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Welcome

Welcome
Of politics, economics and drop kicks
After much of the summer’s
headlines were dominated
by the Greek bail-out talks,
the UK’s own debate on EU
membership is now rising
in volume and intensity again. This is a constantly changing
picture, and politicians and commentators on all sides
have their own sets of statistics to back up their respective
forecasts of doom versus opportunity. As the term ‘Brexit’
celebrates its first year in the Oxford English Dictionary, we
highlight the economic arguments for and against a British
exit from the EU on page 18.
Also watching the political agenda closely to assess the
direction of policy is this month’s interviewee, Paul Phillips FCCA,
FD of the Notting Hill Housing Association. He describes the
government’s proposals to allow housing association tenants the
right to buy their properties as ‘madness’, although he concedes
that NHH’s finances would not be undermined. They are, in fact,
in good order, benefiting from the recession and the low cost of
borrowing that brings. Read more about the business of shared
ownership housing on page 14.
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Economic rewards are the theme for our overview of the
Rugby World Cup, which kicks off in England this month. An EY
report predicts 500,000 visitors contributing up to £869m – not
to mention the value of the legacy from redeveloping stadiums,
for example. However, as the article on page 42 explains,
the International Rugby Board has had to make significant
changes to the Rugby World Cup’s financial model to make the
tournament viable.
Finally, we continue our series of AB exclusive videos in which
we interview global finance leaders about their careers. Taiwo
Oyedele FCCA, PwC partner in Nigeria, explains why life was
difficult as he grew up, and how his positivity led to a career in
accountancy and fundraising. You can find out more on page 11
and via our hub at www.accaglobal.com/ab.
If you haven’t yet explored our digital offering, you might
be interested to see the variety of video and audio content, in
addition to the written word, and the easy navigation currently
being enjoyed by over 10,000 members who have already
downloaded the apps.
Jo Malvern, editor, joanna.malvern@accaglobal.com
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▼ Not going
for gold
Talk of a rise in the
US interest rate led to
investors rushing to sell
gold, pushing the price
down to its lowest level
in over five years

► Time to go

Toshiba’s chief executive
and president Hisao
Tanaka stepped down
after the company
admitted that it had
overstated its profits for
the past six years

▲ Big benefits

Deloitte published an
independent appraisal
on how to carry out
the restoration of the
Houses of Parliament,
which could cost as
much as £5.7bn
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◄ Mad about Harry
JK Rowling’s Harry Potter
saga is set to continue
next year with a play
and a new film. The film
franchise previously
generated around
US$10bn over a decade

▼ Clocking cost

Swatch agreed a record
rent for a new shop
on Oxford Street, at
£1,010 per sq ft. The
building will house the
first standalone store for
the Longines brand

▼ Beggar’s
banquet
Administrators from
UHY Hacker Young
were called in by the
owners of the Criterion
restaurant in London
after the rent rose 60%

▼ Pink paper to
change hands
Publishing group
Pearson announced it
would sell the Financial
Times Group to
Japanese media firm
Nikkei for £844m

09/2015 Accounting and Business

UK_Newsinpix.indd 7

28/07/2015 12:32

8

News | Roundup

News roundup

This issue’s stories and infographics from across the UK, as well as a look at the latest
developments affecting the finance profession around the world
Code changes behaviour
Approaches to governance
and risk in financial services
have changed because of the
adoption of an internal audit
code for the sector, according
to a survey of heads of internal
audit. The survey, conducted
by the Chartered Institute of
Internal Auditors, found that
72% of heads of internal audit
are now line managed by the
audit committee chair, up
from 56% when the code was
introduced in July 2013. The
code also led to improved
status for the heads of internal
audit, with 84% now attending
executive committee
meetings, compared with 48%
in 2013.

Age of opportunity
PwC’s new Golden Age Index compares countries’ success
in harnessing the power of older workers. Indicators
including employment, earnings and training were used to
reflect the labour market impact of workers aged over 55
in 34 OECD countries. The UK came in 19th place.

Professional services boost
The professional services
sector is demonstrating
strong growth, according
to the latest Deloitte UK
Recruitment Index. Some 83%
of professional recruitment
firms surveyed reported an
increase in net fee income
over the past year. But Deloitte
predicts that professional firms
will have a problem in meeting
their demand for people, with
97% saying that staff training
will be important to sustain
growth. Talent retention and
strengthening management
capacity were also recognised
as challenges.

Audit roundabout
EY has been appointed
auditor of Associated British
Foods, whose businesses
include the Primark fashion
chain. It replaces KPMG,
which was auditor for 80 years.
Meanwhile, KPMG has been
awarded the audit contract
for Barclays Bank, in place of
PwC. But PwC won the audit
for Banco Santander, replacing
Deloitte, auditor for 13 years.
Deloitte voluntarily quit as
auditor of Rangers Football
Club, citing intimidation of its
staff by anonymous persons.
The firm questioned Rangers’
status as a going concern
earlier this year if the club
failed to win promotion to the
Scottish Premier Division –
which it didn’t.

Firms consolidate
The number of registered
audit firms fell by 4.9%
last year, according to the
Financial Reporting Council’s
Key Facts and Trends in the

The London advisory board
includes ACCA chief executive
Helen Brand and the chair
of the Institute of Directors,
Barbara Judge. It is hoped the
UK launch will increase WXN’s
membership, which currently
stands at 19,500. WXN leads
networking, mentoring,
professional and personal
development events.

Make the most of older talent:
1 Iceland
4 Israel

2 New Zealand
5 Norway

Accountancy Profession.
Mergers have significantly
reduced the number of firms,
to just 6,622 in the UK and
Ireland at the end of last year.
MHA MacIntyre Hudson is the
latest top-20 firm to expand,
acquiring Birmingham-based
MHA Bloomer Heaven.
Menzies has merged with
Harris Lipman; Baker Tilly
acquired consultancy
firm Outperform; and
EY purchased Integrc,
a governance, risk and
compliance consulting
service. KPMG has

3 Sweden
6 Chile

bought the human resources
service delivery practice of
Towers Watson, business
transformation firm
Boxwood and the strategic
management consultancy
business of High-Point
Rendel.

WXN launches in UK
The Women’s Executive
Network (WXN) – already
established in Canada and
Ireland – has been launched
in the UK to support women
as leaders in business,
government and charities.

Micros struggle
A third of micro-businesses
feel overwhelmed by
accounting, according to
a survey carried out by
YouGov for cloud accounting
firm FreeAgent. Many feel
anxious about the accuracy
of their self-assessment and
VAT returns. Reasons for
the anxiety include poor
organisation and inadequate
systems. One in six microbusiness owners said they did
not have immediate access
to all their important financial
information. Some 13% of
those surveyed had missed
return deadlines, with 9%
receiving fines.
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‘Forecasts are failures’
Most businesses’ planning,
budgeting and forecasting
processes do not meet the
strategic and operational
needs they are designed to
support, according to the
findings of new research
by KPMG and ACCA. The
study also revealed that
organisations struggle to
use data analytics effectively:
31% of finance professionals
surveyed said that data
quality was the biggest
impediment to using data
analytics in their planning
processes. A full report on the
study will be published in the
October issue of Accounting
and Business.

FCA investigates Quindell
Insurance claims processor
Quindell is being investigated
by the Financial Conduct
Authority regarding its
financial statements for 2013

and 2014. The company
previously admitted that
a review of its accounting
policies conducted by PwC
had revealed some ‘were
at the aggressive end of
acceptable practice’ and
some ‘were not appropriate’.
Trading in Quindell’s shares on
the AIM was suspended by the
company until its delayed 2014
results are published.

KPMG pobed over Mellon
KPMG is being investigated
by the Financial Reporting
Council over its audits of the
Bank of New York Mellon
London branch and of the
Bank of New York Mellon
International. The Financial
Conduct Authority fined the
bank £126m earlier this year
for breaching rules to protect
client money. A spokeswoman
for KPMG said: ‘We are
committed to setting the
highest standards in our work

and will co-operate fully with
the FRC in its enquiries.’

New chairman for Deloitte
David Cruickshank has
been appointed the new
global chairman of Deloitte.
He has been chairman of
Deloitte UK since 2007 and
succeeds Steve Almond,
who has retired after four
years in the role. Cruickshank
has been with Deloitte for
36 years and is a council
member of the International
Integrated Reporting
Council, a member of the
chairman’s group of the
World Economic Forum and
a founding member of the
30% Club, which encourages
companies to increase female
representation on boards.

EY partner boost
EY has announced its largest
increase in partners since
2008, promoting 753 of its

people worldwide. This is a
12% increase on the number
of partners accepted in 2014.
A third of the new partners
are in emerging markets; 30%
are women. EY’s total global
headcount rose by more
than 20,000, to 210,000 in the
last year. EY also announced
that Maggie Stilwell has
been appointed managing
partner for talent in the UK,
while Chris Brown becomes
head of business assurance.
Brown joins from PwC, while
Stilwell has been an EY partner
since 1996.

GT fined over BS audit
Grant Thornton has been
fined £975,000 and given
a severe reprimand by
the Financial Reporting
Council over its audits of
the Manchester Building
Society. It also contributed
£85,000 to the costs of the
disciplinary case. The

»
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warns that rapid economic
growth drives up start-up
rates and can therefore lead
to a rise in the number of
corporate insolvencies, as
rising liquidity levels give
business people greater
confidence in funding new
ventures and entrepreneurs
take more chances. According
to research institute
Statistic Brain, 25% of new
businesses fail in their first
year, while only 50% make it
to year five.

Cost control agenda
◄ New face

Meg Hillier takes over from
Margaret Hodge as chair
of the Commons Public
Accounts Committee

Hillier takes the helm of the PAC
Former Home Office minister Meg Hillier is the new chair of the House of Commons Public
Accounts Committee. ‘I believe in pressing for efficiency and accountability in public
spending and an effective, active and hard-working Public Accounts Committee is vital for
providing this,’ she said. In an interview with the Financial Times, Hillier indicated that she
would adopt a less aggressive tone than her predecessor, Margaret Hodge. But she added:
‘If you’d asked Margaret Hodge five years ago what her plans were for the committee, I don’t
think tax would have come up in a big way. She followed the evidence as it came up, and
that’s what I plan to do.’

firm’s audit engagement
partner Marcus Swales was
given a severe reprimand and
fined £45,500. His colleague
Alastair Nuttall was given a
reprimand and fined £39,000.
The investigation focused on
fair value hedge accounting
and the auditing of interest
rate swaps and related
mortgages at the society.
Paul Etherington, quality and
professional affairs leader at
Grant Thornton UK, pointed
out that the firm’s audit team
had identified the hedge
accounting issue and brought
it to the attention of the
society and the Prudential
Regulation Authority, and had
subsequently co-operated
with the investigation. He
added: ‘As a firm we remain

supportive of the individuals
involved. This agreement
does not affect our defence
of a civil claim that the society
has brought regarding its
decisions to enter into longdated swaps prior to the
financial crisis in 2008.’

accounts for approximately
two-thirds of this amount.’
The early stages of the KPMG
review, published in January,
had already led to the
company reducing its profit
expectations by £70m.

