower showed that 23% of small 
and medium-sized businesses think that a government-led 
implementation of stricter payment terms in the UK would 
have a significantly positive impact on their business over 
the coming 12 months. Despite 57% of entities putting in 
place strict payment terms, many still feel that not enough 
pressure is being placed on customers to pay on time.

These findings followed a call in February by the UK’s 
Federation of Small Businesses (FSB) for an independent inquiry 
into the UK’s poor payment culture. ‘The abuse of small firms 
in their dealings with bigger businesses cannot be allowed to 
continue,’ said Graham Buck, regional chairman for the FSB. ‘The 
gradual creep of payment terms from 30 days to well over 100 
days in some cases, coupled with debilitating contract terms, 
can have a disastrous effect on a small firm’s ability to operate. 
For the payment culture to improve, we need fresh thinking and 
decisive steps to be taken.’

Research by ACCA, summarised in a series of three reports 
called Ending late payment, Parts 1–3, shows that businesses 
with fewer than 50 employees are twice as likely as large 
corporates to report problems with late payment. The cumulative 
impact of persistent late payment on small business activity is 
also significant. Micro-businesses and other small enterprises are 
less likely to increase headcount or capital expenditure  
when faced with late payment. The impact that late payment 
has on such SME expansion is also 
significantly greater than the impact on 
large corporates.

‘Late payment hurts individual 
businesses and the wider economy 
in a number of ways, from increased 
costs to reduced capital spending 
or suppliers going out of business,’ 
says Rosana Mirkovic, ACCA’s head of 
SME policy. ‘What’s more, its impact is 
exacerbated among credit-constrained 
businesses. Late payment and 
customer defaults can cascade down 
the supply chain, crossing industries 
and borders until they reach the  
most financially secure financial 
institutions, which in many cases 
involves the government.’

‘Some credit 
management 

strategies really 
do work, and it is 

possible to fight 
late payment as a 

businessperson’
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supply 
chains 
and in the 
capital markets

* business indebtedness and interest rates

* business capitalisation, which is driven by 
retained earnings, bad debt and equity injections.
Each of these factors is likely to drive late payment at 

different stages in the economic cycle – both in a downturn 
when access to finance may be limited, and in recovery when 
businesses may risk overtrading. This is why SMEs globally were 
just as threatened by late payment in early 2013, with a renewed 
recovery underway, as they had been in late 2009, towards the 
end of the severe credit crunch.

Policy responses
As ACCA’s research shows, the complex drivers and impacts 
of late payment need to be understood by policymakers. 
Otherwise, the result could be poor policies that run the risk 
of doing more harm than good. Given that nearly nine out of 
10 attempts at late payment are successful, access to finance 
through late payment is substantially easier than getting bank 
credit. So while regulating late payment out of existence is 
not only difficult, it might also be undesirable, especially in a 
recession, because it would significantly reduce the supply of 
credit to businesses. 

‘Ultimately, we have to aim for the 
right outcomes with late payment,’ 
says Schizas. ‘Ninety-day or half-year 

credit terms will not disappear altogether; 
in some industries we shouldn’t really 

want them to. Rather, I think the endgame is to 
make late payment unprofitable – as it is in places like Finland. 
Business can chisel away at the profit margins of poor payers 
through vigilance and good business practice, but also by 
embracing better transaction technologies such as e-invoicing 
and supplier relationship management. Banks can invest in 
relationship management and develop complete supply chain 
finance offerings. Governments can help by ensuring an efficient 
judiciary, facilitating the flow of credit information and by leading 
by example – paying their own suppliers on time and holding 
them to account for how they manage their supply chains.’

Policymakers need to ensure that their efforts target the 
systemic risks associated with trade credit, as well as the risks 
to individual businesses. Late payment and defaults can, for 
example, be prevented from spreading by protecting unsecured 
debts incurred by failing businesses immediately before 
administration. Governments can also influence the banking 
sector and credit insurers to commit to a set of good practices 
in dealing with businesses or sectors suffering a cashflow 
interruption. Even more impact could be achieved by the actions 
of ‘deep pockets’ – banks, financial services firms or tax » 
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authorities that individually finance multiple parts of a supply 
chain. Timely intervention or committed support by such a party 
can help to stop a cascade of defaults.

Suppliers are not helpless in the face of late payment. They 
can protect themselves by investing in customer relationships 
and a well-resourced credit control function, conducting careful 
due diligence and designing contracts with clear terms of 
credit. Alternative sources of finance could be considered, as 
well as liquidity insurance. Finally, suppliers need to be able 
to distinguish quickly between late payment and genuine 
credit risk – asking questions and investigating individual 
circumstances. When customers are struggling but ultimately 
viable, forbearance can work. Suppliers should seek to protect 
themselves from further cash disruption and reduce services, 
while also considering payment plans to maximise recoveries. 

‘Some credit management strategies really do work, and it is 
possible to fight late payment as a businessperson,’ says Schizas. 
He refers to how skilfully some suppliers exploit capacity choke-
points – ahead of a major holiday or other peak in demand, or 
ahead of a tendering round for public projects, when customers 
are keen to keep suppliers on board. ‘This is an under-utilised 
form of leverage for suppliers, and governments can create 
artificial “capacity events” through tendering, in order to help 
suppliers get a better deal,’ he says. ■

Sarah Perrin, journalist

For more information:

Read Ending late payment at www.accaglobal.com/ab/183

How businesses tackle late payments

‘There are certain products of ours whose features are 
much better than the competitors, for which we will ask 
for 100% settlement before goods are shipped. In other 
words, we do this when no real substitute products exist. 
Having said this, most of our products have competition. 
So we do what most competitors do: we have an internal 
credit control department, which is independent from 
the business/operation team. They are authorised to go 
after the customer when needed. Apart from this, we 
have worked with the banks to factor receivables at a 
preferential rate. We include this in our margins model 
before we sell or commit to our customer about the price.’
CFO, industrial automation company, China

‘When a customer has been identified as having trouble, 
our first step is to protect ourselves. We look at what is 
outstanding, but also what contracts may still be open 
and running. As long as our customers are honest with 
us in relation to their situation, we try to work with them. 
There is no point in behaving aggressively where the 
company may just be having a short-term difficulty that 
can be solved with cooperation. The experience of credit 
control staff with individual customers is crucial because 
over time they develop a gut feeling, if you will, as to when 
something is not in order.’
Head of accounting and finance, facilities services 
company, Germany

‘We ring-fence the old debt and come up with a plan that 
sees all current invoices being paid regularly while arrears 
are paid systematically until cleared. This has helped 
customers to keep afloat during times of financial difficulty 
and allowed customers to revise thier business models.’
Financial controller, automotive industry, Zimbabwe

‘In the last six to seven years when financial problems 
became acute for many companies, we empowered the 
credit control department by transferring personnel with 
specific skills from other departments [of the finance 
function]. We also improved our internal procedures by 
establishing credit control meetings every month attended 
by the sales director, the credit control manager and, 
as a minimum, two executive members from the board 
of directors. We tried to help customers facing financial 
difficulties by changing their credit terms. The most 
common way was by agreeing with them to pay cash for 
new deliveries and for the old balance to be repaid in 
one or two years. Of course changing credit terms also 
resulted in a change in pricing.’
Chief accounting officer, food processing company, 
Greece
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Gathering evidence
With integrated reporting gaining traction worldwide, traditional assurance methods 
face a challenge in adapting to this brave, new, much more expansive world

how they’re creating value and planning for longevity,’ says 
Helena Barton, partner, Deloitte Sustainability. ‘Auditors can 
bring credibility by examining the robustness of underlying 
management processes.’

The IIRC recently published two papers outlining the current 
state of play and inviting feedback. In addition, last October 
in Brussels it co-hosted roundtables on the subject with the 
Federation of European Accountants. 

In its introductory paper, the IIRC says: ‘Just as IR is a new 
approach to reporting, a new approach to assurance is needed, 
involving a rethink of basic tenets such as independence, 
evidence-gathering procedures, the subject matter of assurance 
and the content of the assurance report.’ 

The IIRC has highlighted that integrated reports may contain 
information not previously subject to assurance. As a result, 
internal systems may not be robust enough to let the assurance 
practitioner gather information effectively. Added to this is the 
complexity of technical challenges, from ensuring connectivity 
and completeness to interpreting narrative and future-oriented 
information. The IIRC also acknowledges that implementing 
assurance will have an attached cost. However, the benefits of 
the process in ensuring that integrated reports are ‘investment 
grade’ should outweigh any additional costs. »

Following the launch of the International Integrated 
Reporting Council (IIRC) framework in December 2013, 
around 100 companies worldwide have engaged in 

pilot projects, and some are already embarking on their first 
report. This is a positive step, but there are some concerns – 
recognised by the IIRC – that traditional assurance methods 
may not deliver what the groundbreaking approach needs. 

Integrated reporting is characterised by its concise nature, 
its focus on narrative storytelling alongside hard figures, and 
its projections of value creation over the short, medium and 
long term. Information is reported in line with the ‘six capitals’, 
the fundamental elements that allow an organisation to create 
value. Companies typically report on financial and manufactured 
capitals, but IR seeks to expand this by including intellectual, 
social and relationship, human and natural capitals. 

Independent assurance should offer an independent 
conclusion that an integrated report represents an organisation’s 
strategy, governance, performance and prospects in accordance 
with the IIRC’s framework. However, this widens the scope of 
traditional assurance, and concern is growing over whether 
existing processes can cope in this brave new world. 

‘Integrated reports are the future of reporting. They provide 
a great opportunity for companies to be much clearer about 
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Other suggestions include a combined 
assurance model, through which 
management, internal auditors and 
external auditors would act together to 
establish credibility, as advocated by 
the 2009 King Report on governance 
for South Africa.

‘Assurers will need to build an 
in-depth, robust knowledge of the 
reporting organisation, from the top 
down,’ says York. ‘In this way, they 
will be better equipped to identify 
any cracks in the paintwork and offer 
insightful commentary on the maturity 
of a reporter’s journey.’ 

Thinking outside the box
Since assurance for IR is uncharted 
territory, a whole new approach is 
called for, Adams believes. ‘It’s no good 
just looking at what seems technically 
desirable,’ she says. ‘Assurers need 
to explore the whole context in which 
companies are operating, and clarify to 
what extent an organisation is working 
to maximise value creation in line with 
its own definition.’

In terms of balancing numerical 
data with less tangible narrative 
elements, auditors are already tackling 
similar challenges in relation to the 
auditing of sustainability reports, 
Barton confirms. It will be a matter of 
drawing on their experience to assess 
whether processes are robust and have 
been drawn up competently. 

‘The technical assurance challenges 
are not insurmountable, and the 
auditing profession must conquer its 
fears and develop the capabilities 
to assure these reports,’ she says. ‘In 
many ways, we’ll be doing what we’ve 
always done – being professional 
sceptics, guiding and challenging the 
client, looking in murky corners and 
making tough judgment calls.’ 

In order to move forward, a 
regulatory and legal environment conducive to assurance quality 
is integral to ensure the ongoing quality of IR. From there, the 
question of how to create consistency and develop an assurance 
standard for IR is one that, some believe, falls naturally within 
the remit of the International Auditing and Assurance Standards 
Board (IAASB), following its work on developing ISAE 3000, 
Assurance Engagements Other than Audits or Reviews of 
Historical Financial Information, the recognised international 

Carol Adams, research professor 
at Monash Sustainability Institute in 
Australia and a member of ACCA’s 
Global Forum on Sustainability, thinks 
that IR could represent a real shift in 
reporting, helping to build a clearer 
picture of how businesses create value 
over time.  She says: ‘In establishing 
how to assure for IR, it’s important to 
understand where users want to see 
credibility added. Assurance must 
evolve to meet users’ needs.’

David York, ACCA’s head of auditing 
practice, agrees. ‘In the early years, 
credibility for integrated reports will be 
provided by a wide range of assurers, 
perhaps including stakeholder panels,’ 
he says. ‘Businesses should consult 
with their stakeholders on whether the assurance is meeting their 
needs. As IR takes off and investors in multinational companies 
demand assurance, a common approach will develop that needs 
the resources of the largest accountancy firms to provide it.’ 

In establishing an IR-ready assurance process, participants at 
the Brussels roundtable suggested that those responsible for a 
company’s governance could also make statements to explain 
why they believe the report to be credible and trustworthy. 

‘We will be doing 
what we’ve 

always done – 
being professional 

sceptics, 
challenging the 

client, looking in 
murky corners’
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For more information:

Assurance on IR: an introduction to the discussion and 
Assurance on IR: an exploration of issues are available at 

tinyurl.com/IIRC-assure

a company is making progress on 
its reporting.’ 

However, it will be important 
to keep a balance, confirms York. 
‘If standard-setters begin to 
develop specific standards for IR 
assurance too early, there’s a risk 
that reporters will try to produce 
reports that are assurable rather 
than continuing to innovate,’ he 
says. ‘This is where credible, non-
authoritative guidance could help.’ 

With the advent of increasing 
regulation, such as the European 
Union’s non-financial reporting 
directive, there can be no doubt 
that reporting robust social and 
environmental data will become 
ever more important. The EU’s new 
directive requires an initial 6,000 
companies with more than 500 

employees to report annually on their social and environmental 
policies, risks and impacts. Member states have two years to turn 
the directive into national law, with the first reports set to appear 
in 2018.

Despite some of the inherent complexities of assuring IR, 
there’s also a sense of optimism surrounding the potential for 
IR to transform reporting and give reporters and stakeholders, 
including investors, greater clarity on the value that companies 
bring to society.

Tackling the assurance challenge will require ongoing 
dialogue between reporters, assurers, investors and standard-
setters, and may need to vary to cater for different markets. 
Ultimately, assurance for IR should be determined by market 
demand, ACCA and the IIRC agree. ACCA sees a role for itself in 
helping to improve user understanding and prevent ‘expectation 
gaps’ by building capacity within the accountancy profession and 
developing tailored education programmes.

‘We have some lofty aims for IR assurance, not least the shift 
of focus to value creation, streamlining the corporate reporting 
model, enhancing stewardship and accountability for a broad 
range of capitals, and the more efficient allocation of financial 
capital,’ says Michael Nugent, the IIRC’s technical director. ‘We 
recognise that engendering trust in integrated reports will be 
integral to achieving these aims, and therefore it’s encouraging 
to see so much innovation and discussion taking place around 
the issue of assurance.’ ■

Katharine Earley, journalist

standard used by auditors to 
ensure the quality of assurance 
work on non-financial audits. 

‘The IIRC’s work to capture a 
diverse range of views on assuring 
integrated reports is very valuable 
and will be a good starting point 
for our work in this area,’ says 
Nancy Kamp-Roelands, IAASB’s 
deputy director. ‘Through our 
dedicated working group, we will 
further explore the developments 
and continue the discussion. 
Our focus will include the market 
demand for assurance, the 
scope of the subject matter on 
which assurance is obtained, the 
reporting criteria used by preparers 
and the relevant assurance issues 
that need to be addressed at the 
international level.’

Meanwhile, Kamp-Roelands believes that ISAE 3000, which 
was updated in 2013 and addresses both reasonable and limited 
assurance, provides guidance for practitioners. In particular, 
greenhouse gas information ISAE 3410, Assurance Engagements 
on Greenhouse Gas Statements, offers more detailed guidance.

‘Standards play an important role in uniting auditors under 
a common set of guidelines,’ Barton says. ‘If existing assurance 
standards such as ISAE 3000 cannot be adapted to suit IR, a 
new standard will eventually need to be developed. However, 
with companies already working on their first integrated reports, 
this shouldn’t stop us from getting on with the job of assuring 
them in the meantime.’ For example, companies listed on the 
Johannesburg Stock Exchange have been required to use IR 
since 2010 on a ‘comply or explain’ basis. 

No shortcut
‘South African companies have had a good few years to practice 
IR, and have also been searching for a suitable assurance model 
and process for longer than most other countries,’ Barton 
explains. ‘This is not easy, and few have yet managed to present 
full assurance on the integrated report as a whole. Until there is 
further clarity on how integrated assurance should be conducted, 
some companies are opting for a combined assurance approach. 
This takes time, and requires greater involvement from boards 
of directors in both the monitoring of strategic non-financial 
information and report production. There is no shortcut, but work 
is under way and we simply have to keep experimenting until 
we find the most robust and suitable criteria against which to 
provide assurance.