Review continues

The latest figures from
thinktank Centre for
Entrepreneurs reveal that
annual business start-up rates
are rising fast. According
to the centre, rates have
increased from 440,600 in
2011 during the downturn
to a record 581,173 in 2014.
It expects that, as growth
gathers pace, more than
600,000 new businesses
could be launched during
2015. However, the thinktank

KPMG’s review of Balfour
Beatty has been extended
and will examine the group’s
contracting arrangements. In
a statement, Balfour Beatty
said: ‘The on-going in-depth
review of Group businesses
has continued to identify
legacy issues in the UK, US
and Middle East which will
result in an additional shortfall
to 2015 pre-tax profits of
£120m to £150m. The UK

Start-ups accelerate

A recent Deloitte survey
of 1,300 CFOs across 14
different countries found
that controlling costs is the
biggest priority for CFOs at
Europe’s largest businesses
as they struggle against
high levels of financial and
economic uncertainty. More
than 20% of finance chiefs
said that now is a bad time to
take risk onto their company
balance sheets. Over half
also pointed to the high
levels of uncertainty facing
their business as the reason
for the low-risk appetite
among Europe’s CFOs. Of
the 14 countries participating,
12 reported higher levels
of financial and economic
uncertainty. Cost control was
identified as either the first
or second biggest priority for
CFOs in 11 out of 12 countries
responding to this question.
This was followed by organic
expansion and introducing
new products and services.
Increasing capital expenditure
is only mentioned as a topfive priority by CFOs in six
countries. Despite this, 51%
of CFOs said that they expect
revenues for their business
to improve in the next 12
months, while 21% said they
expect operating margins
to improve.

Carbon crunch
The first global ‘natural
capital protocol’ is to be
launched next year by the
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Take one
The latest in the series of video interviews with high-profile members features Taiwo Oyedele
FCCA, PwC partner in Nigeria, where he heads tax and regulatory services

His fast
track to
partnership broke
PwC records,
taking only seven
years

His ‘Impact
Africa
Foundation’
raises funds
and offers
mentoring for the
underprivileged

You can find
out more
about Taiwo
Oyedele’s views on
the profession and his
ACCA Qualification
at www.accaglobal.
com/ab/videos

Early life was difficult for Taiwo Oyedele, who was brought
up in a village in Nigeria with no electricity and few
aspirations. But his uncle’s advice – to do what fulfilled him

Natural Capital Coalition,
with a pilot running from
October 2015. ‘Resources
such as fresh water and clean
air, and ecosystem services
such as pollination and flood
control, are fundamental for
many businesses,’ said Steven
Lang, a partner in climate
change and sustainability
services team at coalition
member EY. ‘Yet, they are
largely invisible in company
accounts unless there is an
established market mechanism
to price them or metric to
measure them by, such as
a barrel of oil or a tonne
of carbon.’

IIRC market action call
The International Integrated
Reporting Council (IIRC) has

called for market reforms
to speed up the adoption
of IR. Michael Nugent, the
IIRC’s technical director, said:
‘Relative to the hundreds of
years that financial statement
auditing has been evolving, we
are now only at the beginning
of the IR assurance journey.
That journey cannot be taken
by one traveller alone.’ The
IIRC’s report overview and
call to action considers steps
that would assist companies
to improve the assurance of
financial information.

Looking to the future
Many investors, analysts
and audit committee
members want auditors
to be more proactive in
responding to changing

– led him to embark on a career in accountancy with the
support of ACCA. Today, his positivity extends beyond the
profession to his hopes for the African continent.

expectations of audit reports,
according to a survey
conducted by Deloitte.
All groups responding
to Deloitte’s Audit of the
Future survey said they
believe expanded assurance
would be valuable to capital
markets. Some 59% of
financial statement users
and 46% of audit committee
members want auditors
to be more proactive. The
survey also found support
for greater engagement
between auditors and users of
financial statements.

Big Four challenged
The US Securities and
Exchange Commission (SEC)
and the Public Company
Accounting Oversight Board

are developing proposals
to challenge the Big Four’s
audit domination. Steps
include strengthening
audit committee disclosure
requirements in relation to the
nature of their relationships
with auditors. The SEC is
also proposing to increase
the amount of information
provided to investors
about audit committees’
responsibilities and activities.
The SEC is asking for
opinions on possible required
disclosures on factors
considered in overseeing
auditors and taken into
account when retaining or
appointing auditors. ■
Compiled by Paul Gosling,
journalist
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Foundations of success

Notting Hill Housing Association FD Paul Phillips FCCA explains the challenges of
working in a sector peculiarly sensitive to the twists and turns of government policy

P

aul Phillips has housing in his blood. The group finance
director of Notting Hill Housing Association (NHH) has
worked for housing associations (HAs) for the best part
of three decades. His first contact with the sector was as a
member of an organisation called the Paddington Christian
Council, which had set up Paddington Churches Housing
Association, now called Genesis. And that interest moved
him to apply for jobs in the sector.
NHH can also trace its foundations back to the church – in its
case, Methodist reverend Bruce Kenrick. Kenrick set up NHH in
1963 in response to the dreadful housing that he saw around his
church, and the problems that people had with overcrowding
and disreputable landlords.
‘I am still interested in making sure that that kind of
philosophy to some extent still informs what we do now,’ says
Phillips, ‘although we operate in a very different world today
compared with the 1960s. The idea is that people who could not
otherwise afford to live in London can have somewhere decent at
a price that they can afford.’

Government sell-off
NHH now operates across all of London’s boroughs, having
spread its wings from west London. In retrospect, 1979 was
an auspicious year for Phillips to join the housing sector. The
election of a Tory government under the premiership of Margaret
Thatcher sparked a revolution in social housing, as one of the
early acts of her government was to bring in the right-to-buy
legislation for council tenants – an idea that David Cameron
echoed when he promised HA tenants
a similar right as part of his election
campaign this year.
‘I worked briefly for a housing co-op
and remember a lot of debate and
meetings about the legislation at the
time,’ says Phillips. ‘But they never
made charitable housing associations
sell off.’
AB met Phillips before the
government’s legislative programme
was finalised. However, he was clear
about what he had heard about the
pre-election promise: ‘It seems like
madness.’ He wonders how those
tenants in the private sector– probably
already paying more in rent than
HA tenants – will feel about the

government giving only HA tenants help to buy their home.
‘Among our stock, the only group of people who will be able to
buy are the relatively wealthy, and that would be at the expense
of everybody else. And I would have thought everybody else
would be unhappy.’
From a financial perspective the plan seems to be that while
the tenant receives a discount, the HA will receive full market
value, with the funds to pay for this generated by the sale of
expensive houses owned by councils. ‘I don’t feel our finances
would be undermined if that were the case, although I don’t
think it is the right thing to do. It is also a tricky message to get
across. I don’t want those who lend us money to be scared that
they don’t get their money back. I can’t see the point. If they can
afford to buy a house maybe they should be encouraged to go
for a first-time buyer scheme.’
The lenders that concern Phillips include banks and bond
holders. When NHH builds new social housing, the financing
comes from three sources: government grant, the planning
system (builders construct social housing, which is sold to HAs at
a discount) and loans.
‘The big one for us these days is the debt.’ NHH’s banking
group includes Lloyds, Barclays, Nationwide and Santander.
Increasingly, HAs are securing finance from bonds. ‘We are the
biggest user of the bond market of any registered provider, with
£800m of bonds,’ he says. NHH is not the biggest HA but it does
have a large development programme, and bonds are helping
NHH refinance some of its bank loans; it is also using bonds to
build up a war chest, which it will spend on building.
Phillips seems to have the financing
well under control. By way of example,
here’s a phrase you don’t hear often:
‘The financial crisis was good for us.’ He
goes on: ‘We were extraordinarily lucky.
The cost of bank debt fell and fell and
fell. We first borrowed from banks in the
late 1980s/early 1990s and margins were
1.25% above LIBOR. By 2008 margins
were down to 25 or 30 basis points.
There had been a continual reduction.’

‘The financial
crisis was good
for us. We were
extraordinarily
lucky. The cost of
bank debt fell and
fell and fell’

Credit where it’s due
When Phillips joined NHH in 2004,
he started a debt restructuring
programme – completed two years
later – which took advantage of those
slipping/decreasing margins. In 2008
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he signed another major loan still at those margins (Lehman
Brothers crashed in September 2008 but the credit freeze began
the summer before, and Phillips remembers hearing the news
on holiday in 2007 as the first reports of the credit crisis came
through). Indeed, the banks were committed to those margins
for up to 30 years at those sorts of prices. ‘The last of those deals
was signed in March 2008. ‘To be fair, no one knew how long this
would go on for, but nevertheless it was a great deal.’
The banks did shut up shop eventually, and when NHH took
on another housing association, called Presentation, it turned
to the bond markets for financing. Presentation became an
NHH subsidiary in 2009 after hitting financial difficulties. In 2010
NHH wanted to completely restructure Presentation’s finances.
It did so by paying off the bank loans of its new subsidiary and
replacing them with £180m of bonds.
Bond funding was still relatively new when Phillips entered
the market. He says it wasn’t terribly difficult. ‘It’s nerve-wracking
the first time, but it’s a sausage machine.’ The process – which
included Phillips presenting at roadshows – was helped by
having two good book-running banks, and they were able to
show NHH the ropes.
Subsequently NHH tapped the bond market for another
£120m and has been back twice more since, both times for
£250m. Significant sums against an average for the sector of
£100m. However, with the government starting to guarantee
loans for HAs (technically called ‘registered providers’) from the

15

The Phillips perspective

*
*

*

On changing the culture of the 70-strong finance
department: ‘I wanted a finance team that understood
it worked with everyone else, not against them.’
On his career highlight so far: ‘I really enjoyed the
challenge of taking on Presentation. HAs in trouble are
allowed, essentially, to choose their saviour. I did the
financial analysis and then I was part of the team that
made the case to Presentation’s board.’ He then had to
work hard on financial integration, making the systems
work together and setting treasury strategy.
On what he loves about his role: ‘I do like creating the
money, talking to the bond market about what the FD
and the organisation has done. It is a satisfying process,
especially when the money comes in as expected.’

European Investment Bank (EIB) at a cheaper rate than the bond
market, the latter may not be used so frequently in the future.
To tap the bond market, organisations need a credit rating.
Phillips says he was disappointed not to get the highest ratings
from Moody’s. But on reflection he says NHH is an aggressive
developer and so takes a certain amount of risk, and the rating
is solid with little chance of a downgrade. He identifies
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Phillips and the Q
‘The ACCA Qualification helps you get that foot on the
first rung of the career ladder. In the early stages of my
career it was necessary to be a qualified accountant,
and it still is, actually – no one would get this job if they
didn’t hold the ACCA Qualification or equivalent. But
the job is now wider than adding up the numbers and
understanding the tax, although there are still moments.
Only yesterday, I was looking at journal entries as a result
of changes in valuations. I’m quite comfortable with those
debts and credits.’

NHH’s main reward (and risk) as a large build-for-sale programme
– the association is the largest provider of shared ownership
homes in London. Building homes with the aim of a partial sale
involves no guarantee of a sale, or not one at the expected
price. The London market may have been kind to that sort of
deal, but Phillips says: ‘It is a risk in the sense that the money we
have out there is substantial; typically £250m is tied up in work
in progress.’
NHH also acts as a private house builder. ‘The idea is to make
money, which we then plough back into the core rented business
and, to a lesser extent, shared ownership.’
The government’s welfare reform agenda may not seem
an obvious area of concern for an HA, but the overall cap on
benefits means that individuals may struggle to meet all the
bills, and that includes rent. The other welfare change is that
instead of rent being paid directly by the local authority to the
provider, it is now paid to the tenant. As a result NHH is seeing
a rise in rent arrears, which could ultimately lead to evictions.
As the universal credit system is rolled out, this could become a
bigger problem.