‘Overall, as reporting frameworks evolve towards drawing 
up more forward-looking, strategic analysis, it’s important to 
consider to what extent future-oriented information can be 
verified by a third party. By joining the conversation at an earlier 
stage, auditors will be in a better position to determine whether 

Start with a clean sheet

‘Significantly, users will want to have a good level 
of confidence in less quantifiable elements such 
as management and governance processes, and 
whether the extent of social and environmental 
risks has been captured accurately. Assurance 
providers must therefore start with a clean sheet 
and consider whether the reporter’s actions are 
really changing the nature of the business, even 
providing advice on how their reports could be 
improved. Stakeholder panels could also help 
establish the credibility of IR and determine 
whether the report responds to their needs.’

Carol Adams is director of consultancy 
Integrated Horizons and part-time research 
professor at Monash University
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Taking the temperature
With austerity measures looming large over hospitals around the world, can we still 
somehow build a sustainable future for healthcare, asks ACCA’s Gillian Fawcett

system is financially sustainable in the 
long run. Fewer than one in 10 think 
that it definitely is sustainable.

But when asked whether it is 
likely that more money from their 
governments would be forthcoming, a 
similar two-thirds say such a likelihood 
is low. Instead, eight out of 10 believe 
that there will be a drive for efficiency 
improvements to secure the long-
term future of their healthcare system. 
More than half believe there is a 
medium prospect of the introduction 
or extension of charges to users, while 
a slightly smaller proportion accept 
that there will be the introduction of an 
insurance system.

Unfortunately, austerity looms large 
over many of the healthcare systems around the world. We see it 
here in the UK, and it is evident elsewhere. As the study observes, 
the impact of the economic recession led many governments to 
borrow money to fund budget deficits. But this was untenable and 
so they were faced with the need to cut public spending. 

Attempts may have been made to ring-fence crucial services, 
such as health, but there have been subtler impacts of austerity 
as well. Rising unemployment, reduced incomes and increasing 
taxation have an indirect impact on the demand for healthcare 
and the ability to pay for it. Developing countries, which rely on 
overseas financial aid to supplement their own healthcare finances, 
have suffered as donating countries cut back on their aid budgets.

For these reasons perhaps it is not then surprising that 
governments around the world are looking to reorganise how 
healthcare is provided, whether that is at the hospital level or at 
a primary care level through doctors’ surgeries. And this is where 
Prowle and Harradine hit the nail on the head.

They highlight the comments made by Nigel Lawson, a former 
UK chancellor of the Exchequer, who described the UK’s National 
Health Service as the nearest thing the British have to a national 
religion. And as one interviewee for the study says: ‘I think health 
is a very politically sensitive issue for any country… health is 
something that everyone is concerned about and so this is the 
nature of the sector. So I think we can’t get away from all these 
bad headlines. What we hopefully will get away from is politicians 
making changes to the health sector without helping the sector.’

But as all those that work in the public sector will be only too 
aware, public opinion matters and can unfortunately act as a brake 

Healthcare is rarely out of the 
headlines. It could be the 
temporary closure of accident 

and emergency departments in the 
UK, political fights over Medicare 
and Medicaid in the US, or health 
systems in a developing country 
stretched to breaking point following 
the outbreak of a devastating 
disease such as Ebola. There will 
always be passionate debate on 
whether the right resources are 
being committed to the right areas 
at the right time in health systems 
around the world.

The healthcare systems themselves 
can vary greatly between countries. 
There can be differences between the 
size and role of both the public and private sectors, the balance 
between preventative services, acute care and longer-term care, 
as well as administrative structures and mechanisms – the glue 
behind the scenes that holds the systems together.

However, these systems, no matter in which country they 
are, face very similar challenges: changing populations and 
demographics, the rise of preventable illnesses, financial 
constraints and political scrutiny. 

Yet it is clear that possible solutions to these challenges will vary 
from one country to the next: there is no ‘one-size-fits-all’ answer.

Funding need
But answers need to be found, as it is becoming increasingly 
clear that the existing healthcare systems are unlikely to remain 
sustainable in the longer term in the absence of either additional 
funding or innovative approaches to delivering health services.

This is one of the key conclusions of Sustainable healthcare 
systems: an international study, a detailed report by Nottingham 
Trent University and ACCA. Its authors, Professor Malcolm Prowle 
and Dr Don Harradine, have examined the current healthcare 
systems in 11 countries across several continents, looking at how 
they are coping with their various challenges, and drawing out 
examples of best practice.

And as with so many other public policy matters, much of the 
challenge comes down to money and politics. The study elicits 
some revealing attitudes and observations. Nearly two-thirds of 
the healthcare professionals interviewed for the study say that 
they feel it is unlikely or even impossible that their country’s 

It has become 
clear that existing 

healthcare 
systems 

are unlikely 
to remain 

sustainable in the 
longer term
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on any attempts to reorganise or refinance our public institutions. 
This is amply demonstrated by the study’s finding that, apart from 
the lack of financial resources, public opinion is seen as one of the 
most significant factors posing resistance to change, supported 
by resistance from health professionals and the media. How many 
times have we seen our health services used as a political football?

Change in behaviour
But perhaps it is just as difficult to change the politicians’ 
behaviour as it is to change the lifestyle choices that people 
make that can have considerable consequences for healthcare 
priorities further down the road. Both are equally challenging, 
but both need to be resolved to ensure any form of sustainability 
in healthcare systems.

The study also uncovered other resistors to change: a lack 
of consensus among politicians about the nature of change 
required, the influence of private economic interests, and 
bureaucratic interests in maintaining the status quo.

The second of these, the influence of the private sector, is worth 
investigating further. As the study rightly notes, in virtually every 
country there is some form of private healthcare services for private 
individuals in return for payment, either directly or through a private 
health insurance scheme. Inevitably, there will always be political 
discussion on the appropriate size of the private healthcare sector, 
but of more interest to policymakers is the role the sector can play 
in the provision of healthcare to non-private patients.

In theory, there are advantages in using the private healthcare 
sector for this purpose, including the use of spare capacity 

in the private sector at lower cost and the exposure of public 
healthcare providers to market competition. There can also be 
disadvantages, however, not least problems that arise when profit 
motives conflict with public service equity considerations. In some 
countries, such as the UK, there is a significant involvement of the 
private healthcare sector in publicly financed healthcare, and other 
countries are experimenting with this idea. In some countries such 
an approach is strongly resisted, possibly on political grounds. It 
is important that the approach to be adopted is considered on its 
merits and not on the basis of an ideological position.

So what are the implications for finance professionals working 
in the healthcare sector and so often closely involved in the 
negotiations over resource allocation and change management? 
As the authors say, the problem is that in non-authoritarian 
democratic countries there is likely to be much resistance to 
change. So the key message for politicians and healthcare 
managers and professionals, including those in finance, is they 
need to devise ways of communicating the essential need for 
changes and the means by which they should be implemented.

Only then will we be able to ensure that healthcare is in the 
headlines for the right reasons, not the wrong, in the future. ■

Gillian Fawcett is head of public sector at ACCA

▲ The right 
medicine
Indian tobacco 
factory workers 
wait to get their 
medicines at a 
hospital in  
Madhya Pradesh

For more information:

Read the report Sustainable healthcare systems: an 
international study at www.accaglobal.com/public-sector
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Career boost
Presentations are about more than delivering a logical speech, as Dr Rob Yeung 
explains, plus settling squabbles, the work-life pipedream and how to get rich quicker 

Dr Rob Yeung is 
an organisational 

psychologist and coach at 
consultancy Talentspace

Talent doctor: Presentations

Suppose you need to give an 
important presentation: a sales pitch 
to clients, a speech at a conference 
or an update to shareholders. Maybe 
you’re a leader wanting to change 
the direction of your organisation 
or boost the output of employees. 
What’s the best place to start?

When I run presentation skills 
workshops – whether for novices 
wanting basic rules or seasoned 
executives seeking further refinement – 
I introduce early on the acronym CARE. 
The four letters give us an overview of 
how best to construct any speech.

Core message
If your audience leaves remembering 
only one thing, what should that be? 

It can be useful to write down in a single 
sentence the key outcome you wish to 
achieve. Do you want decision makers to 
say yes to your proposal? Do you need 
customers to put their trust in you? Are 
you trying to change behaviours?

You may wish to communicate several 
related points, but audiences are often 
easily bored or confused – or both. 
Better to emphasise and achieve one 
clear goal than aim for several things and 
accomplish none.

Audience
Some years ago, Greenpeace USA’s 
executive director Annie Leonard was 
giving a presentation. To get her point 
across, she assembled a sophisticated 
pitch packed with data. The only problem 

was it didn’t work. She recalled: ‘At 
the end, one guy said “I have no idea 
what you just said”. I realised you have 
to talk to people where they’re at, not 
where you’re at.’

Consider your audience’s 
background, understanding and 
needs. Do they understand the need 
for action and just want guidance 
on how to act, or are they sceptical 
and require persuasion that action is 
actually needed?

Relevance
I think of ‘core message’ as what you 
want and ‘audience’ as what they 
know. Relevance is about working out 
how to bridge the two and convey your 
core message to that audience.

Imagine a politician wanting to rally 
support and votes. Her core message 
is ‘vote for me’. But she might choose 
different facts, stories and language 
for say a group of university students 
versus business executives. What 
is pertinent and interesting for one 
group may fall flat with another.

Engagement
Finally, consider how you will engage 
people and make them want to 
listen intently to your message. How 
will you use inflection, pacing and 
pauses to sound more entertaining? 
How will you employ body language, 
facial expressions and even 
movement around a room to be 
visually engrossing?

Presenting effectively involves many 
skills, but taking a few minutes to work 
through the CARE acronym will help 
you to assemble something that will 
not only inform, but perhaps even 
inspire an audience. ■

For more information:

www.talentspace.co.uk

@robyeung
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The perfect: conflict resolution

You can do your best to avoid conflict in both your personal and professional life, but you 
cannot escape it. The ability to recognise, understand and resolve workplace conflicts 
effectively will not only help to minimise them but also add to your soft skills and strengthen 
your relationships with colleagues. So when conflict arises, consider doing the following:

* Determine the cause of the original conflict while acknowledging there may be perfectly 
valid yet opposing points of view.

* Agree on a resolution process that the warring parties are willing to commit to, including 
a timeframe for each to discuss how they feel about the issues and their interests. 

*  Ensure that each party listens to the other and understands that they will be given a 
chance to respond – but not until the 

first party has finished expressing 
their thoughts.

*  Write down any resolution 
that the parties agree to. This 

provides a concrete physical 
commitment and may be 

necessary should HR end 
up getting involved 
and legal issues arise 
later on. 

*  Follow up on 
resolution action. 
Make sure that the 
agreed aspects of the 
resolution are being 
acted on by all parties 
involved. When 
this happens, the 
attempted resolution 
has a good chance of 
working.

Work-life balance a 
pipedream for most
Business employees say that 
their jobs regularly encroach 
on their free time because of 
increasing workplace pressure, 
according to a survey.

The survey – by serviced 
office and global workplace 
provider Regus – polled 
22,000 workers across more 
than 100 countries. It found 
that work pressures frequently 
interrupt home life, with 66% 
saying that having to attend 
to work matters in their own 
time happened less five years 
ago, and 64% saying that the 
use of instant messaging by 
businesses to communicate 
with staff has increased.

As well as the growing 
impact on free time, the 
expectation that staff will be 
available to take emails and 
texts at any time or place is 
damaging business etiquette, 
with 62% saying last-minute 
changes to meetings 
happened too often.

Regus Hong Kong manager 
Michael Ormiston said: ‘The 
global work environment is 
changing, and technology, 
especially mobile and instant 
messaging, has huge benefits 
in enabling business people 
to be more flexible about 
how and where they work. 
However, it is important that 
being always connected is 
beneficial to productivity and 
not a distraction for workers 
when they are living their 
personal lives.’

Safety first
US college students put 
job security ahead of job 
fulfilment, according to a 
survey from Adecco Staffing 
USA. The perfect job, it seems, 
is a steady one rather than an 
inspiring one, with 70% saying 
they would rather have a 
stable job without a high level 
of emotional investment or 
passion than one with lots of 
passion but no job security.

The survey also found that 
79% of students think they will 

find a job within five months, 
although finding a job is still 
their top concern.

Joyce Russell, president 
of Adecco Staffing USA, 
said: ‘With the first group of 
Generation Z now in college, 
it will be fascinating to learn 
how this new generation of 
the labour force differs in 
terms of aspirations, outlook, 
expectations and priorities.’

The survey questioned 
1,001 college undergraduates 
and recent graduates in the US, 
aged between 18 and 24. 

The Big Four’s best two
EY and Deloitte are the sole 
Big Four representatives in this 
year’s Sunday Times Best 25 
Big Companies in the UK. They 
ranked 14 and 22 respectively, 
and it is the first appearance 
on the list for either.

The annual list – in its 12th 
year – ranks companies of 
all sizes on criteria ranging 
from employees’ opinions 
of leadership, wellbeing, 
personal growth and 
management to corporate 
social responsibility, pay 
and benefits.

How to get rich quicker
The good news for 
professionals in the early 
stages of a career in banking 
and finance is that they can 
expect their earnings to at least 
double after five to 10 years.

That was the conclusion of 
a study of more than 41,000 
professionals around the 
world in a range of sectors by 

salary benchmarking service 
Emolument.

The salary acceleration is 
a result of moving into more 
senior bonus-paying roles 
in investment management, 
asset management, origination 
and advisory, and trading. 
The biggest hikes of all occur 
in origination and advisory, 
where more than 15 years’ 
experience sends average 
earnings up to £454,000. 

Middle and back-office 
roles deliver a much slower 
and steadier rise in salary, 
largely because the bonuses 
are not so bumper. ■

This page is compiled by Beth 
Holmes, journalist

For more information:

www.accacareers.com
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Being marvellous
Tony Grundy uses the example of entertainment company Marvel to illustrate the 
relationship between strategy and finance during mergers and acquisitions 

rather crude model is that, if operating profit margin were 50%, 
based on more recent results, then zero sustainable growth rate 
would give you the current share price.

The next step would be to see what sustainable growth rate 
and operating profit margin would give Disney its break-even 
share price of US$50 per share. This is achievable if financially 
modelled using Disney’s cost of capital, tax rate and extra 
investment costs under some reasonably stretching strategic 
assumptions. At first pass this suggests Disney paid a stiff price. 
To actually add economic value to its shareholders and get at 
least as big a share of the ‘value cake’, Disney needs to take the 
Marvel brand and really motor with it.

To achieve this, it is no good just to throw in ballpark 
assumptions (as many MBA students do) that economies of scale 
will improve operating profit margin by 2% without calculating 
in real money as to what that actually means and how it can 
be achieved. Financial models that work just through flexing 
percentages can be quite delusional. Another example is where 

you have a sustainable growth rate of, say, 
8% over 10 years: that compounded is an 
increase in sales of 115%, which would 
make Marvel a £1.45bn business. What 
does that mean in terms of overall market 
share and overall relative market share? 

Disney effect
One useful exercise is to see what new 
strategies a Marvel board can come up with 
on its own. Could these produce a valuation 
that would persuade its shareholders to tell 
Disney to go away or to squeeze more out 
of Disney? What does Disney actually bring 
to the party? Distribution, creativity, cost 
synergies? These things are often unclear.

Marvel, the entertainment company famed for its 
comics and films, is a brilliant MBA case study for 
illustrating the interplay between strategy and 

finance in an M&A context. Marvel’s films are based on comic 
characters that were popular half a century ago. Technology 
has given them another surge of karmic-like popularity.

In 2009, Disney bought Marvel for US$4bn, at a 29% premium 
to its existing share price of US$38 (see Marvel’s results over a 
five-year period below). This gives MBA students two dilemmas. 
One is that its sales growth (one of the seven value drivers of 
a company’s share price) is highly volatile, so not only is it hard 
to assume a positive figure in the future, but there are also big 
questions over the stability of its cash stream. This is obviously 
vulnerable to pulling off ‘blockbusters’ in the box office, and 
that is in turn dependent on fads. The second dilemma is that 
operating profit margin is volatile too – because Marvel has high 
fixed costs and volatile revenue due to lumpy blockbusters.

In understanding the company’s valuation, MBA students are 
inclined to simply take an average over the 
five years and hope for the best. This is a 
start, but this situation is screaming for a 
set of assumptions that are based more on 
strategy and the future environment. Some 
get that; others don’t.

Alternative models
It’s crucial to get one’s head around the 
valuation problem, particularly as, at the 
time, Disney didn’t want to be seen to 
overpay – something that was suggested 
and affected the share price. So one starts 
by looking at what combinations of sales 
growth rate and operating profit margin are 
consistent with the current share price. One 

Marvel results in US$m

       2008  2007  2006  2005  2004

Sales       676.2  485.8  351.8  390.5  513.5

Operating profit margin     346.5  271.8  110.8  169.0  207.3

Operating profit margin     51%  55%  31%  43%  43%

‘How to’ video 

See the first in a series 
of management and strategy 
videos by Tony Grundy – on how 
to deliver exceptional customer 
service – at www.accaglobal.
com/ab/187

For previous Tony Grundy 
articles on strategy and 
management theories, visit 
www.accaglobal.com/abcpd. 
See also www.tonygrundy.com
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Unfortunately, many MBA students are at the age when 
they don’t watch Marvel films, so their sense of the underlying 
psychology of demand (a clue to fathoming sustainable growth 
rate) is weak. I have seen many films with my stepchildren and 
listened to their appetite for these films. It seems that after 
Iron Man 6, you have probably had enough, so there are some 
potential market and product-lifecyle constraints on the horizon. 

But over progressive cycles of doing the simulation, more 
and more ideas have emerged for exploiting the Marvel brand 
and its lesser-known characters that can be ‘pick and mixed’. 
Not only are there TV media opportunities, but also other brand 
extensions such as theme parks and adult computer games.

So in latterday runs of the model, we have been getting 
reasonably plausible sets of strategic assumptions consistent 
with share prices of US$80-plus. This would certainly suggest that 
on the basis of strategic vision and new strategic development, 
Marvel was undervalued and – although not a cheap buy at 
US$50 per share – still an attractive one. Marvel, however, could 
and should have put up a more spirited defence.

When I teach this case, I drum it into the students that they 
have to do a number of things to make their projections and 
valuations robust:

* Think about the drivers and constraints to market growth, and 
have some idea, percentage-wise, what that is likely to be.

* Think about the impact of competing films and also of 
substitutes over time.

* Think about ways of extending the business model.

* Translate any  percentage changes in variables into real 
strategies and test their plausibility.

* Ensure that if you are making improvements that will 
necessitate revenue costs, that this is modelled in some way 
through the operating profit margin; or where capital or other 
investment is needed, ensure this is included.

* Make sure the terminal value (the value at the end of the 
planning period, valued as a perpetuity) is entirely credible. 

The array of potential valuations of Marvel is huge. Its value is 
highly dependent on the external environment and on future 
strategy; simply extrapolating from the past using sustainable 
growth rates and operating profit margins (as many MBA 
students choose to do) is simply dipping your toe in the water. 

Many new strategies are derived from working out new ways 
to exploit the distinctive strategic assets of the business – and, in 
this case particularly, the brand and heritage of its characters and 
the brilliance of its film designers and technicians. One thing that 
Disney certainly needed to get right was to avoid alienating them. 
This would almost certainly have caused value destruction.

So ask yourself the following questions:

* What’s the value of your business on the basis of present 
strategies?

* Does that give you a value gap between this and what you 
really want?

* What strategies can be used to fill that value gap?

* How robust are these given your true capabilities, potential 
imitation and the resources you have? ■
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The dark side of KPIs
In this second article in his series on key performance measures, David Parmenter looks 
at how KPIs can have unintended negative consequences

with minor sports injuries, they could delay the registration 
of patients in ambulances as they were getting good care 
from paramedics. They began asking the paramedics to 
leave patients in the ambulance until a house doctor was 
ready to see them, thus improving the ‘average’ time it took 
to treat patients. Each day there would be a car park full of 
ambulances and some even circling the hospital waiting for a 
parking spot. 

The lesson here is that management should have been 
focusing on the timeliness of treatment of critical patients. 
They needed only to measure the time from registration to 
consultation for these critical patients. Nurses would then have 
treated patients in ambulances as a priority – the very thing 
they were doing before the measures were put in place.

Shake-up
Measurement needs a new approach. It should be undertaken 
by trained staff, be consultative, promote partnership between 
staff and management, and align with the organisation’s 
critical success factors and strategic direction.

Spitzer has suggested the appointment of a chief 
measurement officer, who would be part psychologist, part 
teacher, part salesperson and part project manager. The CMO 
would be responsible for setting all performance measures, 
assessing the potential dark side of a given measure, 
abandoning broken measures and leading all balanced 
scorecard initiatives. ■

Every performance measure is like the moon: each has 
a dark side, an unintended negative consequence. 
The importance of understanding this dark side 

and the careful selection of measures should never be 
underestimated. Many of an organisation’s measures may 
be encouraging unintended behaviour. The frequency with 
which measures are set to fail by at best naive, or at worst 
corrupt, management is breathtaking.

As Dean Spitzer, an expert on performance measurement, 
says: ‘People will do what management inspects, not necessarily 
what management expects.’ The following two examples show 
how performance measures can go wrong. 

Example 1
A classic example is the city train service that had an on-time 
measure with draconian penalties for drivers. Those who were 
behind schedule learned simply to stop at the top end of 
each station, triggering the green light at the other end of the 
platform, and then continue the journey without incurring the 
delay of letting passengers on or off. After a few stations, a driver 
was back on time, but the customers – both on the train and on 
the platform – were not so happy. 

The lesson here is that management should have been 
focusing on controllable events that resulted in late trains, such 
as the timeliness of investigating signal faults reported by drivers 
or preventative maintenance on critical equipment that was 
running behind schedule.

Example 2
Managers at a UK hospital 

were concerned about the 
time it was taking to treat 

patients in the accident 
and emergency 
department. They 
decided to measure 
the time from a 
patient’s being  
registered to their 
being seen by a 
house doctor. 
Staff realised 
that while they 
could not 
stop patients 
registering 

Next steps

* Ascertain the measures that are damaging your 
organisation, and gather support to abandon them.

* Read Spitzer’s Transforming Performance Measurement 
(tinyurl.com/spitzerTPM).

* Start promoting the appointment of a chief 
measurement officer.

For more information:

For a chief measurement officer’s job description, email 
parmenter@waymark.co.nz

David Parmenter’s The New Thinking on KPIs paper is at 
www.davidparmenter.com

48 Insight | Management and strategy

Accounting and Business 05/2015

mailto:parmenter@waymark.co.nz
www.davidparmenter.com
http://tinyurl.com/spitzerTPM


In 2011, the 
International 
Accounting Standards 
Board (IASB) issued 
amendments to IAS 19, 
Employee Benefits, and 
indicated that there were 
further matters that required 
a more fundamental review 
of pensions and related 
benefits. These matters 
included the issues relating 
to contribution-based 
promises (CBPs). 

Examples of CBPs are 
where the employee receives 
a pension based on the 
performance of the assets 
in the pension plan and 
the employer provides a 
guarantee of the minimum 
performance of those assets. 
The employee accordingly 
receives a benefit that is the 
higher of the contributions 
plus the actual return on the 
assets in the plan and the 
guaranteed amount. 

Alternatively, the 
employee may receive a 

guaranteed benefit based 
on a specified return on 
‘notional’ plan contributions 
by the employer. The IFRS 
Interpretations Committee 
(IFRIC), which issues guidelines 
for International Financial 
Reporting Standards (IFRS), 
tried to develop a solution 

for the accounting 
for such plans but 
removed it from its 
project agenda in 
May 2014. 

Although some 
schemes may have 
a few features that 
bring them into 
the defined benefit 
category of IAS 
19, they may be so 
much closer to a 
standard defined 
contribution plan 
that full defined 

benefit accounting 
does not seem 
appropriate. Meanwhile 
other schemes may be 
close to defined benefit 
arrangements, but have risk-
sharing provisions that reduce 
the sponsor’s exposure. 

The IASB considered 
contribution-based promises 
in the discussion paper that 
preceded its latest revisions 
to IAS 19. In that paper, the 
IASB looked at a fair value 
measurement basis for such 
schemes. However, neither the 
Interpretations Committee nor 
the IASB decided that change 
was needed.

IAS 19 requires an entity 
to classify post-employment 
benefits as either defined 
contribution plans or defined 
benefit schemes. A defined 
contribution scheme is 

one where the entity pays 
specified contributions into a 
separate entity (a fund) and 
has no obligation to pay more 
contributions if the fund does 
not have enough assets to pay 
all the accrued benefits. 

By definition, if a scheme is 
not defined contribution, then 
it has to be defined benefit, 
and the entity must use ‘the 
projected unit credit method’ 
to account for it. 

Using an actuarial 
technique with this method, 
the entity calculates the 
present value of defined 
benefit obligation (DBO), 
which has been discounted by 
bond rates. The discount rate 
used is determined by » 

Many hybrid 
pension plans 

are classified as 
defined benefit 

schemes but their 
risks are quite 

different
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reference to market yields at 
the end  of the reporting 
period on high-quality 
corporate bonds, or, if there is 
no deep market in such bonds, 
by reference to market yields 
on government bonds. 

The entity determines 
the deficit or surplus as the 
difference between the 
present value of DBO and the 
fair value of its related plan 
assets. This deficit or surplus 
is recognised as a net defined 
benefit liability (asset) in the 
statement of financial position, 
subject to an asset ceiling test. 

IAS 19’s measurement 
process does not properly 
reflect risk differences among 
plans because the present 
value of the DBO does not 
fully reflect the value of risk 
relating to future cashflows 
from the DBO. However, the 
fair value of the plan assets 
reflects the value of risk 
relating to future cashflows 
from them by the use of 
market prices. 

Defined benefit plans are 
distinguished from defined 
contribution plans by the 
fact that the entity suffers the 
actuarial and investment risks. 
The accounting for defined 
benefit plans is covered by 
IAS 19 but the accounting for 
hybrid plans such as CBPs 
under IAS 19 often results in 
counterintuitive measurement. 

Many hybrid plans are 
classified as defined benefit 
schemes but their risks are 
quite different. For example, 
in some CBP schemes, the 
obligation is calculated by the 
entity projecting the benefit 
on the basis of an assumption 
of future performance of 
the plan’s assets, which is 
potentially higher than bond 
rates. In CBPs, investment risk 
does not always fall entirely on 
the entity, but is often shared 
by employees. This sharing 
of risk is not dealt with by IAS 
19 and thus the entity could 
show an excessive plan deficit 
because the present value 
of the DBO is much higher 

than the fair value of the plan 
assets. This is because the 
discount rate is lower than the 
projected higher return on 
plan assets. 

The number of hybrid plans 
is rising as more employers 
reduce their risk exposure. 
Entities are also buying 
annuities, and using longevity 
swaps to manage pension risk. 

IAS 19 has been questioned 
from various other conceptual 
viewpoints as IAS 19’s 
measurement basis is quite 
different from other IFRSs. 
For example, it is difficult to 
reconcile a pension liability 

with the definition of a liability 
in the conceptual framework, 
and similarly, the requirement 
to reflect unvested benefits 
and future salary increases in 
the entity’s obligations. 

The netting off of the 
plan assets and defined 
benefit obligations is also 
inconsistent with other IASB 
pronouncements. IAS 19 has 
current acceptance because 
of its relative ease of use and 
because issuers and users 
have found some merit in its 
information content. A new 
model would increase costs 
and have significant effects on 

the business. The 
general opinion 
is that frequent 
changes of pension 
accounting are 
unnecessary 
and costly. 

The IASB feels 
that the issues 
relating to CBPs 
and eliminating 
diversity in practice 
are important, 
and that costs and 
benefits should be 
carefully assessed 

when recommending any 
change to the accounting 
treatment of pensions. 

The main scope of IASB’s 
current research project is 
accounting for new pension 
plans that incorporate 
features that were not 
envisaged when IAS 19 was 
issued. It is proposing to 
fundamentally review the 
principles of measurement, 
and classification in IAS 19. 
The research will probably 
revisit such issues as CBPs, 
the discount rate for employee 
benefits, and exemptions 
for entities participating 
in multi-employer defined 
benefit plans.

Another topic under 
discussion concerns whether 
a pension surplus could be 
recorded as an asset on the 
statement of financial position 
in certain circumstances. 
IAS 19 limits the measurement 
of a net defined benefit asset 
to the lower of the surplus 
in the defined benefit plan 
and the asset ceiling. IAS 19 
defines the asset ceiling as 
‘the present value of any 
economic benefits available in 

IAS 19 has been 
questioned from 

various conceptual 
viewpoints as its 

measurement 
basis is quite 

different from 
other IFRSs
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For more information:

www.ifrs.org

the form of refunds from the 
plan or reductions in future 
contributions to the plan’. 

IFRIC’s IFRIC 14 
interpretation of the 
requirements in IAS 19 
addresses when refunds 
or reductions in future 
contributions should be 
regarded as available. IFRIC 
14 states that a refund is 
available if the entity has 
‘an unconditional right’ 
to a refund. The IASB has 
undertaken a project to clarify 
whether a trustee’s power to 
augment benefits or wind up 
a plan affects the employer’s 
unconditional right to a refund 
and thus, in accordance with 
IFRIC 14, restricts recognition 
of an asset. 

Essentially the project 
is assessing whether an 
entity could get economic 
benefit from a surplus in a 
scheme and whether there 
is an unconditional right to 
a refund. At present, entities 
can recognise a surplus as an 
asset, even though the trustees 
could change the benefits 
and wipe out the surplus. The 
implications of these changes 

appear less 
severe than 
previously thought – IFRIC 
is not seeking to prohibit 
recognition of surplus in 
schemes where there is no 
future accrual of benefits. The 
changes are expected to be 
made separately from the 
annual IFRS improvements 
process and, once they are 
confirmed, entities should 
review the rules of their 
scheme and revisit any legal 
opinion previously obtained 
about the ability to recognise 
a surplus.

Because pension schemes 
can have infinite variations 
with differing degrees and 
forms of risk-sharing, the IASB 
may consider the general 
principle of measurement 
of pension schemes with 
the aim of determining a 
measurement basis that works 
for all types of schemes. The 
IASB’s work relating to the 
measurement of insurance 
liabilities and discount rates 
may help here.

Finally, compounding the 
above potential changes, the 
economic situation has had an 

impact on pension schemes. 
In 2014, long-term inflation 
assumptions derived from the 
gilt market were about 0.2% a 
year lower than at the start of 
the year. Taking the changes 
in inflation, discount rates and 
interest costs into account, 
a typical pension obligation 
could be significantly higher 
than at the end of 2013. 

The degree of change in 
the net defined benefit liability 
will depend on whether the 
asset performance has kept 
pace with the change in 
the size of the obligation. 
However, as bond yields are 
down significantly since the 
start of the 2014, the value of 
liabilities will probably have 
increased much quicker than 
scheme assets. ■

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

Qualifications
Technical 
Advisor
(Taxation)
ACCA’s reputation is grounded 
in over 100 years of providing 
accounting qualifications. We 
complement our long traditions 
with modern thinking and aim to 
create value for the professional 
business community through 
standards and services which 
are innovative, relevant,
and of the highest quality.

The main purpose of this job is 
to work within a small team of 
technical tax people to ensure 
the quality control of all the tax 
papers in the ACCA Qualification 
up to Professional level exams.

As part of this role, it is essential 
to ensure that examinable 
documents, study guides and 
examiner reports are also kept 
up to date. This includes quality 
assurance of tax exams set for 
up to 20 different countries, 
for which training will be given. 

The Qualifications Technical  
Adviser (QTA) will play an 
important role in shaping the 
new syllabus for Taxation at all 
levels whenever the ACCA or 
CAT syllabi are reviewed. 

ACCA has a vision that all exams 
will be delivered on-line and 
taking the current paper exams 
to an on-line environment will 
be an exciting challenge for the 
QTA, who will be supported 
through the project. Work on 
shaping the syllabus and study 
guides for all the Fundamental 
level tax exams has started, and 
implementation of the creation 
of paper and computer-based 
exams, specimen exams and 
computer-based practise tests 
is commencing. 

If you believe you have all the 
necessary skills to effectively 
perform this role then please 
apply at the following link: 

http://recruitment.accaglobal.com

The role can be based in 
either London or Glasgow.
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Technical update
Glenn Collins, ACCA UK’s head of technical advisory, provides a monthly  
roundup of the latest developments in financial reporting, audit, tax and law 

Financial reporting

Leases
The International Accounting 
Standards Board (IASB) has 
issued ‘a document outlining 
the practical effects of the new 
standard’ ahead of the issuing 
of the new standard on leases. 
It highlights that it will require 
companies to bring leases onto 
the balance sheet and provides 
details of the similarities and 
differences between the IASB’s 
requirements and those of 
the US Financial Accounting 
Standards Board (FASB).

There are three very helpful 
illustrative examples: a large 
food retailer that leases a 
large proportion of its retail 
space using off balance sheet 
leases of between 15 and 30 
years; an airline with around 
80% of aircraft owned or 
leased under finance leases 
and the remainder under off 
balance sheet leases; and a 
distributor that is a supplier 
of construction and building 
materials, and that leases plant 
and machinery and real estate 
under leases of between two 
and 10 years. The examples 
show the position now, under 
the new proposed standard 
and under FASB treatment. 
You can find the examples 
at www.accaglobal.com/
advisory. 