The NHH basics

*
*
*
*

In the 2014/15 financial year, NHH had an asset base of
£10bn, reserves of £597m, gearing of 47%, land bank
fund of £250m, a £381m turnover and a £121m surplus
Involved with urban regeneration since 1963
Regulated by the Home and Communities
Agency, which is sponsored by the Department for
Communities and Local Government
In June 2015, Notting Hill Housing Association received
a 12-year, £28m loan from Japan at 2.975% to fund a
shared ownership programme.

He managed the more obvious challenge of interest rate rises
by getting fixed-rate funding for a period of 20 to 40 years. He
is more concerned about inflation. With rents broadly linked to
inflation, in a low-inflation environment income could be static
while costs continue to rise, hitting margins. These are all areas
that the regulator expects the HA to have thought about.
NHH has a board of three executives – Phillips, the chief
executive and the chief operating officer – and nine non-execs.
The advantage of this structure, he says, is that the executives
are steeped in the organisation while the non-execs from a range
of backgrounds bring a wider perspective, so helping to set the
strategy and keep the organisation moving in the right direction.

All about the numbers
What, then, for NHH is that right direction and what are the key
performance indicators? As FD, Phillips says the bottom line
always matters to him. ‘Clearly I would be worried if we didn’t do
really well financially. More generally our job is to build houses,
so we need to focus on the number of sites we have bought,
the number of homes we have started building and – most
importantly – the number of homes we have finished and pushed
into the market to let to people who need them.’
NHH has a significant land bank – not for hoarding, he insists,
but waiting for planning permission so that building can start. It’s
a long cycle, perhaps four years from acquiring a plot until the
home is ready for occupation. It is a fact perhaps worth bearing
in mind when politicians talk about home-building programmes.
‘Half of that is the planning stage, but it does vary depending
on whether there is outline permission and the local authority
wants to see building. But you can get pushed back at planning
especially if the council changes its mind or its political hue.’
When AB talked to Phillips he was right in the middle of the
myriad tasks around year-end. Nothing divulged, naturally, but
he did say that NHH is planning a five-year strategy and he was
working on the financial aspects. If the government goes ahead
with its policy of a right-to-buy for HA tenants, then that strategy
and the NHH – indeed, the whole sector – look set to be subject
to far-reaching change. ■
Peter Williams, journalist
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In or out?

The noise level is rising in the build-up
to the referendum on the UK’s continued
membership of the EU, and strong
arguments are being made both for and
against an exit

B

ritish voters have barely had time to catch their breath:
within days of the May general election, unofficial
campaigning had started over whether the UK should
become the first nation to quit the European Union and go it
alone. It is not clear when the prime minister, David Cameron,
will hold the referendum, which he agreed to in order to
pacify the anti-EU members of his own party. But business
leaders and politicians on both sides of the debate have lost
no time in issuing statements and writing newspaper columns,
although recent events in Greece have pushed these debates
off the front pages – for now.
As in a general election, voters will be bombarded with
a bewildering array of conflicting arguments and mutually
incompatible statistics. Already one set of economists has
estimated that leaving the EU could cost the UK a staggering 9%
of GDP – more than the shrinkage caused by the 2008 financial
crisis – while another believes that the nation would end up 11%
of GDP better off.
So is there a real chance that Britain will decide to leave the
EU, and what would be the costs and benefits if it did? Could
even the prospect of exit have a negative effect on the British
economy until the issue is resolved?
As the campaign gets under way, EU proponents start off
with a comfortable lead. The most recent polls in June showed
60% of voters content to stay within the EU versus 27% favouring
an exit. Aside from this opening advantage, the campaign
to stay will be able to count on some very heavy hitters, says
Andrew Hilton, founder of the Centre for the Study of Financial
Innovation, a think tank. ‘The entire British establishment is lining
up behind continued membership, including most likely all of the
main political parties, along with the business and trade union
lobbies,’ he says.
The UK Independence Party, which took 13% of the vote in
the May general election, is the only significant political faction
that is so far campaigning vigorously for a departure.
Cameron is expected to negotiate concessions from the
EU that should neutralise some of the opposition to the bloc,
including agreement to restrict UK welfare benefits for new
immigrants and to secure an exemption from the ‘ever closer
union’ clause of the 1957 Treaty of Rome, which laid the
foundations for the EU. Most EU members are likely to fear the
unsettling impact of a British departure and so will want to offer

Cameron at least some face-saving concessions to keep the UK
in. Leaked documents indicate that Germany and Italy have so
far responded positively to British requests for concessions.
Yet it could be a mistake to write off the possibility of exit
altogether. Public opinion could change swiftly, especially in
response to problems within Europe. And a lot can happen
before the vote is actually held. ‘While Cameron promised a
debate before the end of 2017, it now looks more likely that he
will opt to get this out of the way in 2016,’ says John Springford,
a researcher at the Centre for European Reform in London.
‘There is still at least a year in which accidents could happen.’
Events in Greece could lead to an economic slump in the EU,
or a growing wave of immigrants into the UK from poorer parts
of the EU. All those possibilities could sway public opinion even
though none of them relates to the substance of the debate,
Springford argues. ‘We would be wise to take the risk of an exit
seriously,’ agrees Gianmarco Ottaviano, an economics professor
at the London School of Economics.

Swings and roundabouts
The case for exit so far is broadly as follows. Britain makes a net
annual contribution of around £10bn to poorer EU members
– equivalent to roughly 0.5% of GDP. That equates to about a
third of the defence budget or around £150 per person per year.
Still, opponents of EU membership claim there would be other
benefits to departure. Professor Tim Congdon, an economist and
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leading UKIP member, argues that EU regulation stifles British
business, costing the country about 6% of GDP. Brits could also
benefit from ditching the EU’s Common Agricultural Policy, which
imposes high tariffs on food imported from outside the EU and
so raises food prices in the UK. In addition, an independent UK
would be free to negotiate its own trade deals around the globe
far more quickly than the EU can. ‘The best strategy for the antiEU campaign is to paint themselves as globalists and portray the
yes campaign as Little-Europers,’ says Hilton.
Finally, the ‘out’ campaign has pointed to the success
of European nations that flourish outside the EU, including
Switzerland and Norway. Both countries have negotiated access
to the free trade zone and can pick which EU regulations they
want to abide by, EU opponents argue.
Sadly, says Springford, each of these reassuring assumptions
has drawbacks. ‘We cannot totally take it for granted that jilted
EU members would want to make life easy for the UK. They may
take the view that giving Britain immediate access to the free
trade area would set a precedent that nations could choose all
the benefits of membership and shirk the responsibilities.’
Negotiations could also drag on for years. It took Switzerland
nine years to negotiate 120 agreements to gain access to the EU
market. Meanwhile Norway, though not an EU member, still has
to contribute to the EU budget. And Britain would inevitably be
the supplicant in any trade talks with the EU. ‘The EU members
buy 45% of British exports, while Britain buys only 7% of theirs,’

19

says Springford. ‘That makes for a lopsided negotiation.’
Furthermore, the idea that Britain could make a bonfire of
EU regulations on departure is a myth, according to Ottaviano.
‘A lot of these rules are necessary to guarantee access to the
single market, and exporters would have to adhere to them
anyway,’ he points out. ‘The main change would be that the UK
would lose its ability to block or dilute rules it doesn’t like.’ It is
also worth noting that despite EU regulation, Britain still ranks
high in international measures of competitiveness, ease of doing
business and labour market flexibility.
This leads on to the potentially substantial opportunity costs
of an exit, EU advocates argue. ‘We should not think of the EU
as something static,’ says Ottaviano. ‘It is still negotiating trade
deals that could grant Britain access to even larger markets.’
The free trade zone covers a market worth around $24 trillion,
according to the Confederation of British Industry (CBI). An EU
trade deal has just been struck with Canada. If talks with the
US and Japan end in success, EU members could end up with
privileged trading terms within a $47 trillion market – a huge
prize. As a small independent nation, EU proponents argue,
Britain would be far worse placed to extract a comparable deal.
In addition, the UK would risk losing out on further
improvements within the EU. ‘The union is still making progress
in reducing non-tariff barriers to trade, which these days are
often as or more important,’ says Ottaviano. The EU is also trying
to forge ahead with a common market in services,

»

09/2015 Accounting and Business

UK_F_Brexit.indd 19

29/07/2015 14:27

20

Focus | Brexit

Immigrant economics

including banking. Exclusion
▲ Tough talk
from this process could prove
(Left to right) Italian prime
extremely costly for the UK, say
minister Matteo Renzi, IMF
EU advocates. Britain’s economy
chief Christine Lagarde, US
is strongest in precisely these
president Barack Obama,
areas – with a trade surplus of
British prime minister
around 5.1% in services compared David Cameron, German
with a 6.4% deficit in goods.
chancellor Angela Merkel,
The big loser could be
and Liberian president
London. ‘London is often
Ellen Johnson Sirleaf at the
envied and unloved in Europe,’
G7 summit in June 2015
says Springford. Currently the
City dominates lucrative elements of the eurozone trading
infrastructure, such as the clearing and settlements system. The
European Central Bank has already attempted to shift some such
functions to within the eurozone. So far Britain has managed to
resist such pressures. ‘It would be far harder to do so outside the
EU,’ says Hilton. ‘London could still flourish as a global financial
centre, but it would take a large initial hit.’
Inward investment will also be at risk. EU businesses have
invested around £1.2 trillion in the UK – close to half the total
stock of inward investment, according
to the CBI. One investor, Deutsche
Bank, which employs 9,000 people
in the UK, has already warned about
the consequences of the UK leaving
the union. And even this large stock
of EU investment may understate
the potential cost of exit, since many
non-EU companies invest in the
UK as an export bridgehead to the
continent. ‘It is hard to determine
exactly how much investment would
be under threat,’ says Ottaviano, ‘but
it could be substantial.’ Including
lost competitiveness and innovation,
admittedly hard to pin down, Ottaviano
suggests the overall cost of exit could
range between 6% and 9% of GDP.