IFRS essentials
The International Accounting 
Standards Board (IASB) 
publishes investor guidance 
under the title of The 
Essentials. The guidance 
aims to increase investors’ 
awareness of IFRS and 
enhance the insights they 
obtain when analysing 
information produced by IFRS 
financial statements. It states 
that the IASB aims ‘to provide 
an overview of how a specific 
accounting standard (or aspect 
of it) is relevant to financial 
statement analysis’. 

The IASB has issued 
guidance on cashflow 
statements and the 
presentation of financial 
statements. The presentation 
of financial statements 
guidance states that the IASB 
is highlighting ‘two of the 
principles in IAS 1: 
1 Financial statements should 

fairly present the company’s 
performance; and 

2 Disclosure of immaterial 
items can obscure material 
information. 

We explain how investors 
can use their knowledge of 
these fundamental principles 
of IFRS to have an effective 
dialogue with management 
about the presentation of their 
financial results.’

The IASB states that it aims 
to ‘shed light on how some 
aspects of IAS 1 are relevant 
to the debate about IFRS vs 
non-GAAP information’. It 
goes on to point out that ‘a 
large number of companies 
use non-GAAP measures 
to communicate aspects of 
their financial performance. 
Investors tell us that they 
value the insights that such 
measures can offer. But they 

also can lack confidence using 
them, because: 

* it is not always easy to see 
how the non-GAAP metric 
has been calculated; 

* they do not know if the 
metric has been subject 
to external assurance or 
audit; and 

* they do not know if 
the metric has been 
consistently calculated 
over time.’

These series guides, which 
pose questions that investors 
may ask of boards, can be 
found at bit.ly/ifrs-ess. 

Revenue recognition
The European Financial 
Reporting Advisory Group, 
in its letter to the European 
Commission relating to 
EU-adopted IFRS, states: 
‘EFRAG supports IFRS 15 
and has concluded that it 
meets the requirements of the 
Regulation (EC) No 1606/2002 
of the European Parliament 
and of the Council on the 
application of international 
accounting standards in that it: 

* is not contrary to the 
principle of “true and fair 
view” set out in Article 
4(3) of Council Directive 
2013/34/EU; and 

* meets the criteria of 
understandability, 
relevance, reliability and 
comparability required of 
the financial information 
needed for making 
economic decisions and 
assessing the stewardship 
of management. 

Having considered all relevant 
aspects, EFRAG assesses that 
adopting IFRS 15 is conducive 
to the European public good 
and, accordingly, EFRAG 
recommends its adoption.’ 

You can follow the status of 
IFRS 15 adoption at bit.ly/
efrag-ifrs15.

Public sector service 
performance
The International Public Sector 
Accounting Standards Board 
has issued Recommended 
Practice Guideline (RPG) 3, 
Reporting Service Performance 
Information, which provides 
guidelines on reporting 
of service performance 
information. IPSASB states that 
the guideline ‘sets out good 
practice for reporting service 
performance information. 
It provides: 
1 Guidance on presentation 

decisions with respect 
to service performance 
information that will meet 
users’ needs; and 

2 Information that should 
be presented when 
reporting service 
performance information.’

You can find more at bit.ly/
ipsasb-service. 

Tax

Social investment 
tax relief
The social investment tax relief 
factsheet has been updated. 
The tax relief allows individuals 
making an eligible investment 
to deduct 30% of the cost of 
their investment from their 
income tax liability, either 
for the tax year in which the 
investment is made or the 
previous tax year (if 2014/15 or 
later). The investment must be 
held for a minimum period of 
three years for the relief to be 
obtained. Social enterprises 
need to apply to HMRC to 
confirm that both they and 
the investment they have 
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received meet the conditions 
of the scheme and that there 
is a defined and regulated 
social purpose. Generally the 
social enterprises are charities, 
community interest companies 
or community benefit societies 
carrying out a qualifying trade, 
with fewer than 500 employees 
and gross assets of no more 
than £15m.

You can find links to the 
guidance, together with 
previously issued guidance – 
Social Investment Tax Relief: 
how to claim tax relief and 
Social Investment Tax Relief: 
guide for social enterprises 
– at www.accaglobal.com/
advisory.

Capital gains tax for 
non-UK residents
Non-UK residents must 
inform HMRC when they sell 
or dispose of UK residential 
property, as capital gains tax 
may be due. This applied 
from 6 April. You can find 
guidance at www.accaglobal.
com/advisory. 

Expenses and benefits 
The previously announced 
changes on trivial benefits 
were not included in the 
Finance Act 2015 so the 
income tax exemption will 
not come into force from 6 
April as previously advised. 
Changes that did make it 
through were the abolition 
of the £8,500 threshold, 
collection of income tax 
on benefits in kind in real 
time (payrolling) and the 
paid and reimbursed 
expenses exemption. 

You can see a Q&A issued 
by HMRC at bit.ly/acca-
hmrc. This is what they are 
advising businesses who have 
prepared for the change in 
trivial benefits:

* I’ve already prepared my 
payroll – should I keep 
the changes I’ve made 
for the following year? 
The measure has been 
deferred, not scrapped; it 
is planned to be legislated 

in a future Finance Bill. 
An announcement will be 
made prior to introduction 
of the exemption, allowing 
employers sufficient time 
to update their systems 
ahead of exemption 
being introduced. 

* What guidance should 
employers follow in the 
meantime? In determining 
the appropriate tax 
treatment, employers 
should continue to apply 
the guidance in the 
Employment Income 
Manual at EIM21860 
onwards. This applies 
where an employer has 

agreed with HMRC for 
a particular benefit in 
kind to be treated as 
trivial and therefore not 
reported on a form P11D 
or included in a PAYE 
settlement agreement.

Notice and guidance 
updates
VAT Notice 700: the VAT 
guide has been updated 
to reflect the changes to 
the treatment of prompt 
payment discounts from 
1 April.  

Revenue and Customs 
Brief 7 (2015): new rules for 
the self-employed claiming 

working tax credit highlights 
that new claimants who are 
using self-employed work 
to meet work test rules for 
working tax credits must show 
that they are trading on a 
commercial basis and that 
their business is undertaken 
with a view to achieving 
profits. It is a very basic 
brief and better guidance 
is available as part of the 
universal credit guidance, 
highlighted last month in 
Accounting and Business and 
available at bit.ly/uni-credit.

Revenue and Customs 
Brief 8 (2015): deduction 
of VAT on pension fund » 

No tax returns 

Thank you to the many members who responded to our Budget newsletter request for their 
views on the announcement by the chancellor of the exchequer to abolish tax returns: bit.ly/
acca-views. The comments made are greatly appreciated and are extremely valuable. 

The following summarises the overwhelming opinion:

* The government should think very carefully before it proceeds, and then think again; it is 
nice in theory but it just will not work in practice.

* It creates additional, unnecessary burdens for taxpayers; the cost of doing this would be 
much higher than at present.

* It relies on HMRC’s IT system being able to deal with additional pressures.

* There is concern that there was no consultation as to how this might work for the 
accountancy and tax professions, which have already been heavily relied upon to make 
the tax system as efficient as possible.

* The view is that HMRC is understaffed and overworked already, and that nothing within 
the organisation works very well as a result.

We summarised your views, issued a press release and shared your opinion with government, 
and we will continue to do so. You can see a summary of your views at bit.ly/acca-return.

▼ Return to sender?
Chancellor George Osborne 
announced the abolition of tax 
returns in March’s Budget
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the Tax Calculation with 
HMRC records.’

HMRC has also agreed a new 
process:

* Lenders will ask customers 
to provide both these 
documents.

* Practitioners or taxpayers 
will need to be registered 
for HMRC’s online service.

* Documents will be available 
from the SA online account, 
but if a practitioner uses 
commercial software they 
will need to print the 
tax calculation.

You can find the full HMRC 
message notification at 
www.accaglobal.com/
advisory.

Practitioners may also 
wish to continue to use an 
appropriate disclaimer on 
information supplied to 
mortgage lenders. Please 
contact Technical Advisory 
for suggested wording that 
you can tailor to a specific 
request from a lender 
or client. 

management costs explains 
HMRC’s position following the 
ruling by the Court of Justice 
of the European Union in 
C-26/12 Fiscale Eenheid PPG 
Holdings BV cs te Hoogezand 
(PPG). HMRC has stated 
that the ‘transitional period 
announced in Revenue and 
Customs Brief 43 (2014) will 
continue until 31 December. 
In the meantime, businesses 
may continue to use the 
VAT treatment outlined in 
VAT Notice 700/17: Funded 
Pension Schemes should 
they choose, provided that 
both employer and pension 
scheme trustees agree the 
same treatment.’ HMRC 
also states in the brief that, 
following the decision, it has 
‘received enquiries in respect 
of the impact of the PPG 
decision on VAT recoverability 
relating to:

* other types of service (such 
as legal, actuarial and 
accounting services)

* other types of pension 

scheme (such as defined 
contribution and hybrid)

* VAT Groups that include 
a corporate trustee and a 
sponsoring employer

* trustees that charge 
employers to run their 
pension schemes.’

HMRC indicates that guidance 
on these areas will be available 
in the summer. 

You can find links and 
guidance on VAT notices and 
Revenue & Customs Briefs 
at www.accaglobal.com/
advisory. 

Access to finance

Government business 
services
You can find details of 
the latest guidance on 
government business services 
at www.accaglobal.com/
advisory. The guide from 
the stakeholder engagement 
team at the Department 
for Business, Innovation & 
Skills provides a summary of 

the support that is available 
to business. 

Mortgage references
HMRC has stated that it 
has ‘been working with 
the Council of Mortgage 
Lenders on improving some 
self-assessment (SA) online 
documentation, so that it can 
be considered as evidence of 
income declared to HMRC and 
to meet the Financial Conduct 
Authority (FCA) challenge 
over the robustness of the Tax 
Calculation.’ It states that the 
‘online documents that have 
been improved are:

* The “Tax Calculation” 
which shows the 
breakdown of the income 
returned on the customers 
tax return, including 
commercial versions and 

* The “Tax Year Overview” 
which confirms the tax 
due from the return 
submitted to HMRC and 
shows any payments 
made, cross referencing 

54

Accounting and Business 05/2015

Technical | Update

www.accaglobal.com/advisory
www.accaglobal.com/advisory
www.accaglobal.com/advisory
www.myfirmsapp.co.uk


Law

Consultation: 
postgraduate study
The Department for 
Business, Innovation & 
Skills (BIS) has issued a 
consultation on support for 
postgraduate study. Anyone 
under 30 who is eligible 
and accepted to study 
will be able to apply for a 
loan of up to £10,000. The 
consultation, which closes on 
29 May, can be found at  
bit.ly/gov-loans.

Employment law 
factsheets
As part of a six-monthly 
review, the suite of 12 ACCA 
employment law factsheets 
has been updated. In 
addition to the factsheets 
that cover employment 
contracts, disciplinary and 
grievance procedures, 
employee rights, redundancy, 
settlements, managing 
sickness, discrimination and 
performance issues, you can 
also find a computer-use 
policy, contract of employment 
and standard statement of 
terms and conditions.

You can find factsheets 147 
to 158 at www.accaglobal.
com/advisory.

Automatic enrolment 
regulation changes 
New regulations came into 
force on 1 April, which aim 
to reduce the administrative 
overheads, especially for 
small and micro employers, 
for assessing and issuing 
worker information. 

The changes are not 
mandatory, so employers 
can either continue to follow 
the ‘old’ rules or they can 
adopt the new ones. The new 
regulations cover:

* worker exceptions

* worker information 
requirements

* defined benefit scheme 
quality requirements.

The new regulations introduce 
new exceptions for workers:

* who are in a notice period

* who have ceased active 
membership of a qualifying 
pension scheme with 
HMRC tax protected status 
for their pension savings

* who have received 
a winding-up lump 
sum payment.

The regulations also allow 
employers who have 
already developed a set of 
communications based on the 
old requirements to continue 
to use them. But employers 
can opt for a simplified 
approach and can now send 
letters to workers:

* when enrolling workers

* when using postponement

* when workers have a right 
to opt in/join a scheme

* when applying the 
transition period.

Other simplifications include 
the removal of the ‘requirement 

to give separate opt-in and 
joining information when the 
worker changes category’. This 
means that the identification 
process for workers is 
simplified to those who must 
be automatically enrolled and 
those who do not need to be.

The Pensions Regulator also 
highlights that ‘as contracting 
out is being abolished in April 
2016, new quality requirements 
for defined benefit (DB) 
schemes are needed. So, from 
April 2015, in addition to the 
existing Test Scheme Standard 
in the Pensions Act 2008 
(basically a test that the accrual 
rate is at least 1/120th), as an 
alternative a DB scheme will 
be able to meet new “simpler” 
alternative requirements set 
out in the new regulations.’ You 
can find details of contribution 
rate tests at www.accaglobal.
com/advisory.

Auto enrolment
The Pensions Regulator has 
highlighted the following in 
short briefings: 

* Automatic enrolment: 
Companies with no staff 
– what action to take? 
Companies with no staff 
other than directors may 
not have any automatic 
enrolment duties. This 
includes what sole directors 
can do if they believe 
automatic enrolment duties 
do not apply to them, as 
well as further information 
to help husband-and-
wife companies and 
family businesses. 

* Your step-by-step guide to 
automatic enrolment 

* A consultation on whether 
to provide a basic automatic 
enrolment assessment tool 
for employers who use 
HMRC’s basic PAYE tool » 

Prompt payment code 

The Prompt Payment Code, which is regarded as the best practice for payment of suppliers, 
has been further strengthened, with signatories to the code being asked to:

* pay invoices within a maximum of 60 days, and seek to pay within 30 days as the norm

* avoid practices that are grossly unfair and adversely affect your suppliers

* report annually (for small and medium-sized signatories) on payment performance, on 
a comply-or-explain basis, and half-yearly (for large signatories) in line with the new 
statutory reporting requirement

* provide five references (up from two) to validate membership.
The timeline for the changes is detailed below. 

Now:

* signatories asked to comply with 30- and 60-day payment terms

* signatories asked to avoid practices that are grossly unfair and adversely affect suppliers

* requirement for five references introduced for new signatories

* new code website goes live

* new Code Compliance Board comes into being.

Summer 2015:

* large company signatories within the scope of the new statutory reporting requirement 
asked to start half-yearly reporting on their payment performance 

* all signatories required to submit additional information and references

* all other signatories, including small and medium-sized companies outside the scope 
of the new reporting requirement, asked to start annual reporting on their payment 
performance on a comply-or-explain basis. 

April 2016:

* all signatories required to start reporting on their payment practices

* maximum payment terms come into force; signatories to seek to pay within 30 days, and 
required to pay 95% of invoices within 60 days, unless exceptional circumstances apply.

You can see a list of the signatories at bit.ly/bis-pps; to apply, visit bit.ly/pps-join.
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will be open until 19 May, 
and the regulator intends 
to publish its response in 
the summer. You can see 
the consultation at  
bit.ly/tpr-consult. 

* Automatic enrolment: What 
business advisers need 
to know about payroll. 
This guidance contains 
a useful summary of the 
steps for getting a payroll 
system ready and testing 
whether a business will be 
ready. The table (above) 

has been extracted from 
the guidance.

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 

Ownership

Staff information

Pay reference period

Data format

Assessing staff

Contributions

Tax relief

Telling staff

Timing

Source: The Pensions Regulator

* Who will be responsible for handling each of the tasks listed 
in the ‘steps for getting your clients’ payroll system ready’?

* If a task is being carried out by a third party, such as a payroll 
bureau or accountant, are both they and the employer clear 
on what they’re expected to do and by when? 

* Are the details (full name, address, email, date of birth, NI 
number) for all staff correct and up to date?

* Which type of pay reference period is supported by 
the employer’s payroll system – calendar-based or tax 
period-based – and is this accepted by the chosen 
pension provider?

* Can the employer’s payroll system generate data files that 
are compatible with the pension provider’s system?

* Has the employer processed a dummy run ahead of 
their staging date and sent the test date to their pension 
provider, and have they reported any errors?

 

* Is the payroll system set up to identify and flag which pay 
elements are qualifying earnings?

* Will the pensionable pay elements have been identified 
and flagged? NB: this may not be the same as qualifying 
earnings unless the pension scheme defines pensionable 
pay as qualifying earnings.

* Is the payroll system set up to deduct the correct levels 
of contributions?

* How does the pensions scheme apply tax relief?

* Does it use tax relief at source or a net pay arrangement?

* Is a salary sacrifice scheme in place?

* Has there been a test run of different types of letters that 
will need to be sent to the different types of staff? 

* Will the data be sent to the pension provider at the right time?

* What day does the provider need to receive the information? 