Finally, while immigration is unpopular in many parts of the UK,
British businesses benefit greatly from the unfettered access they
gain to workers from across the continent. A recent CBI study
reported that 63% of its members regarded the ability to recruit
from around the EU as positive for business. Only 1% said it had
been negative.
Contrary to popular belief, immigrants also appear to make
a net fiscal contribution to the UK, probably as they are more
likely to be young and healthy workers than the non-working old
or infirm. Research by Christian Dustmann and Tommaso Frattini
calculated in 2013 that the average Eastern European immigrant
contributed 4% more to the UK exchequer than they withdrew in
benefits and transfers.
Even if these drawbacks are disputable, it is harder to deny
the considerable turmoil that a British exit could cause in
financial markets. ‘Investors generally hate uncertainty,’ says Marc
Chandler, chief currency strategist at Brown Brothers Harriman
in New York. ‘A Brexit would be the ultimate in confusion and
uncertainty, with years of complex negotiations and haggling. If
this starts to seem a real threat, investors will certainly demand
a higher risk premium for putting their money into Britain.’ That
risk premium is likely to mean a fall in the value of UK stocks, gilts
and sterling.
Brits might also want to spare a thought for the rest of the EU.
‘Without the moderating influence of the UK, the EU would be
at risk of drifting towards more regulation and interventionism,’
Springford argues. ‘Britain has tended to align itself with northwestern European countries such as Germany and Denmark,
which favour a lighter regulatory touch than the likes of France.
This is partly why these north-western European countries are so
keen to see the UK stay at the negotiating table.’
Most economists and investors still believe that the chances
of British exit are relatively small. ‘An EU departure is not
something we are building into our forecasts or models,’ says
Victoria Redwood, chief UK analyst at Capital Economics, a
consultancy. ‘The odds are in favour of continued membership.’
And in a campaign that is likely to
be characterised by hyperbole, it is
worth putting the stakes in perspective:
even most pro-EU advocates admit
that Britain could continue to flourish
outside the EU. ‘The country would
clearly not fall into the sea if it left,’
says Springford. ‘It is simply that the
gains from an exit would be modest,
especially set alongside the risks and
missed opportunities.’
Even so, most economists would
agree that the referendum will have
a far larger potential impact than a
typical general election. ■

‘A Brexit would
be the ultimate
in confusion and
uncertainty, with
years of complex
negotiations
and haggling’

Fernando Florez and Christopher
Alkan, journalists
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The brain game

From knowledge transfer partnerships to school-leaver programmes and higher
apprenticeships, the overlap between academia and professional services is evolving

K

nowledge is the key to success
in professional services, and
where better to find and
develop knowledge than the
university system? There used
to be a perceived gap between
our seats of learning and
hubs of doing, but that gap
is shrinking in today’s world,
with the drive for innovation
pulling the two together
to create a more powerful
economic force.
Hurdles still exist. Red tape and entrenched attitudes can
slow the process, and in some areas there is a desperate
need for simplification to break down the barriers to
university and business collaboration. But the rewards of
that collaboration can be high.
According to an analysis of Innovate UK’s
collaborative research and development funding,
business impacts are twice as high for projects with
two or more academic partners. That impact works out
at £9.67 gross value added (GVA) per pound invested;
projects without academic partners generate £4.22
GVA per pound invested.
Innovate UK, formerly known as the Technology
Strategy Board, is a government agency responsible
for providing support for innovative small and
medium-sized enterprises with high growth potential.
The GVA analysis cited above comes from the recently
released Dowling Report, a review chaired by Professor
Ann Dowling and commissioned by the Department
for Business, Innovation and Skills (BIS). The report
examines how the UK can expand the number of
strategic research partnerships between universities and
businesses across the country, disciplines and sectors, and all
types of business in order to scale up the benefits delivered both
to the participants in the collaboration and the nation as a whole.
One area of focus is knowledge transfer partnerships (KTPs).
Originally launched in 2003, the programme is funded by public
sector organisations, led by Innovate UK, and aims to bring
together three partners: a company, such as a private enterprise,
public body or voluntary agency; a knowledge base, such
as a university; and an associate, such as a recently qualified
graduate. In the 2014/15 financial year, out of more than 5,788
applications for KTP funding, some 1,400 were successful, and

half of those had academic collaboration.
The Dowling report calls for Innovate
UK to increase the levels of KTP
funding to cope with the strong
demand for the scheme and
to ensure that the burden on
applicants is proportionate to
the size of the grant.

Win-win
Previous beneficiaries of
KTPs include PwC, which
teamed up with London
South Bank University to
ensure that the biofuel used
in the Big Four firm’s refurbished
Embankment Place office in London
for a combined cooling, heating
and power system achieved ‘A’-rated
energy performance with a clean, carbonneutral resource. The collaboration helped
the development achieve a BREEAM (Building
Research Establishment Environmental Assessment
Methodology) rating of ‘outstanding’.
Meanwhile KPMG has joined forces with
University College London to deliver a number
of reports on the private finance initiative (PFI). Its
two-year KTP generated new methods of benchmarking
the operational performance of PFI schools and
hospitals and other privately financed social
infrastructure projects.
But KTP is not without its problems, as revealed
in the Dowling Report. It warns that the complexity
of the existing support mechanisms creates frustration
and confusion, so the UK is not reaping the full potential
of its opportunity to connect businesses, both domestic and
international, with the excellent research being done in UK
universities. Dowling says: ‘Government has a crucial role to play
in creating the right conditions for effective collaboration

»

Get the app!
Visit www.accaglobal.com/ab to download app versions of
Accounting and Business

09/2015 Accounting and Business

UK_F_Apprenticeships.indd 21

24/07/2015 14:45

22

Focus | Skills development

between academia and industry.
For example, HMRC and BIS
could help by giving much clearer
guidance to businesses on how
best to use R&D tax credits and
how these interplay with state
aid restrictions.’
She adds: ‘It is vital
that research students in
appropriate disciplines spend
some time in industry in order to
get a new perspective on their own
research, expand knowledge and
build relationships. They should
also receive training, particularly
around entrepreneurship.’

end of their degree courses. As noted
above, some accountancy firms are
seeking to offer trainees a combination
of a university education with on-thejob training, but the government’s
desire to promote social mobility has
seen a growth in apprenticeships and
school-leaver programmes.
Apprenticeships, once the route
into more practical, hands-on careers,
such as plumbing or building, are now
very much in vogue in professional
services. Indeed, ACCA supports
apprenticeships through two
qualifications that are suitable for
school leavers, allowing them to earn
while they learn, including foundationlevel qualifications that are suitable for
school leavers aged 16.
Earlier this year, KPMG launched an
apprenticeship programme in a bid to recruit and
develop the next generation of accountants from
as wide a variety of backgrounds as possible. Using
the government’s Trailblazer apprenticeship standards,
the firm will offer school and college leavers a full-time
role with practical experience, a salary and the chance to
work towards a professional qualification.
By the time you read this, some 110 such apprentices
will have started at the firm, working in London,
Manchester, Birmingham, Bristol, Glasgow and Leeds. The
apprentices will have left school with a minimum of three A levels
at grades BCC, and five GCSEs grades A to C, including English
and maths.
‘We need young people from all parts of our communities,’
says Marianne Fallon, KPMG’s head of corporate affairs. ‘That will
help us see our clients and our own organisation from different
angles, allowing us to grow and add even greater value.’
The programme will give apprentices the chance to move
around the firm and experience different disciplines such as
audit, tax, advisory and technology. They will be studying
towards an initial technician level and subsequently for a
professional qualification after six years, putting them on a par
with graduate trainees.
This year EY has seen an increase of 28% in the number of
applications for its school leavers’ programme – more than 1,200
applicants for 135 places. Maggie Stilwell, EY’s managing partner
for talent, puts some of this increase down to the changes
in student financing, such as the hike in tuition fees brought
in by the coalition government. ‘We are interested in bright
people who are capable of working in a professional services
environment, and this is another pool of talent in which we like to
fish,’ she says. ‘The more diverse the pools of talent, the better
chance we have of getting the brightest.’ ■

‘The more
diverse the pools
of talent, the
better chance we
have of getting
the brightest’

The numbers speak
From 2013 to 2014, more than £85m was committed
to KTP-supported UK businesses, drawing on the
expertise of 98 higher education institutions. Profits
in the businesses rose by £211m in total, 450 new
staff were taken on, annual exports increased by £207m,
and £95m was invested in plant and machinery or research
and development.
Nearly 60% of KTP associates were offered employment
by their host company once the scheme had completed.
Each KTP project typically resulted in an increase in annual
exports of £967,000 and three new staff being employed,
including the associate. Some 86% of businesses reported
that they had plans for further collaboration. Return on
investment in KTPs has been estimated at between £4.70 and
£5.20 of net additional GVA per £1 of public funding.
KTPs clearly have a role in delivering economic returns
and supporting skills development both for graduates and
within companies.
Universities and professional service firms have also
come together in other areas, not least through joint training
programmes. For instance, KPMG has teamed up with
Birmingham and Durham universities to provide a five-year
accountancy training programme that includes both paid work
at the firm and study at one of the universities. It is billed as a
way to go to university without building up a hefty student debt,
helped in no small part by a starting salary in London of £20,000.
Likewise, PwC offers a four-year course with Henley Business
School, Newcastle University and Nottingham University Business
School. And ACCA runs a joint course with Oxford Brookes
University that offers a degree in applied accounting, available
exclusively to ACCA students who wish to obtain a degree while
studying towards the ACCA Qualification.

Other routes
Partly as a result of diversity initiatives, the accountancy
profession has been increasingly recruiting school leavers into
its ranks rather than waiting for graduates to appear at the other

Phil Smith, journalist
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Owning it

Accountancy needs a new ownership structure if it is to become a modern business sector,
argues Peter Williams. So is the ‘shared enterprise’ the route to a successful future?

Peter Williams is an
accountant and journalist
Changing your business model is hard
even if you know you have to in order to
survive. So well done to Grant Thornton
for announcing it is moving from a
traditional partnership structure to a
‘shared enterprise’, giving many of its
4,500 employees a stake in the business.
Such change is hard for the traditional
Victorian-inspired partnership that is so
ingrained in the profession. Its hierarchy –
based on the domination of the qualified
accountant and the commercial mantra of
one-third for costs, one-third for staff and
one-third for partners – has been passed
down for generations.
But GT will not be the first firm to
embrace radical change, nor, given the
problems facing the sector, will it be the
last. The rise and fall of the consolidators
that touched and scarred so many firms

– buyouts that were then reversed a few
years later – has allowed different thinking
to be given a chance.
The age of deference is dead.
Junior partners – if they can actually
be persuaded to invest in an equity
stake (which means mortgaging to the
hilt) – are no longer prepared to wait on
the commercial decisions, succession
planning and retirement dreams of the
seniors. A new settlement is needed and
shared enterprise may be the answer.
So what might GT look like by the
end of its journey? Shared enterprise is
the ‘John Lewis model’, but firms have to
engineer their own solutions to meet their
particular circumstances.
Most firms would maintain the limited
liability partnership (LLP) but issue equity
through a corporate subsidiary. After

obtaining an independent valuation, the
firm could create an internal mechanism
to transfer shares. Not everyone will want
to be a part-owner. While those who are
committing a large part of their career to
the firm may support the idea, it may be
rather harder to get buy-in (literally) at the
more junior levels or in support functions,
especially as the annual cash bonus will
be ditched in favour of a few more shares
in the enterprise.
To make up for no Christmas bonus,
a shared enterprise firm might opt for a
fairly aggressive dividend policy – which
acts as a reminder both of ownership and
of commercial success. With a clearly
defined set of expectations, it should
also be much easier to deal with partner
entrances and exits.
But this model is about so much
more than just money. Spreading the
ownership changes the culture. Skills that
firms need if they are to thrive can be fully
recognised and integrated. One example
is giving professional parity to chartered
financial planners. And skills such as HR,
IT and marketing can all be given due
recognition. Best of all, partners will
cease to be those scary figures that future
careers depend on. Indeed, the title of
‘partner’ could go altogether.
Overall, shared ownership should help
to break down barriers and introduce
fresh thinking to a sector that will fail
if it does not recognise that it cannot
rely on mandatory business alone nor
compete with technology that can, for
example, produce a pretty adequate set
of accounts for many businesses. Firms
of the future will need a wider skillset to
deliver a bigger suite of skills.
As for clients, most won’t give two
hoots as long as the bills don’t shoot up
and the service doesn’t crumble. With
so many more in the firm sharing directly
in its success, it’s odds-on that the client
focus should be a whole lot better.
Accountancy needs a different model
to become a modern business. The
shared enterprise firm could be just the
step towards eliminating the last vestiges
of a crusty old profession. ■
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Rotation twists and turns
Warnings of increased switching costs and higher risk during the learning curve should
be heeded even by hardcore advocates of mandatory auditor rotation, says Jane Fuller
You would think that the debate on
auditor rotation had been settled
in Europe by the compromise
hammered out between 2012 and
2014, via changes in the UK corporate
governance code and competition
regime, and in EU legislation. Broadly,
audits should be put out to tender at
least every 10 years and the maximum
tenure for an auditor in the UK is 20
years. These stretches are longer than
many investors wanted but considerably
shorter than the average for large
quoted companies before the reforms.
Yet the anti-rotation arguments still
resurface, most recently in the form of a
paper in the July edition of The Accounting
Review, published by the American
Accounting Association, which suggests
that rotation may inhibit scepticism.
The article harks back to an
experiment involving 226 undergraduates
in a game between managers and
auditors. Top points were gained by the
managers who smuggled aggressive
accounting past the auditors and by
auditors who applied ‘low audit effort’ to
companies that had no misstatements in
their financial reports. Hardly a recipe for
professional excellence.
But the nagging behavioural point is
that when an auditor has little experience
of a client, it will be less comfortable in
the sceptical mindset necessary to believe
that the managers are making false
statements. Conversely, a predisposition
to trust a client’s integrity will also be
weakened – but that is not the mindset
regulators or investors want these days.
The authors see value in scepticism
but say it is more likely to be diligently
applied in a lengthy tenure.
Then there is the awkward case of Italy,
which has required auditor rotation since
1975. Bocconi University has long been
the home of academics who question
the impact of auditor rotation on audit
quality. Mara Cameran, Antonio Marra
and Angela Pettinicchio, with Jere Francis
of the University of Missouri, had an
article published in Auditing: A Journal of
Practice & Theory in February 2015. They

Jane Fuller is a journalist and
also serves on the Audit and
Assurance Council of the UK’s
Financial Reporting Council
say rotation reduces incentives to perform
high-quality audits, incurs switching
costs and presents a particular risk in the
‘learning curve’ period. Again this ignores
professional standards, a firm’s fear of
reputational damage and the potential
benefits of a new auditing broom.
The appearance of these articles could
be dismissed as part of the lobbying
against change in the US. But advocates
of rotation, like myself, should pay
attention to a couple of points. One is
the ‘lack of experience’ argument. This
could be countered by pointing out that
the new auditors will have highly relevant
experience of the sector and its audit
risks. To cover set-up costs and maximise
the ‘new broom’ effect, maybe the audit
fee should be higher in the first year.
Indeed, the US academics suggest new

auditors should focus on ‘falsifying, rather
than verifying, management assertions’.
The second is that while auditor
rotation renews independence, it cannot
guarantee either professional scepticism
or a high-quality audit. Other measures,
such as audit committees’ efforts to curb
non-audit fees and improved auditors’
reports to shareholders, are at least as
important in managing conflicts of interest
and refocusing the auditor on the external
beneficiaries of its assurance.
The goal of all the reforms to audit
practice and the audit market is to ensure
that the world feared by the US academics
– in which low-effort audits meet
aggressive financial reporting – remains
simply the outcome of a game. But it
never hurts to be warned of potential
unintended consequences. ■
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Comment | Anthony Harbinson

Moving forward

After 12 months as ACCA president, Anthony Harbinson looks back over his term
of office and pays tribute to the commitment of students, members and staff
It is with a great sense of pride and
some very fond memories that I look
back on my year as ACCA president. It
has been a huge honour and privilege
to have served the members and
students that make up our fantastic
body and to be an ambassador for you
and ACCA in so many forums.
Among the many highlights was
leading the ACCA delegation to the
World Congress of Accountants in Rome
last year. We were, I believe, able to
demonstrate how ACCA is helping to lead
and develop the accountancy profession
globally while making a valuable
contribution to debates and presentations.
Travelling around the world has given
me the opportunity to meet so many of our
students and members, and to recognise
that we are indeed one very large family,
with shared values and commitments.
That has also enabled me to see how
they engage with ACCA within their local
markets and to understand how they help
develop our communities and economies.
It has also been a privilege to meet
with the staff teams that deliver so much
for us as members and students – the
individuals who make ACCA work and
help us all to get the most from our
Qualification and our careers. They are the
true heroes of ACCA!
At the start of my presidential year,
I said I wanted to put the public sector
at the forefront of the profession and
to highlight the strengths, threats and

I have thoroughly
enjoyed the
chance to really
discuss public
value and the
public interest on
the world stage

opportunities that this sector faces.
As someone who works in this vital
sector, it has been a source of pride that
I had the opportunity not only to have
met with and influenced so many key
stakeholders but also to have launched
ACCA’s Certificate in International Public
Sector Accounting Standards, which will
help many thousands of public servants
around the world.
I have also thoroughly enjoyed the
chance the last year has given to me to
really discuss public value and the public
interest on the world stage, and explain
how ACCA puts this at the very heart

of all that we do, particularly in terms
of espousing our commitment to ethics
and doing the right thing, no matter how
difficult that may be.
I have many special memories of my
presidential year – not least being made a
‘chief’ while visiting Uganda in November
last year. I want to conclude by thanking
you once again for the opportunity to serve
ACCA at the highest level and to wish you
all future success in your careers. ■
Anthony Harbinson FCCA is director of
safer communities in Northern Ireland’s
Department of Justice

Accounting and Business 09/2015

UK_AP_Com_President.indd 26

24/07/2015 14:44

-UK_adverts_Sept15.indd 7

28/07/2015 12:12

28

Comment | Robert Bruce

The worm in the bud

With a drop in the number of accountancy students, and audit, the sector’s great training
ground, in decline, Robert Bruce asks whether the profession is heading for trouble
look at the numbers of students studying
for their exams overseas at the end of
December 2014, ACCA had 290,270
(some 78% of all its students) while the
Scottish accountants at ICAS had 13.
And if you look at age distribution across
the profession there are significant
differences. Sixty-four per cent of ACCA
members are under 45, whereas half or
more of CIPFA, ICAEW and ICAS are 45
or over. And in CIPFA’s case, 76% of its
membership are 45 or over.
But significant conclusions can be
drawn, regardless of the complexities that
lie behind them. The first, inevitably, is
gender – women in the profession. The
proportion of women members in the UK
profession grew from 34% in 2010 to 36%
in 2014. But it is among students that you
find the bulge that will shortly transform
the profession. The overall percentage of
female students has been creeping up –
by the end of 2014 it hit the 50% mark, the
point of gender equality, for the first time.

Robert Bruce is an
accountancy commentator
and journalist
Accountants love the idea of taking
a financial snapshot. It is at the heart
of the culture. The balance sheet, the
profit and loss account – all are based
on what we would learn if we stopped
the world on that one particular
31 December. And this is what the UK’s
Financial Reporting Council (FRC) does
in its annual report on the key facts and
trends in the accountancy profession.
It contains page after page of tables
and bar charts with a minimum of
commentary, although that commentary
is succinct and very much to the point.
The problem when it comes to the
accountancy bodies that nurture and
maintain the accountancy profession
is that, as the old joke about seeking
directions when lost has it, you wouldn’t
start from here. There are seven bodies

Podcast
Hear Robert Bruce’s podcast
on the changing shape of the
profession at www.accaglobal.
com/ab/podcasts

that make up the profession for the FRC’s
purposes. All have very different cultural
and historical reasons for why they came
about and still exist, and they tend to
serve different types of accountants in
the business landscape. So, to an extent,
a survey like this is trying to compare
apples and pears, with perhaps the
occasional pomegranate lobbed in from
left-field.
To take an extreme example, if you

Our declining population
The concern that the FRC has is that such
good news might not be the full story.
Overall, the number of students aiming
to become members of the accountancy
profession in the UK and Ireland has
fallen. Admittedly, they have not fallen
by far: in 2013 there was a steady 1.6%
increase, but in 2014 numbers fell by 0.8%,
despite the ICAEW, CAI and ICAS all
having more students. Still, the overall fall
was enough to worry the FRC.
It is hard to point to any specific
reasons for the drop. But the nature of
an accountant’s work could be a factor.
If you were set on the idea of being an
accountant following the old traditional
route of putting up your brass plate in a
small town or joining a small local firm,
you might be forgiven for wondering
about your future prospects.
The number of partnerships registered
as audit firms with their recognised
statutory body is in what looks to be
inexorable decline. Back in 2010 there
were 7,457, but by 2014 the number was
down to 6,635. Over half these firms were
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Alert: membership up, studentship down
The FRC’s executive director of conduct, Paul George, sounded a warning in
the body’s 2015 annual report: ‘It is encouraging that accountancy remains an
attractive profession and membership continues to grow. However, student
numbers have grown at a lower rate globally compared to last year and have
declined slightly in the UK and the Republic of Ireland. The long-term health of
the profession relies on sufficient bright young accountants coming into it to
replace those who leave at the end of their careers.’

sole practitioners and their number fell by
5.6% in 2014 alone.
The background to this is a steadily
increasing audit threshold that means
companies no longer legally need an
audit. At the same time the perceived
complexities of the financial reporting
rules mean that clients and firms may just
opt out and leave it to someone else.
That is one end of the profession. The
other factor can be seen in the figures
for the proportion of fees earned by the
larger end of the accounting world. Here
non-audit work continues to outstrip and
pull away from the audit work. For the Big
Four firms in 2010 some 24% of fees came
from audit work, and 61% from non-audit
clients. The latest figures show that 21% of
income came from audit while 66% came
from non-audit clients.

The same is true of the larger non-Big
Four audit firms. Audit fees made up 34%
of their income in 2010, falling to 28% by
2014. Their non-audit client fees were 54%
in 2010, and 60% in 2014.

Recruitment challenge
All this suggests a vibrant and changing
accountancy profession. But there could
be a significant effect on the recruitment
of students into the overall accountancy
profession. Culturally, it was always
assumed that people who would succeed
within the larger accounting firms would
come in through audit, study for and
achieve an accountancy qualification, and
then move out into the other disciplines,
which related to the growth in non-audit
fees. Newly qualified accountants would
simply follow the growth.