* Will payroll need to run earlier in its cycle to allow time 
and letters to staff?

intellectual property. More at 
bit.ly/fco-risk.

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  
bit.ly/fco-updates. 

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 Angola, 
Costa Rica, Panama, China 
and Malaysia. 

The guide on Malaysia 
highlights business 
opportunities for the 
education sector. These are:

* coaching and mentoring 
training

* educational partnerships 
with universities and 
colleges

* corporate and executive 
training

* e-learning solutions

* human resource  
solutions

* soft-skills training

* English language training.
It also states that there are 
challenges when doing 
business in or with Malaysia, 
and lists the following 
as major issues facing 
UK businesses:

* the public procurement 
process is not transparent

* Malaysia is ranked 
in the top third of 
countries in Transparency 
International’s Corruption 
Perceptions Index

* a weak competitive 
environment

* an overseas exodus of 
Malaysian talent.

The guidance can be seen at 
bit.ly/ukti-export.

You can find details of 
regimes and designated 
persons subject to sanctions at 
bit.ly/gov-sanctions

Bribery and corruption
The UK Export Finance 
Consultation relating to 
UK Export Finance’s anti-
bribery and corruption policy 
is open for comment until 
15 May. The consultation 
highlights proposed changes 
to the anti-bribery and 
corruption declarations 
and undertakings which it 
requires from the exporters 
it supports. More at  
bit.ly/ukef-consult. ■

Automatic enrolment: checklist for businesses 
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How much?
Michael Mainelli and Ian Harris explain why they believe that 
accountancy should be seen as a measurement science

Professor Michael Mainelli 
FCCA, along with his 
colleague Ian Harris, wrote 
an award-winning book 
based on his 2005 to 2009 
Gresham College lectures. 
The book, The Price of 
Fish: A New Approach to 
Wicked Economics and 
Better Decisions, explored 
economics, systems theory, 
decision-making and 
evolution as four intertwined 
streams people needed 
to understand in order to 
make big decisions about 
commerce. 

In the book, they put 
forward the intriguing idea 
that accountants should 
recognise that accountancy is 
a measurement science. Such 
recognition would mean that 
accountants should move from 
discrete numbers to ranges 
and confidence intervals. 
They encouraged all business 
people to use ranges where 
appropriate, suggesting the 
mnemonic BET% – Bottom, 
Expected, Top, % likelihood 
in range. 

This suggestion grew 
into a structured proposal: 
Confidence accounting: 
a proposal by Ian Harris, 
Michael Mainelli and Jan-Peter 
Onstwedder of Z/Yen Group 
published by ACCA, Long 
Finance and the Chartered 
Institute for Securities & 
Investment (CISI) in July 2012. 
Luminaries such as Sir David 
Tweedie, former head of the 
International Accounting 
Standards Board (IASB), and 
Andy Haldane, chief economist 
at the Bank of England, have 
come out in support. 

Confidence accounting 
suggests the use of 
distributions, rather than 

discrete values, where 
appropriate in auditing and 
accounting. The authors claim 
that in a world of confidence 
accounting, the end results of 
audits would be presentations 
of distributions for major 
entries in the profit and loss, 
balance sheet and cashflow 
statements. The proposed 
benefits of confidence 
accounting include a fairer 
representation of financial 
results, reduced footnotes, 
more measurable audit quality 
and a mitigation of mark-to-
market perturbations. So how 
did this begin? The rest of this 
article is an extract from The 
Price of Fish. 

Numbers, numbers
Take one fundamental and 
universal area of commercial 
measurement, financial 
accounts. Accounting 
measures are presented 
as specific numbers, not 

ranges, despite their inherent 
uncertainties.

When Global Megacorp 
states its turnover as 
$71,393,224,326.73, you know 
this number is a fiction. This 
is typically an estimate of 
the mean of turnover, but 
you don’t actually have the 
distribution of values to know 
more. Accountants grapple 
with significant uncertainties 
when computing turnover. 
Auditors have materiality 
issues with the consequences 
of that uncertainty. Realising 
the obvious absurdity and 
statistical improbability of 
purporting to know a huge 
corporation’s turnover to the 
penny, accountants laugh 
and happily round things off, 
but still neglect to give us 
any idea of the range of the 
distribution. One number 
alone is sought to describe 
complex distributions, typically 
the mean.

There is a 
surfeit of old 

jokes in which 
an accountant 

delivers the punch 
line: ‘What do you 
want the number 

to be?’ 

The three frequency charts 
(opposite) show the same mean 
turnover, $71,393,224,326.73 
under today’s deterministic ‘one 
number’ paradigm. However, 
that mean turnover has a very 
different meaning in each 
case. Scenario A is the least 
of anyone’s problems. The 
differences in values across 
the range $71,393,224,325.75 
to $71,393,224,328.50 are 
infinitesimal, each of the 
potential individual differences 
making up that range 
amounting to pennies. Scenario 
B has an alarmingly wide range 
($50bn to $90bn), normally 
distributed around the same 
mean turnover figure. In fact, 
there is a 90% chance that 
the turnover will fall between 
$61bn and $84bn, which doesn’t 
exactly increase confidence in 
the mean value. In Scenario 
C, the distribution is heavily 
skewed, with the most likely 
outcomes being significantly » 
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lower turnover than the mean 
outcome (median turnover 
is $50bn). There are possible 
outcomes at significantly higher 
turnover than the mean. All that 
we can say with 90% likelihood 
is that turnover falls within the 
range $0bn to $172bn. Much 
like Scenario B, Scenario C is a 
dream for the accountant who 
is being asked ‘just give me 
the figure’, but a nightmare for 
the auditor trying to work out 
whether that figure is justifiable.

As in all accounting 
statements, too many 
measurable items that end up 
in a profit figure are ranges, 
from the estimate of gains in 
freehold land value to the likely 
profit on individual contracts 
to the value of insurances. To 
ensure total clarity, we litter 
accounts with explanatory 
footnotes to the point that only 
highly sophisticated financial 
analysts can understand 
them. When the accounts 
are presented, these financial 
analysts tear them apart in 
order to try to rebuild estimates 
based on ranges.

Audit is all about 
measurement, yet in practice 
financial audit is virtually 
bereft of all the usual scientific 
terminology one finds around 
measurement: confidence 
intervals, range estimates, 
sampling techniques, 
probability distributions. 
In short, we believe that 
financial audits need to be 
more scientific. If auditors 
do practise risk-based 
auditing, then why can’t we 
see the odds they face? This 
simple question raises a 
number of concerns about 
the approach to financial 
statements in auditing by 
today’s accountants. Balancing 
the odds might well give a 
truer and fairer picture of 
accounting than traditional 
ways of balancing the books. 
We call this probabilistic or 
confidence accounting.

Much like the Soviet era, 
there is a surfeit of old jokes in 
which an accountant delivers 

the punch line: ‘What do you 
want the number to be?’ The 
uncomfortable truth is that 
accountants have quite a bit 
of influence over the final 
number. Indeed, accountants 
and auditors throw away 
tremendous amounts of 
information, as they principally 
use fixed numbers in almost all 
their calculations. The financial 
community knows that the 
annual report is subject to 
tremendous uncertainty, but 
will find little evidence therein. 
The key community for the 
annual report, investors, 
spend more of their time 
on reconstruction of the 

underlying ranges or guessing 
other investors’ sentiments 
than worrying about the 
annual report’s singular guess 
at what reality might be. Surely 
no theory of measurement 
has wasted so much effort 
ignoring the real world.

Intriguingly, the overreliance 
on single numbers ensures 
that auditors get off very, very 
lightly, practically skipping 
away. How do you hold an 
auditor to account? If you can 
prove that the profit figure is 
incorrect by $1, is that enough 
to claim that the accounts are 
invalid? Certainly not. $100? 
Well, when? In fact, auditors 

have cleverly avoided giving 
us anything substantive to 
go on, such as ‘The auditors 
are 95% certain that profits 
were between $X and $Y.’ 
We believe that the auditing 
profession would benefit from 
such disciplines and that audit 
failures (of which there are far 
too many) would then become 
that much rarer. We advocate 
forcing auditors to lay these 
ranges out clearly and to 
provide indemnities to support 
their ranged opinions.

The term we use to describe 
this approach, confidence 
accounting, has an intriguing 
double meaning. It uses 
confidence intervals rather 
than absolute numbers, plus 
we believe that the approach 
should cause people to have 
more confidence in accounts. 
For example, once profits 
are expressed as ranges after 
allowing for doubt, users of 
those accounts should have 

The overreliance 
on single numbers 

ensures that 
auditors get 

off very, very 
lightly, practically 

skipping away

Fish source

The extract in this article is from The 
Price of Fish: A New Approach to 
Wicked Economics and Better Decisions 
(Nicholas Brealey Publishing).
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more confidence in the profits 
thus recognised. We also 
believe that the approach 
introduces useful feedback and 
control loops into the regulatory 
system. Regulators could, 
in changing circumstances, 
change the confidence limits 
to be applied to certain 
accounting factors. For 
example, following a banking 
crisis, confidence intervals 
used by banking regulators to 
determine reserve levels could 
be tightened or loosened 
in order to restore market 
confidence and/or vary liquidity.

We use the acronym BET% 
to describe this approach: 
Bottom, Expected, Top, and 
% likelihood. We have talked 

about overreliance on single 
numbers in the context of 
financial accounting measures, 
but the principle of using 
ranges instead of discrete 
numbers applies to all  
manner of measures. In fact, 
we advocate pinning down  
all commercial measurers  
to their estimates using  
BET%. ■

Professor Michael Mainelli 
FCCA is co-founder of City of 
London think-tank Z/Yen and 
a member of ACCA’s Global 
Forum for Governance, Risk 
and Performance. Ian Harris 
is co-founder of Z/Yen, which 
has created award-winning 
statistical systems

For more information:

See also the paper by Michael Mainelli and co-published 
by ACCA, the Chartered Institute for Securities 

& Investment and Long Finance, Confidence accounting: 
a proposal, at www.accaglobal.com/ab96
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Bin the boilerplate
With new-style audit reporting due to begin next year, auditors around the world are 
bracing themselves for the accompanying challenges. Audit will never be the same again

The brief, binary, clean or 
qualified boilerplate auditor 
report known to generations 
of auditors and readers of 
accounts is being consigned 
to history. The roots of the 
extended auditor reporting 
that will replace it across the 
globe go all the way back to 
the financial crisis. 

The International Auditing 
and Assurance Standards 
Board (IAASB) has published 
its finished work on extended 
auditor reporting, with 
implementation slated for 
December 2016 year-ends. 
The US is working on its own 
standard but the two are 
closely aligned, with similar 
concepts and much discussion 
between the standard-setters. 

Sue Almond, ACCA’s 
external affairs director, says 
that extended reporting is 
‘one of the most exciting 
developments in audit 
reporting in my whole 
professional career. There 
have been no significant 
changes in auditor reporting 
– certainly on a global basis 
– in 30 or 40 years. This is the 
standard-setter trying to be 
responsive and take a major 
step forward.’

Providing colour
An extended audit report 
is all about responding 
to the demands for more 
information. The idea is to 
enhance the information value 
of the report, moving audit on 
from its current binary pass/fail 
nature, and to provide users of 
accounts with colour around 
what happened in the audit 
and where some of the key 
audit judgments were made.

Brendan Murtagh FCCA, 
former ACCA president and 
founding partner at LHM 
Casey McGrath in Dublin, 
joined the IAASB in 2012. He 
is one of 18 board members 
responsible for developing 
and revising the auditor 
reporting standards over the 
past three years. 

He says: ‘Following the 
financial crisis, it became clear 
the level of information in the 
audit report needed to be 
improved and there needed to 
be greater transparency. As we 
worked through the project, 
what became clearer was that 
it was not an expectation gap 
but an information gap that we 
needed to bridge.’

The principal change facing 
auditors is reporting on key 

audit matters: 
those issues that 
have taken up the 
time and effort 
during the audit. ‘It 
is a judgment piece  
for the auditor, 
who is required to 
discuss the issues 
with those charged 
with governance 
and then disclose 
in the audit 
report why it is of 
significance, how 
the auditor has 

responded and how sufficient 
comfort has been achieved 
to be able to give the audit 
opinion,’ Murtagh explains. 

So while the audit opinion 
(clean or qualified) will be 
at the top of the report, the 
detailed context for that 
opinion will be presented 
– and that represents a 
fundamental change. The 
result, Murtagh says, ‘is 
intended to put information 
in the hands of the users 
so they can make a more 
informed decision’.

‘Game changer’
Diana Hillier, PwC partner for 
international standards, says: 
‘These new standards give 
us an opportunity to deliver 
innovation and insight in a way 
not previously permitted. We 
can demonstrate publicly the 
relevance of the audit, rebuild 
trust in auditors and, crucially, 
underpin confidence in 
reported financial information. 
This a game changer for 
all stakeholders.‘

And game changers are 
never universally welcome. 
There is bound to be 
nervousness, with questions 
raised over issues such as 
auditor liability. But once an 
audit is subject to a legal 
challenge, anything becomes 
discoverable. As Almond 
points out: ‘There is nothing 
in the extended audit report 
which shouldn’t be in the audit 
file anyway.’

Indeed, the extended 
auditor report is a chance 
for auditors to show off 
their stuff. ‘Audit partners 
will be wary of significant 
change but the other side is 
it opens up opportunities,’ 
Almond says. ‘The debate 

‘The regulators 
are already alive 

to the impact 
on the market if 
auditors were to 

say something 
that could cause a 

run on a bank’

about competition and 
concentration underlines 
there is very little that lets 
firms differentiate themselves. 
There is an opportunity for 
firms to look at the way they 
report in the audit report – 
the final product – and the 
quality insights they give. 
There is an opportunity for 
more to be in the public 
domain which reflects on the 
quality of what they do.’ 

Robert Stenhouse 
FCCA, chair of the ACCA 
Global Forum for Audit and 
Assurance and director of UK 
national accounting and audit 
at Deloitte, agrees, adding 
that he is a huge fan of 
extended auditor reporting. 
‘I encourage ACCA auditors 
around the world to grasp 
this opportunity and use their 
audit reports to showcase 
what fantastic work they do,’ 
he says. 

Through the reports, 
auditors will be seen to 
respond to challenges in a 
way that should resonate 
with stakeholders, Stenhouse 
adds. ‘We need more 
transparency about what 
auditors do and how they 
do it. We should no longer 
live with the pretence that 
everyone knows what a bland 
audit report means.’

Such a major step will 
not be without its problems 
in practice. The IAASB has 
tried to limit the degree of 
specificity in the standard 
to allow practice to develop 
and evolve. Almond says: 
‘Only when you come to write 
some of these things do you 
uncover some of the practical 
challenges from both the 
company perspective and the 
auditor perspective.’
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Too bright a light?
But is there a danger that 
the light being shone by 
the extended audit could 
end up being too bright in 
some circumstances? When 
the economy is benign an 
extended audit report may 
not worry management, 
but when times get tough 
Stenhouse warns that 
‘these audit reports will 
become trickier’. 

If the entity does not 
value external audit, then 
it won’t value an extended 
audit report. ‘However, the 
best boards will know there 
is comfort from, and value in, 
the fact that stakeholders and 
investors get an audit report 
which shows that auditors 
have looked at the right thing, 
know their business, and are 
engaging and challenging 
the entity appropriately,’ 
Stenhouse says. 

There may well be some 
questions raised about 
specific, heavily regulated 
sectors. ‘For systemically 
important sectors such as 
banking, the regulators are 
already alive to the impact 
on the market if auditors 
were to say something 

that could cause a run on a 
bank or provoke some sort 
of economic contagion,’ 
Stenhouse says. ‘As extended 
reporting spreads around 
the world, there needs to 
be appropriate recognition 
that this is a powerful 
communication mechanism.’

Feedback from a pilot 
suggests that auditors were 
confident of being able to 
identify the right key matters. 
‘We see implementation 
bringing both opportunities 
and challenges,’ Hillier says. 
‘The new reports will be as 
new to management, audit 
committees and users as they 
are to auditors – we will all be 
on a learning curve. 

‘The aim is audit reports 
that are insightful and tailored 

to the company. It would be 
a setback if this just becomes 
a boilerplate exercise. That 
said, there will be a certain 
degree of similarity when 
auditors address similar 
facts, circumstances and 
outcomes, both for the same 
company over time and across 
industries. But that, in and of 
itself, provides insight.’ 

The point of extended 
auditor reporting is that 
it will allow auditors to 
enhance audit quality, 
improve transparency and 
alter their engagement with 
stakeholders. Audit, never 
mind the audit report, will 
never be the same again. ■ 

Peter Williams, accountant and 
journalist

▲ Audit’s engine room
The UK’s extended audit 
reporting requirement has 
been widely interpreted, with 
KPMG’s five-page report on 
Rolls-Royce being notable for 
detailing the risks that had the 
greatest effect on the audit, its 
procedures and its findings
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The art of making money
As acting bullion director at The Royal Mint, Martin McDade is worth his weight in gold, 
taking responsibility for expanding the bullion side of the business

When you hand over a 
collection of change for 
your morning coffee or 
newspaper, do you ever 
stop to think where it came 
from? Or how it was made? 
Every genuine coin in our 
pocket or purse (and there 
are 28 billion in circulation at 
any one time) started life in 
South Wales at the 35-acre 
Royal Mint site in Llantrisant, 
just outside Cardiff.

The Royal Mint has been 
making money since the reign 
of Alfred the Great (871-899). 
Between 1279 and 1968 it 
was based in or around the 
Tower of London, where 
former Masters of the Royal 
Mint include Sir Isaac Newton. 
As the country prepared for 
decimalisation, The Royal 
Mint began its move to a new, 
purpose-built site in Wales.

The Royal Mint is now 
the centre not only for the 
production of UK coins (it 
made almost two billion in 
its latest financial year), but 
for 60 other countries. And 
that’s not all – the CV of 
its Commemorative Coins 
division includes making all 
the medals for the London 
2012 Olympics. Its latest 

products include a special-
edition £5 silver crown to 
celebrate the birth of Prince 
George, and the first in the 
annual series of UK Chinese 
New Year coins. The first ever 
£20 coin, minted last year, sold 
out its run of 250,000.

In 2016, the operations, 
history and achievements of 
The Royal Mint will become 
all the more public when a 
new visitors’ centre opens at 
the site, made possible by a 
£2.3m grant from the Welsh 
government, contributing to 
the total £7.7m cost of the 
project. Between 120,000 and 
200,000 visitors a year are 
expected once the centre is 
up and running. ‘It’s a very 
exciting time for us,’ says 
Martin McDade, acting bullion 
director at The Royal Mint.

McDade joined The Royal 
Mint eight years ago after 
a 20-year career in cost and 
management accounting for 
companies including Playtex 
and Biwater Valves. ‘I always 
wanted to be an accountant,’ 
he says. ‘I was always 
numerate and interested 
in business and finance.’ 
After completing an HND 
in accounting in Glasgow, 

he embarked on 
a varied career 
that took him 
to France and 
Morocco, studying 
for ACCA’s exams 
in his own time. ‘I 
didn’t study with 
ACCA because it 
was offered by an 
employer; it was 
simply the best 
option for me as an 
accountant working 
in industry,’ he 
explains. He 

landed at The Royal Mint, 
initially for a six-month 
contract, when the demands 
of having young children 
necessitated a move closer to 
family in South Wales.

Improved efficiency
At the time, The Royal Mint 
was part of the Civil Service. 
In 2010, though, it was vested 
into a government-owned 
company. ‘Its history meant 
that while some of its finance 
processes were commercially 
astute, others were quite 
inefficient,’ says McDade. Over 
the past five years the Mint 
has worked hard to improve 
efficiency and cut costs, with 
great success; its revenues 
increased by 24% in the latest 
financial year to £314.9m, 
including £213.7m from 
Commemorative Coin sales 
(an increase of 20% on the 
previous year).

After initially working 
as a financial controller, 
McDade moved into the 
Commemorative Coin division 
in 2010, where he worked 
closely with the director of 
the division. ‘That was a 
stellar time for us because 
we had both the Olympics 
and the Queen’s Jubilee in 
2012,’ he recalls. ‘The role was 

‘We are the 
world’s largest 

export mint, 
so dealing with 

the international 
finance 

side is very 
interesting ’ 

all about making sure that 
Commemorative Coin was as 
successful as possible in terms 
of finance, which meant that I 
had a lot more influence over 
the decisions that are made.’ 

From the outset, McDade 
found the variety of finance 
work fascinating and it is 
something that he strongly 
advocates for any accountant 
considering their future career. 
‘We are the world’s largest 
export mint, so dealing with 
the international finance side 
is very interesting. But we also 
design, manufacture, market, 
sell direct and deliver our 
products. The finance team 
deals with a huge range of 
things, from foreign exchange 
to VAT to treasury.’

Gold patrol
It is precious metals, though, 
where some of the most 
important work is done. 
Precious metals account for 
most of the raw materials 
used at The Royal Mint, which 
means that it is exposed to 
the unpredictability of the 
international commodities 
markets. ‘We’d be kidding 
if we said that we knew how 
the price of gold will move,’ 
says McDade. It is difficult to 
predict where the latest shock 

Tips

* ‘One of the best things about 
working at The Royal Mint is 
the variety of work. We’re a 
manufacturer, we design our 
products, we sell, we export. 
It’s as good a grounding for an 
accountant as I can think of.’

* ‘I took a long time to qualify because I was doing it 
on my own time and work often got in the way. If you 
can get your exams over with quickly, do it.’
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will come from; the removal of 
the Swiss cap on its currency, 
for example, drove many 
foreign exchange investors to 
move into gold.

‘The value of our 
transactions, both sales and 
purchases, amount to between 
£300m and £400m a year,’ 
says McDade. ‘We protect 
our metal stocks through loan 
accounts with precious metals 
banks. So if the price of gold 
goes up, our asset goes up, 
but so does the liability with 

the bank, and vice versa if 
the price of gold falls.’ Metal 
costs are set quarterly at a 
fixed price, and the selling 
price to customers is then 
adjusted to reflect these 
costs. ‘That allows us to have 
some stability for the next 
quarter.’

The next step for The 
Royal Mint is the expansion 
of its bullion business, which 
McDade is currently helping 
to build. ‘We think we can 
grow our market share in 

bullion,’ he says. ‘It’s very 
exciting to be involved in it.’ 

The new initiative includes 
an online platform that allows 
customers to buy gold and 
silver coins and bars direct 
from the Mint at a live price; 
customers also have the 
option to store their bullion 
at The Royal Mint’s vault until 
they decide to sell. Take your 
bullion offsite, though, and you 
are on your own. ‘Half of our 
transactions at the moment 
are physical deliveries to the 

customer,’ says McDade. ‘But 
if the customer takes delivery 
we then won’t buy it back from 
them in the future.’ 

For similar reasons, no one 
is allowed to carry coins into 
The Royal Mint site; in this 
business, security is always 
the priority. ■

Liz Fisher, journalist

For more information:

royalmintbullion.com
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Snapshot: risk  
management
Companies face many threats; 
what they perceive to be the most 
serious risks will vary considerably 
between industries and locations 
and over time. Some manifest 
globally, such as geopolitical risks, 
risks relating to the environment, 
the ebb and flow of the world 
economy and asset price volatility.

One particular issue for risk 
managers, accounting teams and 
their boards is the increasing 
level of regulation and oversight. 
The global financial crisis has 
produced a demand for greater 
transparency and increased 
pressure on companies to 
demonstrate their soundness 
and integrity. This means that 
finance teams are expected to 
provide management with insight 
and guidance on risk in greater 
depth than ever before. This has 
not always been accompanied by 
increased resources.

While the additional burden 
creates problems for the finance 
team, which may have little in the 
way of specialist risk management 
resource, the picture is not entirely 
negative; they can now expect 
that their efforts to provide better 
risk information will be taken more 
seriously both by their boards and 
by management in the companies 
in which they work. This can only 
improve the quality of the insights 
that they generate.

Patrick Healy, executive director, 
risk, EY

The view from
Tanzila Rashid ACCA, assurance executive, EY, UK & 
Ireland, on the challenges of moving to a global firm

I began my accountancy career in 
audit. After graduating with a degree 
in accounting and finance, I joined PKF 
Littlejohn. There I started studying for the 
ACCA Qualification while working on the 
audits of SMEs.

I decided to leave audit behind and 
moved to EY six month ago. Here I 
am part of the Fraud and Investigative 
Disputes team. We conduct investigations 
into potential frauds and help resolve 
conflicts on behalf of our clients.

The type of work varies enormously. 
I might cover investigations into financial 
frauds, helping clients manage their 
relationships with regulators and working 
alongside lawyers on behalf of clients. The 
most recent investigation I was a part of 

involved more than colleagues. However, 
it’s not unusual for hundreds of people to 
be involved in the largest of projects. 

There were challenges in moving to 
a global firm like EY. Previously I knew 
everyone and who to go to. Networking 
is important and I’m getting to know as 
many people as possible.

The ACCA Qualification has given me 
some crucial skills. Professional integrity 
is key. We have a strict code of conduct 
and must remain impartial and at arm’s 
length from those we are investigating.

I am using my accountancy skills in a 
different way. My audit background 
helps me to understand figures. Now I use 
these to help tell a story. 

There is a strong emphasis on CPD at 
EY. We can access an array of classroom-
based and online learning resources. 

EY’s company culture is supportive 
of my lifestyle. I benefit from flexible 
working and am a member of the 
Women’s Network, which enables me to 
engage with like-minded professionals. 

I have some great role models 
around me. There are senior managers 
I have worked with who have family 
commitments, yet still manage to leave on 
time despite a challenging workload. They 
have taught me that longer hours don’t 
necessarily mean better work. 

The most enjoyable aspect of this 
role is interviewing people – I love it! 
Building a rapport with an individual to 
ensure you gather crucial information 
requires many subtle skills.

I am an alumni of ACCA’s Leaders of 
Tomorrow programme. Two modules 
were of particular benefit: ‘Making 
yourself more visible on social media’, 
which led to me being contacted via 
LinkedIn for my EY role and ‘networking’, 
so important within a global firm. ■

Senior managers 
with family 

commitments 
have taught me 

that longer hours 
don’t necessarily 

mean better work 
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Bubbling up
After some initial reticence, the multidisciplinary trend has been set, with ever more 
accountants and lawyers offering each other’s services from within their own firms

It has now been eight years since the 
Legal Services Act was enacted amid 
much fanfare, promising a big bang 
change to the way legal services 
could be offered. Dubbed the ‘Tesco 
law’, it was expected to greatly 
increase choice of supplier (including 
supermarkets) and affordability, 
according to speculation at the time.

At the heart of this liberalisation 
is the alternative business structure 
(ABS). It is this section of the act that 
enables the creation of a genuine 
multidisciplinary practice, allowing 
accountants and lawyers to offer a 
‘one-stop shop’ service to their clients.

Given the market value of the legal 
services sector, it might be assumed 
that there would be a stampede of 
professionals, including accountants, 
keen to exploit this new opportunity. 
But this has not been the case. Only 
about 350 businesses have been 
issued with an ABS licence, and barely 
80 of these have gone to accountancy 
firms. The legal sector’s big bang is 
apparently more of a damp squib. 

However, this small number does 
include some big names. EY, PwC and 
KPMG have all acquired ABS licences. 
Despite an underwhelming start, this 
could yet become the business model 
of choice for many firms, but over a 
longer time frame than first expected.

Risky business?
The ABS model carries with it a 
perception of risk that seems to be 
encouraging a ‘wait and see’ attitude. 
Mandy Mitten, MD of Midlands-based 
mid-tier accountancy firm Mitten Clarke, 
can see how aspects of her work and 
legal services could link in well, such as 
inheritance tax and estate planning. She 
has already had contact from interested 
parties. ‘I’m not saying never, but we are 
halfway through a five-year business plan, 
and we wouldn’t want anything to distract 
us from that,’ she explains. ‘Just because 
you are allowed to do something, doesn’t 
mean you should jump in feet first. We 
need properly thought-out strategic 
decisions.’ She also sees risks. ‘I’d hate 

‘People want 
the best advice 
available. If you 

try to be a jack of 
all trades, does 

your message get 
muddied?’

What is an ABS?

* Alternative business structures were enabled by the 2007 Legal Services Act. 

* The first ABS licence was issued in March 2012.

* An ABS allows non-lawyers to manage and have a stake in law firms. They 
can also seek outside investment in the venture.

* Accountants and other services such as insurers can offer a range of legal 
services by hiring lawyers, enabling them to offer a multidisciplinary practice. 

* ABS firms will be regulated by the Solicitors Regulation Authority but 
accountants must also comply with their own regulatory bodies.

* Gaining an ABS licence now takes about six weeks, down from three 
months.

* A spokesman for the SRA says that ABS applicants can be surprised at just 
how ‘intrusive’ the licensing process can be.

to be responsible for a company that I 
couldn’t operate myself. People want 
the best advice available. If you try to be 
a jack of all trades, does your message 
get muddied?’

The question of legal privilege within 
an ABS firm is also seen as risky. Could a 
client receiving advice from both a lawyer 
and accountant under the same roof find 
that the line between what is privileged 
and what isn’t gets blurred?  ‘Lawyers 
aren’t providing financial services 
because they are so wary of legal advice 
privilege,’ says Dr Sundeep Aulakh, 
research fellow at Leeds University 
Business School, who is examining the 
impact of ABS. ‘It can create all sorts of 
difficulties, and I don’t think the Solicitors 
Regulation Authority has a clear position 
on that.’

However, Ian Waters, head of standards 
at the ACCA, suggests that concerns 
about privilege are unfounded, with both 
sides knowing where they stand. ‘There 
are defined rules that both professions 
understand. Privilege is relevant in 
litigation but that is not a place our 
members would be rushing towards.’ 
He says the two professions have much 
in common: both are ‘very aware of 
confidentiality, and the personal and 
commercial sensitivities they deal with on 
a daily basis’.

Blurred lines
KPMG’s ABS model is an example of one 
way of avoiding the problem: don’t offer 
certain services. ‘The reason we became 
an ABS was not to offer privilege,’ 
explains head of legal services, Gary 
Harley. ‘The reality is there is a blurring 
of the lines between what accountants, 
lawyers and advisers do. We think this 
presents an opportunity to provide an 
integrated offering.’ For example, KPMG 
has clients and a mobile workforce spread 
around the world. It makes sense to 
offer tax advice about a country and also 
provide the visa and immigration services 
needed to do business there. ‘The buyer 
gets the convenience of working with a 
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Another potential problem when 
adopting ABS might be divisions 
emerging between the legal and 
accounting service lines. For example, 

lawyers tend to have higher billing 
rates, but accountants have 
more repeat business. If one 
group feels it isn’t getting a 
fair share, then resentments 

might grow. Ian Waters explains, 
‘It is more likely to be the cultural 

side of things that threatens this 
merging of professions. Stresses are 
likely to be caused by technological 
issues around billing practices and 
account management. It’s these issues 
that principals in a new ABS would 
have to address early, managing the 
expectations of team members.’ 

An accountant who already has a 
profitable cross-selling relationship 
with a legal firm could be forgiven for 
thinking an ABS licence will bring more 
stress than reward. However, as more 
multidisciplinary practices emerge from 
successful ABS offerings, the pressure 
to be in the market will increase. 

No two ABS offerings will be 
the same as different businesses 
seek the right blend of skills for 
their model. But they are growing in 
number as accountants, insurers and 
lawyers begin recruiting from other 
professions. Law firm Eversheds has 
recently announced some poaching of 
high-profile talent from KPMG. 

The appeal of being able to 
offer clients more services is clear. 
Aulakh points out that historically, 
small businesses are an ‘underserved 
market’ for legal services and could 
respond well to the ABS model. 
‘Commentators believed it would be 
revolutionary, but 10 to 15 years of 
incremental change could lead to this 
more radical shift.’

Mandy Mitten sums it up: ‘I 
think it a case that people have 
overestimated the speed of change 
but underestimated the impact. It’s 
an interesting time. People will learn 
from others’ mistakes, but then I think 
adoption will be exponential.’ 

The ABS model may only be 
starting to surface, but it is gathering 
momentum and could ultimately prove 
irresistible in professional services. ■

Matt Warner, journalist

firm with a global footprint,’ says Harley, 
‘We see the ABS as a game-changer. We 
want lawyers to be integrated, working 
alongside tax and advisory. That is why we 
moved hard and fast when ABS came in.’ 

Harley expects KPMG clients to 
continue using other law firms for 
privileged legal work. Taking on the 
‘magic circle’ is not part of the plan. ‘Our 
competition is the rest of the Big Four,’ 
he says. Deloitte states it has no plans to 
pursue an ABS ‘at this moment’, but this 
decision will be under constant review. 
PwC’s ABS is to enable it to bring PwC 
Legal, a standalone business, into the fold, 
while EY’s offering is similar to KPMG’s. 
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Bridging the brand gap
If practice leaders want to win more business for their firms, they must move out of their 
statistically based comfort zones and start collaborating with their marketing teams

Accounting and finance firms see 
attracting and developing new business 
as their top business challenge in 2015, 
according to research from the Hinge 
Research Institute. That puts the hunt 
for new business ahead of finding 
and keeping good people, leadership 
and internal change, and technology 
issues. The study also shows that firms 
recognise they need to raise their 
brand visibility to win more work. 
However, it is clear that practice leaders 
often do not appreciate or understand 
the value of the marketing effort.