29

But non-audit client work is not
necessarily anything to do with
accounting any more. It could be fraud
prevention, data crunching, or any other
high-value business advisory discipline.
And young graduates have twigged that
you can arrive as a graduate and train
within the firms. This is where the real
worries abut the future sustainability of
the accountancy profession lie.
Meanwhile, the companies that spawn
all this extra non-audit client work remain
within the same elite. Back in 2011, 99% of
FTSE 100 companies were audited by the
Big Four. By the end of 2014 it was 98%.
Hardly a revolution. And across what the
FRC calls ‘all main market’ companies, the
figure rose from 78.4% in 2011 to 79.9%.
Meanwhile the next six audit firms in size
actually lost ground, from auditing 16.8%
of companies across the main market to
14.5% in 2014.
Overall, we see a profession with signs
of stasis at the top end and decay at the
bottom, with its traditional audit market
in steady decline. The truth is that it was
ever thus. The reason the UK accountancy
profession has been so successful over
the last 50 years is its ability to plunge into
new and lucrative markets while always,
of course, maintaining the veneer of the
integrity of audit. ■
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Focus | Foreign exchange

Time to fix your FX

Foreign exchange movements can wipe out profits and put SMEs in danger. In the first of
three articles in association with WorldFirst, we look at why you need an FX strategy

W

hen the Swiss National Bank decoupled its franc
from the euro in January, it created turmoil in
foreign currency markets. Jeremy Cook, chief
economist at WorldFirst, recalls: ‘I was transfixed as the Swiss
franc strengthened by 33% in just two hours. If you weren’t
hedged, you’d have taken a considerable bath.’
Indeed in the days after, there were rumours of large
companies having lost millions of euros. It is also likely that there
were some small and medium-sized companies who found their
bath water had dropped unexpectedly in temperature.
It all underlined the importance for companies large and
small of mitigating their foreign exchange exposure through a
well-founded risk strategy. But while corporates have the financial
backing to hire the experts they need to run their strategies,
SMEs don’t usually have that luxury.

Open window
Managing an FX strategy often involves an SME business owner
or FD taking responsibility for an area in which they will admit
they are not experts. Robert Cullum, managing director at Pacific
Produce, a £31m-turnover importer of
fruit, is one SME owner who needs to
keep a close watch on FX movements.
His company imports satsumas,
avocados, mangoes and other fruit,
mostly from Peru, along with other
parts of South America. Cullum’s FX
dilemma is easy to state, less simple to
solve. In his purchase-to-sale cycle, he
orders product in week one, waits for
around four weeks while it is shipped
across the Atlantic, then sells it in week
six, but then waits up to four more
weeks – and sometimes longer – to get
paid. In short, he has a 10-week window
between buying and being paid, when
FX movements could wipe out any
profit he’d hoped to make on the deal.

‘If you look at the volatility of currency rates, that can
sometimes be the difference for me between making money and
losing money because produce margins are very low,’ he says.
His conundrum revolves around an eternal triangle of three
main currencies – the pound, the euro and the US dollar. He
must pay for his produce in dollars, but gets paid by customers
in pounds, or euros when he sells into the eurozone.
Some of the time, Cullum mitigates the risk by paying
regularly. ‘You win some, you lose some that way,’ he says. Over
time, the gains and losses tend to even themselves out. But if
he’s arranged a fixed price with the seller in dollars and with the
buyer in pounds or euros, he will buy a forward FX contract to
lock in the buying and selling rates.
Ian Marsh, a professor at London’s Cass Business School
whose research interests include FX markets, argues that each
SME needs a foreign exchange strategy that matches the risk
profile of its business. ‘There’s a lot of theory that suggests
you don’t really need to hedge FX risk if you’re diversified,’ he
says. The problem, though, is that SMEs are rarely sufficiently
diversified either in the nature of their business or the currencies
they use to take that chance.
Few SMEs with any significant level
of overseas business should ignore
the need to develop a well thought
out FX strategy, says Marsh. ‘You need
to prioritise the deals that will bear
the most risk and ask: what is the risk
of a deal putting the company into
financial distress?’
Marsh points out that making
risk judgments is not new for finance
professionals and other senior
executives. There are risks in interest
rates, commodity prices, market
competition and other areas. In dealing
with FX, executives are using exactly
the same kind of risk management
skills they use in other areas.

‘The volatility
of currency
rates can
sometimes be the
difference for me
between making
money and
losing money’
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Master and servant
There is a cost to hedging and it is important to build that into
calculations about the budget rate. And, says Marsh, it is also
important for SMEs to recognise that FX strategy should be the
servant of the business, not its master. That is a good reason for
keeping the FX strategy simple, he says.
‘Foreign currency trading won’t be a core competency in
most SMEs, so don’t worry too much about making or losing
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Cook says that companies that have given a lower priority to FX
risk in the past may need to review that decision in the future.
Currency ﬂuctuations are certainly not new. He has seen major
currencies move by 3-4% in a day and up to 8% over a month. ‘At
that level, the movement has the potential to take a considerable
lump out of your take-home profit,’ he says.
Looking forward, FX ﬂuctuations may increase both in
frequency and size. The global economy is about to leave a
prolonged period of record low interest rates. That could create
more uncertainty about whether different economies can sustain
their growth rates. In turn, that may feed through into more
currency volatility as strong economies continue to grow despite
interest rate rises, while weaker economies find their growth
rates falling back.
‘We’re moving from an atmosphere where every single action
of central banks has been aimed at stimulating growth to an
environment now where interest rate rises may cause some
economic contraction,’ Cook says. ‘This is something that we
haven’t had to deal with for a while and will be a test for just how
secure economies are.’
So what should an SME do if it decides that it needs to
develop an FX strategy or revise its current strategy in the light
of changing economic conditions? Cook suggests a three-step
approach. First, he says, you need to know your ‘budget rate’ –
the rate at which you expect to buy or sell a given currency to
maintain your profit margin at the desired level. ‘The budget
rate is at the heart of an FX strategy,’ he says. ‘You must know
exactly what your costings are. If your budget rate doesn’t help
to protect your business strategy, it is not doing its job.’
Second, you need to explore ways to protect your budget
rate, which in turn underpins your business strategy. This
essentially involves deciding what the business’s appetite is for
risk. ‘If you’re very risk-averse, you may just want to protect your
budget rate, and there are hedging products that can do that,’
says Cook. On the other hand, the business may have a higher
appetite for risk – perhaps because it has a more generous
underlying profit margin – and want to seek opportunities for an
upside from its currency trading. In which case, it may choose
to hedge away some its FX risk but leave some ﬂexibility to take
advantage of favourable currency movements.
Third, you need to focus on the relationship between your
foreign currency payments and receipts and your underlying
liquidity. ‘Do you have a balance sheet that gives you the ability
to pay down margin against trades that will be booked out for the
future, depending on how far you want to hedge?’ says Cook.

Value of sterling against US dollar
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the odd 1-2% in foreign currency markets,’ he says. ‘Make your
money where you know you create your value.’
Cook agrees: ‘Don’t rush into things you don’t understand:
you have a budget rate to protect.’
But when it comes to foreign currency considerations,
there is a twist in the tale. Even companies that don’t have
FX transactions may be vulnerable to the broader economic
impact of world currency movements, says Marsh. For example,
movements in currencies may give overseas competitors an extra
edge in key markets.
‘Just because you don’t have a transaction exposure, don’t
fall into the trap of thinking you have no risk exposure,’ he says.
‘Don’t become complacent over it because we’re living in an
internationally competitive world.’ ■
Peter Bartram, journalist
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the only professional body
representing international trade

Seeking to help your clients grow internationally?
– The IOE can help to support your work
As Government urges more and
more businesses to engage in
international trade, the businesses are turning to the one
external consultant they trust,
their accountant.
In turn you are expected to understand some of the complexities
of global trade and all the peripheral disciplines such as insurance,
shipping and compliance with
customs regulation.
To help you get to grips with
these aspects the Institute of
Export – the only professional
body in the UK offering recognised,
formal qualiﬁcations in International Trade – offers a series of
career enhancing educational
courses.
Providing a viable, cost effective and ﬂexible opportunity for
higher educational study, the
IOE’s wide-ranging qualiﬁcations
are designed to meet the needs of
all students, regardless of age or
experience.
Created by a team of industry
experts, designed to ﬁt around
a full-time career and delivered through distance learning
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complemented by tutor and mentor support, webinar and online
tutorials, our qualiﬁcations meet
the needs of both inexperienced
learners as well as students
wanting to embark on a business
degree.
With a suite of qualiﬁcations
covering all areas of international
trade, our expertise is steeped in
best practice and all our course
content is linked to practical and
commercial scenarios.
Our qualiﬁcations include:
• Advanced Certiﬁcate in International Trade - rolling entry
• Certiﬁcate in International Trade
- rolling entry
• Diploma in International Trade rolling entry
• Diploma in World Customs Compliance and Regulations – rolling
entry
• Foundation Degree – September
2015, January 2016, April 2016
enrolments
• MSc in International Trade, Strategy and Operations – September
2015, January 2016, April 2016
enrolments
• BSc (Hons) Management Practice - International Trade - January
2016, September 2016 enrolments.

Internationally renowned for our educational excellence and regulated
by Ofqual to ensure our courses
meet national quality standards,
the IOE has a 95% pass rate for
students who follow one of our
distance learning programmes
and has marked a 42% increase
in student enrolments over the last
12 months.
An agreement between the
IOE and ACCA enables ACCA
members who have passed the
Diploma in Accounting and Business, or Advanced Diploma
in Accounting and Business,
to be fast-tracked into an international
trade
qualiﬁcation
from the IOE with exemptions
applying for prior learning.
As the leading UK authority on
trading globally, we know that
education is the key to international trade success … isn’t it time you
unlocked your potential?

For more information, visit our
website at http://www.export.
org.uk/professional-qualifications or call us on
+44 (0) 1733 404400.
qualiﬁcations@export.org.uk
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Redefining excellence

Connectivity and automation are transforming the face of finance, resulting in changes to
the kind of people needed to run the finance department, says PwC

The new numbers

Function costs take a nosedive

PwC’s annual finance function
benchmark report, Breaking away:
how leading finance functions are
redefining excellence, shows how the
best-performing finance functions have
ditched the focus on bookkeeping
and information gathering. Instead,
they are producing real-time analytics
and management information for use
by other parts of the business. These
changes mean that there is a demand
for a new type of numbers professional
– one with soft skills and able to
navigate the new business landscape,
and partner more meaningfully with
the business.

As fewer people are needed to run finance, so the cost of the average
finance function as a percentage of revenue has fallen since 2011/12 by
more than 10%. A combination of automation, shared services and more
efficient use of capacity means that the cost of finance is a full 40% lower in
the best-performing organisations.

5,600+ finance teams surveyed
100+ countries

1.02%
0.93%

0.93%

0.89%

0.56%

0.53%

2012/13

2013/14

0.82%

0.54%

0.56%

2009

2010

0.61%

2011/12

Median

Top quartile

400+ companies
50% The amount of time finance
professionals now spend on
analysing rather than gathering
data (up from 36% last year)

Rewards for the first rank
PwC benchmark data reveals that cost
efficiency is improving across the board,
though much more quickly within topperforming finance teams, where average
finance cost as a percentage of revenue
is continuing to fall to below levels
reported before the global financial crisis.

Complexity and compliance push up costs
There are significant differences between industries. Complexity and
regulation mean that the finance function remains more costly within the
financial services sector than any other (1.32% of revenue for the median).
Cost of the finance function in selected sectors
0.99%

Financial services
Industrial

0.79%

Technology

0.80%
0.70%

Power/utilities
Retail

0.21%

1.32%
1.18%
1.11%

0.83%

0.34%

What sets top performers apart?
Top quartile
Scale and complexity still drive
costs up, but top performers run at
40% lower cost
Top performers spend 20% more
time on data analysis

Median

For more information:
You can read and download PwC’s 2015 finance function benchmark study,
Breaking away: how leading finance functions are redefining excellence,
at bit.ly/PwC-BA
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Insight | SME finance

Crystal ball gazing
Rosanna Choi brings together the results of roundtables held globally that looked at
future funding scenarios for SMEs and the role of accountants in this brave new world
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C

onsidering future scenarios is an important aspect of
running sustainable organisations. As the Economist
Intelligence Unit identifies in its report Long-term
macroeconomic forecasts: key trends to 2050, major
economic changes are underway. By 2050, China’s GDP
could exceed that of the US, while each of the largest three
economies in the world (China, the US and India) will be
richer than the next five put together. Asia overall could
account for 53% of global GDP.
Other research has also attempted to see into the future.
A report, In safe hands? The future of financial services, published
by Long Finance with the support of the Qatar Financial Centre,
looked at the future of financial services globally up to 2050. It
developed four scenarios based on varying assumptions about
the longevity of the Washington Consensus (where policies
support liberal democracy, free markets and trade, financial codes
and standards) and about the future of human connections. For
example, might a future global crisis result in nation states being
replaced by a group of dominant cities, or in the rising importance
of global affinity groups (for example, religious or political)? What
could happen if global market integration continues rapidly
and disruptive technology challenges current ways of living and
conducting business?
Inspired by such forward-thinking analysis, ACCA conducted
a number of roundtables around the world, in conjunction with
SAMI Consulting, specialists in strategy and scenario planning.
The roundtables considered how a number of different future
scenarios could affect the way that small and medium-sized
enterprises (SMEs) access finance, how the role of accountants
in this process might change and therefore the skills they would
need to develop. ACCA’s Global Forum for SMEs has also
discussed these issues, including emerging challenges around
assessing business prospects and valuing businesses.

Translators
Such discussions highlighted how professional accountants
have traditionally been called on to translate financial
information for entrepreneurs. Business owners draw on a variety
of information sources when running their businesses, but don’t
necessarily use their financial statements as effectively as they
could. It is important that accountants, as SMEs’ trusted advisers,
make sure that entrepreneurs understand and take account of
the current financial position of their business, particularly when
it comes to making decisions about funding.
This role is likely to become even more important in the
future, particularly as business models become increasingly
dependent on intangible assets. For example, Uber, the world’s
largest taxi company, owns no vehicles; Alibaba, the world’s most
valuable retailer, owns no inventory; and Airbnb, the world’s
largest accommodation provider, owns no real estate.
Traditional providers of SME finance such as banks struggle
to lend when they can’t secure their loans against borrowers’
physical assets. Accountants need to develop new ways of
evaluating the future cashflows that intangible assets will
deliver. In this way, they can help SMEs to demonstrate their

»
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Gabriel Low, CFO, GEA Westfalia Separator Ltd
‘The transformation of SME funding is happening
already. It used to be based on traditional bricks and
mortar funding from a bank. Now it’s very much based
on intellectual property, technology, software, intangible
assets, but banks struggle with lending in those
situations. Because of that, crowdfunding is becoming a
transformative way of funding SMEs.
‘Accountants need to influence governments to
develop good frameworks for governing this – regulatory
systems that embrace crowdfunding. Accountants also
need to be better trained to value intellectual propertybased business models. Stock exchanges have moved fast
in this direction, but the accountants are behind the curve.
‘Accountants need to develop skills so they can
support SMEs with these new business models and help
them in accessing finance.’

Ellis Quinlan, Ellis J Quinlan & Co
‘It’s extremely difficult to value intellectual property and
any intangible assets, but if you know there’s enough of a
market for your product that people will fund it, then you
know you’ve got a decent business concept. In this way
crowdfunding has the potential to validate a business idea
for a potential product or service.
‘Banks have seen the mistakes they made in the past
in terms of asset-backed funding and are now more
interested in repayment capacity. Your repayment capacity
is about your future, not what’s happened in the last 18
months or five years.
‘So there are a great deal of opportunities for
accountants to get into this space – to learn about valuing
intellectual property and using information available
through crowdfunding, and in doing so provide much
better support to SMEs.’

Anne Kimari, COO, African Academy of Sciences
‘In developing countries like Kenya there has been a lot of
innovation in business funding in the last few years, with
financing coming from non-traditional sources. A lot of
telecoms companies are forming alliances with financing
institutions that are not necessarily banks and providing
access to funding in an innovative way. We also see
crowdfunding, which depends on internet connectivity,
but there are some programmes that potentially will
revolutionise access to funding.
‘But there are challenges, because funding comes with
risk for the funder in terms of how the money will be paid
back and around whether recipients really understand
what happens if funders don’t get their money back.
Accountants are key in guiding entrepreneurs to access
these new sources, and in influencing government policy
on how non-traditional financing can be encouraged.’
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◄ New model

The role of accountants
is changing as
businesses
such as Uber
become increasingly
dependent on
intangible assets

repayment capacity, and so provide the necessary comfort to
lenders.
The inability of banks to finance new business models is in
part being addressed by the rise of innovative funding models
such as crowdfunding, whose importance is only likely to
increase. Crowdfunding models vary, but a powerful version
involves individuals being willing to lend relatively small sums in
return for rewards in the form of novel products or services. By
definition, where crowdfunding succeeds in raising the finance
an SME needs, the business has identified a valid demand for
its product or service. There are also emerging forms of supply
chain finance. For example, the ability of e-commerce platforms
to finance businesses based on knowledge of their past trading
and payment activity is potentially hugely powerful.

New skills
Francis Chittenden ACCA, professor of small
business finance, Manchester Business School
‘The traceability of money, people, assets and transactions
will be transformed in the coming decades. For example,
Bitcoin is a novel exchange mechanism where each Bitcoin
has its own identity and can be traced. So the custodial roles
of accountants – in auditing or checking that assets exist –
are going to become largely irrelevant. Big data will hold
huge reserves of traceability for all kinds of assets and people.
If you want to judge how well equipped an entrepreneur is to
conduct their affairs, you will be able to observe many things
about their lifestyle and habits. That’s going to have a big
influence on access to finance.
‘Accountants need to become skilled in capturing and
understanding this kind of information, as it will help inform
decisions about businesses. There’s an opportunity for
accountants here, but also a requirement to learn new skills.’

Ng Boon Yew, chair of ACCA’s Futures Academy
‘Big data is a trend that cannot be ignored. Collected
through devices and technologies such as credit and
loyalty cards, the internet, social media, WiFi sensors and
electronic tags, big data has the potential to radically
change how businesses operate, how they are assessed
and the roles accountants play.
‘At the moment, the analytical tools and skills required
to make the most of big data – characterised by its
volume, variety and velocity – are still developing. As
professional accountants, we need to be at the forefront
of this activity – looking for ways to use big data to
enhance business success. SMEs seeking to raise finance
will increasingly find that their big data profile influences
investment and lending decisions. Accountants will need
to advise entrepreneurs on how to manage that profile
in order to present their business – and themselves as
business owners – in the best light.’

Both crowdfunding and e-commerce finance models represent a
move away from the use of intermediaries. This has implications
for accountants and the skills they require. Although accountants
won’t necessarily be making approaches to lenders on behalf of
clients, they could still have a vital role in guiding SMEs through
the range of loan finance options available. They will also need
to play a role when SMEs seek equity finance. This is expected
to become more widespread, particularly among SMEs in fastgrowing Asian economies. Professional accountants will need to
help SMEs in presenting their businesses in a way that appeals
to investment banks, and find methods (as already highlighted)
to ensure that businesses based on intangible assets receive
appropriate valuations.
This will require professional accountants to draw on all the
new and extensive information being created through the use of
modern technology – the huge reserves of ‘big data’. Business
transactions and the actions of business owners will become
increasingly traceable (for example, through Bitcoin transactions
or Facebook postings). This information will be increasingly
used by investors and lenders when making funding decisions.
Professional accountants need to make sure they too know how
to use this data most effectively, so maintaining their relevance to
SMEs and funders over the coming decades.
Predicting the future is difficult, but ongoing developments
in technology and innovations in funding models will change the
business landscape. Professional accountants need to stay ahead
of the curve and develop the skills they need to help SMEs
access the finance they need. ■
Rosanna Choi, partner at professional advisory firm CWCC
and chair of ACCA’s Global Forum for SMEs
For more information:
Long-term macroeconomic forecasts: key trends
to 2050 is available at tinyurl.com/pdm9b3e
In safe hands? The future of financial services is available
at www.samiconsulting.co.uk/5insafehands.pdf
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Painting by numbers

The eye-watering figures that works of art are selling for at auction puts the sector
firmly in the same asset class as equities, bonds or precious metals

T

he wealthy have always spent lavishly
▲ Arm and a leg
executive and now chief executive of the Fine Art
on art. But many are increasingly
Pablo Picasso’s painting
Fund Group, which manages about US$500m of
seeing their wall-candy as a source of
Les femmes d’Alger and
assets. ‘For those who know what they are doing,
return too. Along with gold or hedge funds,
Alberto Giacometti’s
the returns can be appealing. Our business has
paintings and sculptures have become an
L’homme au doigt at
grown 50-fold over the past 10 years.’
established part of the financial portfolios
auction in Christie’s, New
Even so, opinion is divided on how art stacks
of rich investors. An industry has sprung
York. Both sold for recordup compared to other asset classes, such as
up to counsel high-net-worth individuals on
breaking prices
equities, bonds or precious metals. ‘Most people
which works of art to consider, just as wealth
still get a huge amount of pleasure from art,’ says
managers help their clients pick stocks.
Kathryn Graddy, an economics professor at Brandeis University
The potential rewards of treating art as an investment were
who has devoted years to understanding the market for paintings
highlighted when Picasso’s Les Femmes d’Alger broke auction
and musical instruments. ‘But to evaluate art as an investment
records by selling for US$179.4m this May – more than five times
you have to take an unsentimental look at its potential for capital
the US$31.9m (US$47m in current prices) it fetched when it last
appreciation, price volatility, levels of liquidity and its degree of
exchanged hands in 1997. That’s a return that is multiples better
correlation to other investments.’ And since not all works of art
than the FTSE 100.
will rise in value, how many pieces do investors need to buy to
‘Art has considerable appeal as part of a balanced portfolio,’
get an adequate level of diversification?
says Philip Hoffman, a former KPMG accountant, Christie’s
It is the price appreciation of this calculation that grabs

»
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► Master strokes

Van Gogh Museum in
Amsterdam – Old Master
paintings offer lower
potential returns than
undiscovered artists’ works

most attention. In recent years the market for world-famous
works of art has been going from strength to strength.
‘The ultra top end appears to be getting a boost from the
rising number of ultra-rich individuals around the world,’ says
Grady. As of early 2015 there were 1,826 billionaires – with 290
individuals entering this category for the first time over the past
year, according to Forbes. Billionaires also added about US$600bn
to their net worth over the past 12 months, with their total fortune
rising to roughly US$7 trillion. ‘Such people usually have money in
almost every asset class, from equities and bonds to hedge funds
and private equity,’ says Graddy. ‘It is a small leap to put a small
share of their wealth in art. Art seems especially tempting when
many financial professionals believe that returns on equities and
bonds will be relatively muted over coming years.’
There is often a big gulf between the most celebrated works
of Picasso and van Gogh and the broader market. While returns
for here have been good, they have been less spectacular than at
the highest end, according to the Mei Moses index, which tracks
the repeat sales of around 40,000 works. The index has increased
5.4% a year to date as of early June, swinging from being down
4.4% as of April. That return, which modestly beats US equities, is
relatively strong by historical standards, says Mike Moses, a New
York University professor who co-founded the index.
‘Over the past 60 years art has done about 1 percentage
point per year worse than equities,’ he says. Using a longer
timeframe, others believe art lags equities by a larger margin.
Graddy calculates that between 1875 and 2008 the Mei Moses
index returned an average 2.26% – slightly less than the 2.5%
return on US government bonds and far less than the 6.1%
from the S&P stock index. ‘You might get disappointed if you