‘Professional practices on the whole 
and accountancy practices in particular 
tend not to appreciate the benefits 
of marketing,’ says Alan Stone, head 
of marketing at Old Mill accountants. 
‘They know they have to be spending, 
but struggle to understand why they’re 
spending the amount they are and what 
the value of it really is.’ 

Brand – the B word – can simply go 
over their heads. ‘If practice leaders can’t 
touch it, feel it, smell it or taste it, they 
often don’t get it,’ says Alan Gilchrist, 
lecturer in marketing at Lancaster 
University Management School.

This means there is a need for better 
collaboration and cooperation between 
practice leaders and their marketing 
teams. But cooperating can be easier said 
than done.

Personality clash
For a start, there is a disparity in attitudes 
and personalities. ‘The clash between the 
statistically based accounting mind and 
the more creative marketing approach is 
at the root of the problem,’ says Stone. 

A survey by Econsultancy illustrates 
the division. It shows that while marketers 
tend to see finance people as analytical, 
detached, consistent, cautious, efficient 
and organised, finance people see those 
in the marketing department as outgoing, 
energetic, inventive, curious, easygoing 
and spontaneous.

On the whole, finance and marketing 
people do not speak the same language. 
Claire Curzon, managing director 

of Brighter Directions, a provider of 
outsourced marketing services for 
accountants, says: ‘The language 
of finance is often ambiguous, but 
accountancy firms in general don’t 
understand marketing language either. 
There are acronyms and jargon for almost 
every strategy and tactic, from conversion 
rates to customer experiences and 
stylesheets to the company’s proposition 
or its USP.’

Likewise, especially when marketing 
is outsourced, the marketers sometimes 
do not fully understand the nuances of 
their client’s business. Prodoceo, a firm 
of accountants and tax advisers based 
in Warsaw, Poland, outsources some 
of its marketing to an external agency. 
Katarzyna Kowalczyk, the firm’s managing 
partner, says: ‘I’m battling against this 
myth that tax is just about preparing tax 
returns – our marketers still don’t get it, 
so we struggle to agree the scope of our 
marketing strategy.’

There is also a lack of accurate 
information when it comes to 
demonstrating the return on investment 
of marketing spend. Research from 
McKinsey shows that just 36% of 
marketers use analytics to demonstrate 
their marketing return on investment 
quantitatively – the other 64% rely on 
qualitative measurement or none at all. 
And without clear ROI, practice leaders 
are reluctant to invest in marketing. ‘Our 
marketers always push for more money, 

but it’s difficult to persuade me to spend 
more when I have no idea of the results, 
especially when it can take ages for the 
results to materialise,’ says Kowalczyk.

Getting the nuance
So what can practice leaders do to get 
a better understanding of marketing’s 
value and where they need to invest? 
Clearly, some may have to educate 
themselves in the nuances and subtleties 
of customer research, evaluation and 
marketing metrics. ‘There’s always room 
for improvement,’ says Andy Froggatt, 
director and sales director at accountants 
Royston Parkin, which outsources some 
of its lead generation to a third party. 
‘Evaluation, marketing metrics and the 
capacity and scope of the internet is what 
we have most to learn – we’ve only just 
scratched the surface in this area.’

Curzon’s accounting clients look for 
high tangibility and confirmed ROI from 
marketing campaigns, which cannot 
always be guaranteed in the case of ‘soft’ 
marketing activities. ‘We provide proven 
case studies and industry information 
to show what ROI they can expect, and 
explain that soft marketing techniques like 
PR should be measured through brand 
awareness and website visits,’ she says. 

Marketing ROI is not black and white, 
warns Stone. ‘Nearly all clients have 
been influenced by a cocktail of events, 
publications and networking. You cannot 
pin it on single activities, which makes it 
difficult to measure the cost-effectiveness 
of any given campaign or event,’ he says. 

Practice leaders need to consider and 
accept the issue of timescale too. ‘Most 
clients do not come on board the week 
after first contact is made. It may take 
three months, a year or even three years, 
so you have to give it time for things to 
happen,’ adds Stone.

Practice leaders should also ensure 
their marketing and broader business 
goals are aligned, and get involved in 
evaluating their firms’ marketing efforts. 
Royston Parkin’s external marketers run 
and present seminars for the firm and are 
also responsible for getting in the right 

‘If practice leaders 
can’t touch it, 

feel it, smell it or 
taste it, they often 

don’t get it’
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Five metrics every practice leader should care about

Claire Curzon, managing director of Brighter Directions, pinpoints five crucial 
marketing measures:

* month-over-month growth in organic website traffic, leads and opportunities

* social engagement (the number of people actually engaging with the firm via 
replies, comments, clickthroughs and shares) rather than just your social reach 
(the total size of your audience including Facebook fans, Twitter and LinkedIn 
followers, blog and email subscribers, etc)

* lead generation by content, channel and initiative (cost per lead)

* customer lifetime value and churn rate

* revenue (conversion rates).

type of attendees. ‘Initially, they focused 
on the number of prospects so we were 
getting a lot of startups and pre-startups, 
whereas we wanted mature businesses. 
It was our evaluation of the data on 
attendees after events that highlighted 
this issue,’ says Froggatt.

Finally, in a world awash with data, the 
practice leadership may have to invest 
in data analytics that could help provide 
a reliable indication of potential future 
growth as a result of marketing activities. 
‘The Big Four – for example, Deloitte’s 
marketing and insights division in London 
– have already invested hugely in an 
increased analytical approach,’ Gilchrist 
points out. ‘The promise of increased 
analytical enquiry and evidence gives 
marketers an opportunity to develop 
robust, data-driven arguments for 
decisions and investments needed. This, 
combined with marketing’s creativity, 

may help marketers drive the brand and 
contribute in a meaningful way to the 
strategic direction of the firm, not as a 
cost, but as a value-adding asset.’ 

A marketing team with skills fit for the 
digital age is increasingly important too. 
‘Hiring personnel who have the ability to 

combine hard analytical skills with softer 
creative ones and brand management is 
key for developing differentiation from 
competitors and for leading growth,’ 
Gilchrist says. ■

Iwona Tokc-Wilde, journalist
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View from
Ronnie Patton FCCA, senior lecturer at Ulster University 
and member of ACCA’s Public Sector Network Panel

There is no average day for me as 
senior lecturer in accounting practice 
at Ulster University, but almost every 
day involves interacting with students. 
It’s fantastic to encourage them and 
share in their success. One of my tasks 
the other day was to get photos of an 
ACCA student who was 10th out of over 
24,000 students globally in the December 
F5 exam. While this is totally her 
achievement, I like to think that I played 
some part in encouraging her to reach 
that level.   

My primary role is teaching, setting 
assessments, designing modules 
and courses, and keeping abreast of 
developments. I am also responsible 
for liaising with business and industry as 
well as two partner institutions, which run 

courses validated by Ulster University. 
This gives a great mix of technical and 
academic content along with extensive 
interaction with a range of people in 
different roles. I reckon my LinkedIn 
connections must be more eclectic than 
anyone else’s!

My work challenges and ACCA’s 
challenges are similar: trying to make 
sure the skills we help to develop are 
‘futureproofed’. Universities are said to 
prepare students for jobs that don’t exist 
yet. That may be true, but I believe that 
the core accountancy skills are unlikely 
to change. In particular, the ability to 
spot problems and to develop robust 
solutions is key. That has prompted me 
to look at how we can introduce creativity 
and real-world problems into accounting 
education. I’m really excited about where 
this might take us.  

My advice to young students based on 
my own career is to look to the future. 
They should also not be afraid to take 
informed risks. 

What I most enjoy about my role is the 
opportunity to try new things and to 
get involved with interesting projects 
and motivated people. I often say that 
I used to have a real job. But there are 
things I would like to improve. I’d like to 
be a bit more focused and maybe a bit 
more able to select projects. Students say 
my jokes need to improve! 

My biggest professional achievement 
was passing my ACCA exams at 
successive sittings. But that was a 
long time ago. More recently, I was very 
proud to be elected last summer to the 
ACCA Council. 

I relax by listening to music, watching 
sport, enjoying time with friends and 
family. I’ll do just about anything to avoid 
DIY and gardening! ■

Interested in appearing on this page? 
Email paul.gosling@accaglobal.com

My work 
challenges and 

ACCA’s challenges 
are similar: trying 
to make sure the 

skills we help 
to develop are 

‘futureproofed’

Snapshot: local 
government finance
Per capita spending by English 
local authorities fell by 23.4% over 
the course of the last parliament. 
Inner-city councils reduced spend 
the most, while rural areas suffered 
less. So Westminster cut its 
spend by 46.3%, while North East 
Lincolnshire cut its by just 6.2%. 

Central government grant to 
local authorities fell by 38.7% per 
person in real terms over the five  
years. Councils increased reserves, 
triggering even tougher service cuts.

Total council tax revenues rose 
by 3.2%, but fell slightly on a per 
person basis. Total local authority 
revenue fell by 22.9% per person 
in real terms. Councils that have 
already been hit hardest will suffer 
most from the cuts in grant for 
2015/16. London boroughs face 
cuts of 6.3% on average, compared 
with 1.9% for shire counties. 

Reductions in local government 
grant are proportionate with 
those across central government, 
excluding protected spending on 
the NHS, schools and overseas aid.

Spending on planning and 
development was cut on average 
by more than 50%; transport, 
housing, culture, libraries and 
regulation by more than 30%; social 
care by 16.7%; and environmental 
and refuse services by 10.7%.

These figures are from Central 
cuts, local decision-making: 
changes in local government 
spending and revenues in England, 
2009/10 to 2014/15, by the Institute 
for Fiscal Studies.
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Medicine man
After a career spanning the commercial and not-for-profit sectors, Patrick Murphy 
FCCA has found a role close to his heart as FD of the British Medical Association

This is not how interviews with 
finance directors usually go. One 
minute we’re going through the 
career history – all normal stuff. The 
next, we’re discussing the death 
of the interviewee’s mother. In the 
meeting room in central London, 
apart from Patrick Murphy’s voice, 
a silence descends. I’ve stopped 
typing and the click, click, click of 
the shutter of the photographer’s 
camera has ceased as Murphy says: 
‘The last three hours of my mother’s 
life were incredibly difficult and 
should not happen to anyone’s 
parent. The care just wasn’t there. 

The irony is coming into an organisation 
where you hope you can make a 
difference so other people don’t have 
to go through that type of pain. For 
that day I felt I was living in a third-
world country when I couldn’t get any 
help to my mum as she was dying at 
home. Coming here was like the gods 
pointing me in the right direction.’

‘Here’ is the British Medical 
Association, the body that represents 
British doctors. And Patrick Murphy FCCA 
is its finance and corporate services 
director. It is hard to think of an FD more 
aligned with the values of the organisation 
for which he works. 

The day before we met, the BMA 
had gone live with a campaign, ‘No 
More Games’, with the stated purpose 
of saving the NHS. Murphy says: ‘The 
NHS is being dismantled. One of the 
key messages is that all political parties 
are playing games, making soundbites 
and using smoke and mirrors while 
there is a fundamental problem 
going on.’ The campaign has clearly 
been launched in the run-up to the 
general election to keep the electorate 
thinking about the NHS but is set to 
continue beyond polling day on 7 May. 

The concern goes wider than 
what happens within the NHS. The 
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‘The danger is 
that cost has been 

put first to the 
detriment of the 
patient, and the 

BMA sees that as 
fundamentally 

wrong’

2013
Finance and corporate services director, British Medical 
Association

2012
Finance and corporate services director, Nacro and Nacro 
Community Enterprises

2004
Group finance director, City & Guilds of London Institute

1997
General manager, Samsung Electronics UK

1994
Group financial controller, JKX Oil & Gas

1992
Divisional finance director, Cannon Street Investments

1992
Gained ACCA Qualification

BMA is also concerned about the lack 
of preventative action by government 
over issues from minimum prices for 
alcohol through to proper funding within 
the system. 

‘While government has to cut its cloth, 
the difficulty is where it is making those 
cuts,’ he says. ‘There is an argument for 
saying it is the wrong area.’ Murphy points 
to his home area of north-west London 
where closure of accident and emergency 
departments has led to greater pressure 
on GP surgeries.

‘Creaking’ NHS
‘The result is the crisis you have seen in 
January alone. The service is creaking – 
the evidence is fairly clear. The campaign 
is designed to press home the point that 
the NHS belongs to all of us and therefore 
British society should have a view on what 
happens next. The BMA is a passionate 
believer in the NHS; it’s worth fighting for.’

The NHS has undergone substantial 
change in the past five years and, in 
Murphy’s words, ‘possibly to no benefit’. 
The BMA wants to see the patient, 
patient care and management at the 
centre, rather than just a focus on cost 
management. ‘The danger is that cost 
has been put first to the detriment of 
the patient, and the BMA sees that as 
fundamentally wrong,’ he says.

The BMA might be a trade union and a 
professional association but it is insistent 
it is politically agnostic. It is not affiliated 
to the Trades Union Congress, and does 
not pay dues to any political party.

Murphy is responsible for ensuring the 
financial welfare of the BMA to make sure 
that its resources are spent efficiently and 
effectively in promoting the best interests 
of the members. ‘For me it is not about 
generating profits or surpluses; it is about 
generating economic value.’ The BMA  

has refocused its efforts on ensuring  
that the doctor is at the centre of 
everything it does, hence the mission 
statement: ‘We look after doctors so  
they can look after you.’ That 
encompasses supporting doctors 
throughout their career as a professional 
association, trade union and as a provider 
of member support services. 

Murphy’s move from the private to 
the not-for-profit sector was driven by a 
desire for a better work/life balance. The 
16-hour days of the commercial sector did 
not suit his lifestyle, married with twins. 
‘Family is very much my life,’ he says. 
That may be so, but, as a member of the 
BMA board, Murphy has considerable 
responsibility in the workplace. The 
remit plays to his experience of more 
than just finance, with the job extending 
to the BMA’s technology, strategy and 
estate management. 

Overall, Murphy says, his role is to 
support the strategic direction of the 
organisation, and that encompasses 
providing advice on finance, procurement, 
technology, governance and estate 
matters. So far he has worked on 
strategic reviews and new business 
propositions, helping to draw up a 
blueprint for change and now working on 
its implementation. ‘There was no written-
down business strategy,’ he says. ‘Now, 
we have a vision and mission statement 
and we know what our goals are.’ This has 
been promoted and shared within the 

business and among members, and  
was on prominent display in posters on  
the walls.

Aiding him through all this has been 
his ACCA grounding. Murphy was 
attracted to the Qualification because of 
the broad range of financial skills it offered 
in areas such as law and technology, as 
well as financial skills. ‘The Qualification 
has given me a good grounding,’ he 
says, adding that he is looking to create a 
culture to allow more of the BMA finance 
team to train as accountants. 

All change
While the BMA is facing key challenges 
over its perception of the state of 
healthcare in the UK, as an organisation 
Murphy has helped it address some 
internal challenges. Looking back over 
the last 16 months, he says: ‘I have to be 
very honest with you. When I first came, 
the BMA was entrenched; it did things 
in a certain way. Since the beginning of 
last year we have embarked on a huge 
transformation process. The chief officers, 
all doctors, have supported the chief 
executive, me and the management team 
to start making changes. It has been a 
measured approach but it is happening; 
we are doing all that we can to drive 
positive change.’

For instance, Murphy became the first 
director to move out of his own office   
and work in an open-plan space, and 
others have followed his lead.  »
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‘It was seen as a statement to take 
away barriers in what had been seen 
as a hierarchical organisation. And 
that transparency has allowed positive 
change,’ he explains. 

Over his career the theme emerges 
that he is capable of delivering change in 
large, complex organisations. And, with 
the chief executive and other officers, he 
is doing the same at the BMA. 

A three- to five-year plan sets out 
further improvements to membership to 
deliver the BMA’s values and to measure 
achievement. The technology change 
programme he is leading includes the 
delivery of a new customer relationship 
management (CRM) system to the 
business, which should enhance the 
support it can provide to members and 
reinforce that idea of putting the doctor  
at the centre of everything the BMA  
does. He is also looking to install a 
dashboard management system to help 
deliver key financial information more 
quickly – something he successfully 
delivered during his time at Samsung  
(see CV box). 

After the interview, we walk into the 

courtyard of BMA House, the Grade II 
listed building designed by the famed 
architect Sir Edwin Lutyens, which has 
been the organisation’s headquarters 
since 1925, opened by King George V  
and Queen Mary. Murphy stands  
patiently for more photographs by a  
giant Jenga-style tower in BMA blue, 

erected in the courtyard to promote  
the ‘No More Games’ campaign. BMA 
House resonates with an authority 
and power that imply it will be around 
forever – while behind its doors the 
transformation continues. ■

Peter Williams, accountant and journalist

Basics

The BMA 

* Founded in 1832 and with a current membership of 
153,000, the British Medical Association (BMA) is the 
only officially recognised body representing doctors in 
the NHS. It represents both general practitioners and 
hospital doctors.

* With its membership of the World Medical Association, the BMA has 
knowledge of, and access to, how other healthcare systems fare so it can 
share learning about advances in medical care, technology and models. 

* Income streams are from membership subscriptions, events and 
membership services such as pension and legal advice and professional 
indemnity insurance. As owner of The BMJ (British Medical Journal), the 
BMA also has a successful publishing arm. The next few months should see 
more or enhanced services being rolled out for the benefit of members.
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Online learning venture
ACCA opens up access to the accountancy profession through a new programme  
of online courses in collaboration with EdX and Epigeum 

ACCA has launched a series 
of digital, high-quality, 
open-access courses in a new 
venture called ACCA-X. 

ACCA-X’s courses will be 
delivered on the EdX platform, 
an online learning destination 
founded by MIT and Harvard. 
The open-access courses will 
feature content developed 
by Epigeum, a spin-off from 
Imperial College London, 
whose courses are used by 
95% of the UK’s Russell Group 
universities.

At the heart of ACCA-X’s 
creation is the need to offer 
accessible, affordable and 
high-quality learning that 
provides the opportunity to 

ambitious individuals around 
the world to obtain the skills 
and qualifications they can use 
in their careers.

‘Along with EdX and 
Epigeum, we believe that 
ACCA-X will attract a diverse 
range of talent to the 
profession,’ said ACCA chief 
executive Helen Brand.

‘ACCA-X will broaden 
access to learning and allow 
more learners than ever before 
to gain valuable financial 
literacy skills and prepare for 
the ACCA Qualification. We 
will also collaborate with our 
existing learning partners, 
employers and universities 
through partnership 

For more information:

Find out more at  
www.acca-x.com/global/en.html

arrangements to support their 
overall delivery and success, 
making ACCA-X a valuable 
addition to their offerings.’

The first courses to be 
offered – ‘Introductory financial 
and management accounting’ 
and ‘Intermediate financial 
and management accounting’ 
– are available for registration 
now. They are free to anyone 
anywhere in the world and will 
start in July, will be 10 weeks 
long and will require around 
three hours of study per week. 

ACCA-X will then offer 
three US$89 courses in 
Bangladesh, India, Nigeria 
and Zambia, which open 
for registration in July and 
are available from October 
2015. These are: ‘Accountant 
in business’, ‘Management 
accounting’, and ‘Financial 
accounting’. Success in these 
papers and completion of 
ACCA’s Professionalism and 
Ethics module will lead to  
the Diploma in Accounting 
and Business. ■
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Diary
ACCA UK runs an exciting programme of talks, lectures and workshops organised for 
members across the country. Here are highlights of upcoming events

England

Auditing the Four 
Horsemen of the 
Apocalypse
13 May, London
This internal audit 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.

DNA of an FD 
14 May, Northampton
What is the typical DNA of a 
finance director, and can it be 
de-coded? Karen Young at 
Hays Recruitment will attempt 
to answer this by referencing 
Hays’ national survey of 800 
FDs across the UK.

Site visit to Swift Group 
14 May, Hull 
The Swift Group is the 
UK’s largest leisure vehicle 
manufacturer. Enjoy a guided 
tour of the factory and hear 
presentations from Swift 
Leisure’s finance director, 
supply chain director and 
design director.

Corporate accountants 
updating programme 
20-21 May, London
This event covers key issues 
in the core areas of financial 
reporting and taxation. 
Sessions will include: 
employment and personal 
taxes, business and corporate 
taxes, a practical approach 
to dealing with the new UK 
GAAP (key issues and dealing 
with transition).

Fraud for internal 
auditors
16 June, CPD webinar
Join a panel of experts for a 
free 60-minute webinar as we 
explore the fraud landscape and 
what you should do if you come 
across fraud during an internal 
audit. Speakers from CIFAS (the 
UK’s fraud prevention service), 
NHS Protect (which leads on 
work to safeguard NHS staff 
and resources from crime) and 
Grant Thornton (specialists in 
managing investigations and 
delivering practical fraud risk 
management solutions) will lead 
the debate.

Channel Islands 
conference
17-19 June, Jersey
ACCA’s annual Channel 
Islands conference focuses on 
key issues faced by finance 
professionals. Sessions include: 
cybersecurity, strategic thinking, 
international tax challenges, 
law, Foreign Account Tax 
Compliance Act (FATCA), 
financial reporting and new 
UK GAAP.

Scotland

Dig deep with The Key
12 May, Aberdeen
Christine McGrory, founder 
of The Key, and voted one 
of Scotland’s most influential 
women, will help you grow 
professionally and personally. 

Wales

Free software packages 
to help your business
18 May, Conwy
This event will showcase 
free digital tools that can 
be used by business owners 

to promote their business 
efficiently using several 
social media platforms, and 

World’s largest accountancy exhibition

Join us at Accountex on 13-14 May at London’s Excel 
centre. These are two days where the top minds from 
the profession converge to share their expertise, where 
leading companies launch new products and where 
anybody who is passionate about growing their practice 
can enjoy the atmosphere of this value-packed event. 
Over 175 key suppliers will be attending, alongside 12 
topical theatres and two workshops. 

Come and talk to us at our dedicated stand or explore 
the rest of the event to benefit from sessions covering 
moving to the cloud, latest tax updates, how to win 
more clients, effective marketing, workplace pensions 
and probate advice. Claim your free ticket now at www.
accountex.co.uk

to reduce running costs by 
making use of Google Apps 
for business. ■

▼ On the 
waterfront
London’s Excel 
exhibition centre, where 
accountants will gather 
at the Accountex event 
in May

Help shape our events in the corporate/
financial services sectors

We strive to offer members the best training possible via 
our portfolio of Professional Courses events. If you work in 
the corporate or financial services sectors, we’ve created 
a short survey – just five questions long – to gather your 
thoughts and comments on a new residential conference 
that we are considering offering to members. Complete 
the survey now at bit.ly/1IxUdGT
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Council goes to Glasgow
Customer-centred solutions in a digital world, an updated rolling governance plan and a 
variety of presentations were all on the agenda at ACCA Council meeting in Scotland

ACCA’s Council met in 
Glasgow in March. It 
presented an opportunity 
for Council members to visit 
ACCA’s Glasgow offices and 
to gain an understanding 
of the work carried out 
by staff in areas such as 
examinations, applications 
and ACCA Connect.

During the meeting:

* Council broke into 
discussion groups to 
consider the issue of 
a digital approach to 
customer-centred solutions, 
which is one of the key 
capabilities to deliver 
ACCA’s ‘Strategy to 2020’.

* Council approved the 
proposed budget for 
the organisation for 
2015–16. Following a 
recommendation from 
a group of committee 
chairmen, Council also 
approved achievement 
measures and targets 

to be put in place to 
track ACCA’s strategic 
performance in 2015–16.

* Council was delighted to 
welcome Lee White, the 
chief executive officer of 
Chartered Accountants 
Australia and New Zealand, 
to the meeting. Lee gave an 
interesting presentation to 
Council on his experiences 
of the recent merger 
between the Institutes of 
Chartered Accountants 
of Australia and New 
Zealand. Lee’s presentation 
was a useful precursor to 
a Council discussion on 
partnerships and relations 
with other bodies.

* On a recommendation 
from its Governance 
Design Committee, Council 
endorsed an updated ACCA 
rolling governance plan.

* Council noted a report 
from the Qualifications 
Board reviewing 

Shareholder rights – a step too far

While improved communication between companies and 
shareholders is welcome in principle, the related party 
transactions and remuneration changes set out in the 
European Commission’s proposed revision to the EU’s 
shareholder rights directive go too far.

That was the view of some of the attendees at a 
recent debate entitled Striking the right balance in 
corporate governance and shareholder engagement, 
held in Brussels and organised by ACCA, along with 
EuropeanIssuers (an organisation that represents publicly 
quoted companies in Europe), business lobby group 
BusinessEurope, and the European Confederation of 
Directors Associations.

Despite praise for the directive’s intention to give 
companies the right to identify their shareholders, some of 
the proposed wording was criticised for underestimating 
the complexities of today’s capital markets.

A panel discussing disclosure, including remuneration 
and related party transactions, made clear its preference 
for a principles-based approach, with detailed regulation 
left to each member state.

While a ‘say on pay’ may empower and incentivise 
shareholders to engage in the corporate governance of 
companies in jurisdictions where shareholder power and 
engagement is weak, in jurisdictions where it is strong, the 
drawbacks may override the advantages.

Panellists also criticised the proposal on related party 
transactions as likely to slow down decision-making, 
force company groups to constantly monitor thousands 
of transactions, lead to the disclosure of information that 
should be kept confidential, and build up additional costs.

A second panel on shareholder rights and shareholder 
identification concluded that pooled (omnibus) accounts 
might be cheaper than segregated accounts, but that they 
significantly reduce visibility and are problematic in terms 
of shareholder identification and voting.

the December 2014 
examination results. It 
noted that the Board had 
ratified the results with no 
major issues raised.

* Council received 
presentations from the 
chairman of the Market 
Oversight Committee and 
the vice chairman of the 
Remuneration Committee.

* Council confirmed Leo Lee 
as its preferred nominee 
for vice president 2015–16.  
(The formal elections for 
ACCA’s officers will take 
place at the Annual Council 
meeting immediately 
following the AGM on 
17 September 2015.)

Council’s next meeting will be 
in London on 20 June 2015. ■
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Ahead of the game
ACCA’s 11 global forums are delivering international thought leadership that is helping 
persuade policymakers of the profession’s vision of the future, says Sue Almond

Ethics and professionalism, 
integrated reporting (IR) 
and the skills needed by 
accountants in the future 
were among the issues 
discussed at Think Ahead, 
the third symposium of 
ACCA’s global forum chairs 
and vice chairs, which took 
place in March in London. 

ACCA has 11 global 
forums, with members who 
are experts in a wide range of 
issues relating to business and 
accountancy. The forums help 
ACCA meet its 2020 strategy, 
and shape and influence its 
national and global policies. 
The expert members ensure 
that ACCA is at the forefront of 
a changing business landscape.

Influence
The day began with a lively 
session on success, impact and 
influence, with global forum 
members discussing future 
aspirations for their agendas. 

They shared their views 
on the value of the forums in 
providing thought leadership, 
advocacy and a complete 
picture of business and the 
public sector that enables 
ACCA to comment externally 
with credibility. 

Alan Johnson FCCA, 
chair of the Global Forum for 
Accountants for Business, said: 
‘The work we are undertaking 
on governance with the 
Organisation for Economic 
Cooperation and Development 
is important, and ACCA and 
the global forums are ahead 
of the game, in position to 
influence outcomes that could 
take up to 10 years or more to 
fully adopt.’

This view was echoed by 
Robert Stenhouse FCCA, chair 
of the Global Forum for Audit 
and Assurance, and director 
for national accounting and 
audit at Deloitte. He said: 
‘ACCA’s global forums provide 

evidence, and through this 
are able to demonstrate what 
we think. That carries a huge 
amount of weight externally 
with our many stakeholders.’

Integrated reporting
The key issue of IR was tackled 
in a session chaired by Sarah 
Grey, markets director of 
the International Integrated 
Reporting Council (IIRC). 
Attendees were asked how 
more organisations can meet 
investor needs for higher-
quality information in areas 
they consider key for their 
capital allocation, and how 
IR and the reporting process 
can help to join up and 
implement integrated thinking 
across organisations.

Faris Dean FCCA, chair of 
the Global Forum for Business 
Law, said: ‘Investors are 
demanding more information 
after the dotcom crash and the 
most recent global financial 
crisis. IR could benefit the 
organisation more. There also 
needs to be a cultural shift, 
and accountants have a role to 
play in IR.’ 

All agreed that IR 
brought accountability and 
transparency, but that more 
awareness-raising is necessary. 
Some forum members said 
more advocates are needed to 
explain the benefits of IR.

Ethics
On the issue of ethics and 
professionalism, Ewan Willars, 
ACCA’s director of policy, 
reminded attendees that 
ACCA was proud to offer the 
first accountancy qualification 
with an ethics module. He 
added: ‘Ethics is high on 
the agenda of consumers, 
governments and business. 

Organisations are becoming 
more reliant on non-financial 
data to make decisions. 
Society’s perceptions of what 
is appropriate behaviour, and 
what is ethical, are changing.’ 

Many agreed that the 
profession has a vital role to 
play in an ethical future, but 
thought the challenges arose 
from cultural differences in a 
global business environment. 
All agreed that the 
accountancy profession had 
to maintain and protect its 
ethical stewardship, but that 
expanding its ethical stance 
was even more important.

Future skills
The day ended with forum 
members examining the skills 
and competencies required 
by accountants in the future, 
in a session called ‘Looking 
to 2020’. Members saw the 
issues affecting skills in the 
future as wide-ranging, from 
the influence of technology to 
changing career trajectories. 
The skills seen as important 
were commercial ability, 
analytical and decision-making 
skills, strategic thinking and a 
flair for communication in an 
increasingly digital age.

It was also agreed that 
accountants should be 
leading the debate on ethics, 
governance and management 
of risk. The forums believe 
the world in 2020 will be 
one with more regulation, 
more risk, more integration – 
especially political – and one 
where business knowledge, 
communication and 
engagement skills will matter 
even more. ■

Sue Almond, external affairs 
director, ACCA

▼ A decade down 
the line
Alan Johnson: ‘We are 
in position to influence 
outcomes that could take 
10 years to fully adopt’
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► Eminently 
suitable
ACCA was the 
first professional 
accountancy body 
to admit women 
members

Happy 110th, AB!
This year we celebrate 110 years of ACCA’s member magazine, 
which has always reflected the spirit of the age, whatever its name

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

In 1905, ACCA launched a 
journal called the Circular, a 
modest, one-page affair. Its 
profile was raised, its content 
expanded, and its name 
changed regularly over the 
succeeding years.

The Circular became The 
Accountants’ Circular in 1908, 
The Certified Accountants’ 
Journal in 1909, The 
Accountants’ Journal in 1947, 
The Certified Accountants’ 
Journal in 1966, Certified 
Accountant in 1981 and 
Accounting and Business in 
1998. The last name change 
reflects the centrality of 
accountancy in commerce 
and remains relevant to our 
members’ interests today.

By 1926, ACCA’s journal 
had a circulation of 5,000. It 
rose to 36,000 by the end of 
the 1960s and 108,000 by 2004, 
and stands at 170,000 today.

A browse through the back 
issues in ACCA’s reading room 
revealed some interesting 
content. In 1912, for example, 
it was proclaimed: ‘Although 
many women might make 
excellent bookkeepers, there 
is much in accountancy proper 
that is altogether unsuitable 
for them and [we should] not 
say anything which might 

tend to encourage women to 
embark upon the accountancy 
profession. Accountants’ work 
does not sound romantic 
enough for the average girl, 
who likes something more 
sentimental and thinks figures 
dry and uninteresting.’ 

Undermining this view 
was the fact that ACCA had 
already admitted its first 
female member, Ethel Ayres 
Purdie, in 1909. 

Indeed, ACCA was a 
pioneer of sexual equality. 
Not only was it the first 
accountancy body to admit 
female members, it started 
doing so 19 years before the 
vote in the UK was extended 
to all women over the age 

of 21 – the same suffrage as 
for men. 

Other highlights from 
the journal in the same year 
include an article on the 
importance of having a really 
good pen, ‘which will do its 
work without one having to 
think about it’; an article about 
whether auditors should insure 
themselves against themselves 
(conclusion: ‘…dead against 
this form of insurance as 
tending to lower the morale of 
the profession’ – although the 
article does go on to endorse 
a Lloyd’s indemnity policy); 
and an update on a court 
decision in a case of motorist 
versus farmer in which it was 
decided that sheep going 
along the highway at night 
need not carry a light.

It seems fitting to mark our 
110th anniversary by launching 
multiple digital formats of the 
magazine (see pages 9 and 
27). We may have come some 
way in our thinking, coverage 
and delivery channels, but the 
magazine’s obligation to its 
readers remains the same: to 
offer impactful and compelling 

coverage of key business 
issues affecting finance 
professionals. 
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CPD
 
Get verifiable CPD units by 
reading technical articles
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