Accounting for art
Accounting firms have become major sponsors of
art exhibitions. EY, for example, is one of the largest
corporate sponsors of the Tate gallery in London. Most
recently the firm backed an exhibition of late Turner
paintings. In April this year KPMG sponsored a show by
students, tutors and alumni of The Art Academy.
The accounting industry has also been tracking what
Deloitte calls the ‘financialisation’ of the art market. In its
third annual report on the subject, Art & Finance, Deloitte
found that 76% of collectors now looked at art at least
partly from an increment standpoint, up from 53% in 2012.
The report also found that half of family offices
surveyed stated that one of the most important
motivations for including art in their service offering was
for its role in balancing a portfolio.

expect your art to outpace your equities in terms of pure return,’
she says.
As with stocks or real estate, however, individual returns can
vary massively, points out Roman Kräussl, a professor of finance
specialising in art at the Luxembourg School of Finance. ‘If you
invest in a young undiscovered artist you can achieve a 1,000%
return in just six months when things go right,’ he says. On the
other hand, Old Masters, where investors needn’t fear a flood
of new supply or a collapse in the artist’s reputation, have lower
levels of volatility and offer correspondingly lower returns.
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▲ Wade in the money
Wade Guyton works, on
display here at the White
Cube in Bermondsey in
2011, have sold for as
much as £6m

Again as with stocks, investors can benefit from the greater
safety of diversification in several ways, explains Hoffman.
The most obvious is to buy a broad selection of pictures from
different artists and periods. Firms like his Fine Art Fund Group
advise clients on how to do this for the maximum risk-adjusted
return. They have also offered pooled investment products, by
which purely financial investors can spread a smaller amount of
money over a larger amount of art. ‘The downside is that they
will lose the pleasure of seeing the pieces hanging on their
walls,’ observes Graddy.

Art versus equities
When it comes to volatility, the broad art market is very similar to
that for equities. ‘The gyrations for the overall asset class are very
similar to equities over the long run,’ Moses says. ‘Art has the
added advantage that it is not correlated to other asset classes,
so it tends to make a portfolio more stable. That’s a quality
that good investors prize greatly.’ For example, while the world
stock market fell sharply in 2008, art prices only started to slide
in 2009. ‘The reason is that art is pretty much the last thing that
a struggling investor will sell, since transaction costs are high,’
explains Kräussl. His research concludes: ‘By the time art prices
fell in 2009, stock prices were already on the up again.’
The flip side of this benefit is that art can be illiquid and
transaction costs are relatively high. ‘A quality piece of art can
always be sold, but not in a great rush,’ says Kräussl. ‘It’s certainly
not like the quick liquidity you can get in stocks, bonds or gold.’
Meanwhile, bringing a piece to market at the wrong time can be
a mistake. ‘If the work does not sell it can be seen as damaged
goods, harming its long-term value,’ says Graddy.

The purely financial drawbacks don’t end there. In terms
of cashflow, art is pretty much a dud – much like gold or oil. It
offers no coupon payments or dividends to compensate for the
potential price fluctuations. That said, creative minds in the art
world have devised some ways to make art earn its keep. ‘Art can
increasingly be used as a form of collateral against loans,’ says
Graddy. ‘In that way it can reduce the owner’s cost of borrowing,
which is in itself a form of return.’ Funds like Hoffman’s can also
make money from art by underwriting auctions. Since many
works of art fail to meet the reserve price and so are not sold, a
dealer can guarantee to pick up the piece at a certain minimum
in exchange for a percentage of the upside if the work fetches far
more than expected. Such deals have become relatively routine,
according to Graddy.
Overall, however, the biggest returns from art are intangible,
says Kräussl. ‘For the genuine connoisseur, there is the pleasure
of seeing a great work of art whenever you please,’ he says.
There is also a potential status dividend, he adds, and becoming
a collector puts you at the centre of a vibrant global social scene.
Of course, even the most glamorous gallery openings and
receptions won’t convince many rich individuals to invest if there
is a substantial risk of a huge capital loss. So far most art finance
experts do not believe there is yet a price bubble. ‘We have not
seen the surge in transactions, a common sign that the market
is overheating,’ says Kräussl. ‘That is despite pockets of mania,
mostly at the very top end.’
Crashes in art valuations, however, do happen. ‘Prices of
impressionist art suffered a sharp setback in the early 1990s after
the Japanese property and equity bubbles burst,’ says Kräussl.
‘And there was a downturn in 2009 too, the result of the wealth
destruction caused by the 2008 financial crisis.’
A repeat of such economic and financial disruptions could
certainly do the same again, experts warn. ‘One of the main
drivers of art prices in recent years has been the surge in wealth
in China – where there has always been an intense interest in art,’
says Hoffman. ‘This should continue to be the case. But clearly
any setback for China would be bad news for global art prices.’
A sharp rise in the yield of rich-nation government bonds could
also stop art prices in their tracks, he adds. ‘If you were to see the
risk-free rate of return climbing to 10%-15%, that would diminish
the relative financial appeal of art.’
Such bleak scenarios, however, are not what most experts
anticipate. Steady global growth combined with faster wealth
creation at the very pinnacle of the income pyramid is expected
to keep prices pushing higher. And even if prices do disappoint,
it is increasingly clear that art has entered the mainstream as an
investment class. ■
Christopher Fitzgerald and Fernando Florez, journalists
For more information:
Read more research by Roman Kräussl at www.art-finance.com
Read Deloitte’s Art & Finance report at tinyurl.com/q9qyd9d
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Ruck and roll

It’s not just the teams that are preparing to do battle in the 2015 Rugby World Cup – the
organisers have spent the last few years planning the biggest rugby tournament to date

W

hile the world’s best players prepare for what is
will generate economic output of £39m, with £17m added to
expected to be the biggest ever Rugby World
the local economy. In Newcastle, the tournament is estimated
Cup (RWC), a report by EY entitled The economic
to generate economic output of £93m and, of this, £43m will be
impact of Rugby World Cup 2015 estimates that the
added to the local economy.
tournament in England is set to generate £982m of value to
The former chief executive of England Rugby 2015, Debbie
national GDP and £2.2bn of output into the economy.
Jevans, says: ‘RWC 2015 is set to create a wide range of
The last time the tournament was held in Europe was in
economic opportunities across many different sectors. Whether
2007. When France hosted the event, it produced a total direct
through investment in infrastructure, supporting jobs or
economic impact of £800m, with domestic spectator spending
generating revenue in fanzones, the economic benefits will be
adding a further £1.7bn to the French economy. Post-event
shared around the 11 host cities and beyond.’
study estimates found that more than £363m was produced in
Rugby World Cup Limited chairman Bernard Lapasset adds:
net additional economic gain to the French economy during the
‘RWC is one of the world’s biggest and most popular global
seven-week tournament.
sporting events that attracts sports and major event fans from
The EY report also predicts that record numbers of
around the world for a six-week celebration of rugby and the
international visitors are expected to visit England for the RWC.
host nation.
An estimated 500,000 visitors are expected to contribute up to
‘The findings of the EY report outline the enormous
£869m in direct expenditure through travel and accommodation. economic, sporting and social benefits of RWC, reaffirming its
In comparison, the last tournament held in New Zealand in
low-risk, high-return attractiveness to future host unions and
2011 saw 133,000 visitors staying for an average 23 nights
governments and just why the tournament increasingly is great
during the 44-day event, making an overall economic impact of
for rugby and great for the host nation.’
approximately £740m.
The report is in stark contrast to the concern from New
The author of the EY report, Peter Arnold, a director at the
Zealand following the 2011 tournament. Steve Tew, chief
firm, says: ‘Our forecasts are based on a range of direct, indirect
executive of the New Zealand Rugby Union, claimed at the time
and induced benefits of RWC 2015, from the investment that will
that the whole future of the competition was under threat.
be made in infrastructure to the ticket and tax revenues that will
Tew revealed that competing at that RWC had cost his union
be generated. The tournament creates economic activity and
more than £6.6m – a loss it could ill afford at a time when player
employment throughout the supply chain, which can bolster the
costs were rising and the world economy was stagnating.
growth of the host cities as well as the UK.’
The losses were compounded because for the host nation
In preparation for this year’s
incoming tours were halted in World
tournament, £85m has been invested
Cup year and competing nations were
in infrastructure, including the £76m
not allowed to have any association
redevelopment of Twickenham Stadium
World Cup 2015
with their sponsors for the duration of
by the Rugby Football Union (RFU),
the tournament.
which will continue to deliver benefits
48 matches to be played
These revelations preceded
to fans and local communities long
18 September –
the International Rugby Board
after the tournament has finished.
group matches
(IRB) undertaking a review
An estimated 41,000 jobs will
start (England v Fiji)
of the financial model of the
be supported around the country,
11 October – group
World Cup the following year.
including 16,000 employees directly
matches conclude
The IRB also undertook a full
linked to the tournament and 12,000
17/18 October –
review of RWC commercial rules and
along the supply chain.
quarter finals
money flows.
With the tournament being hosted
24/25 October –
Tew was adamant that unless
across 13 venues in 11 cities, the
semi finals
changes were made, the All Blacks
economic benefits will be spread
30 October – bronze final
would have considered sitting out
around the country. The EY report
31 October – final
this year’s tournament. Other nations
estimates that in Exeter the tournament
were also clamouring for change.

*
*
*
*
*
*
*
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► Game on

England battle it
out with Wales during
the recent Six Nations
Rugby tournament
in Cardiff, one of the
many UK cities that will
benefit from the even
more high-profile Rugby
World Cup 2015

However, Lapasset subsequently delivered significant changes
that have eased many of the financial problems from 2011. The
IRB Council supported an increase in the level of distributions
from RWC revenues to international rugby associations across
the period between the 2011 and 2015 tournaments.
In addition, by setting the 2015 RWC start date as 18
September, the IRB has also set aside a £10m allocation to lessen
any impact the timing may have on the Castrol Edge Rugby
Championship and the finances of Australia, New Zealand, South
Africa and Argentina. The allocation will be distributed between
the four individual unions on the basis of any proven revenue
shortfalls they suffer as a result of RWC timing.

Commercial rules
A further significant outcome was the decision by the IRB Council
to review and relax the commercial rules of the tournament to
change the way commercial partners are associated with the
national teams during the tournament. Previously sponsors only
had limited visibility during RWC. But changes have seen a move
more towards the FIFA World Cup model where the commercial
partners of national unions can have association at training, on
training kit and on media backdrops.
Earlier this year Rugby World Cup Limited announced that
global electronics company Toshiba had remained with the family
of official tournament sponsors after successful renegotiations.
The announcement extended Toshiba’s association with the
event and reconfirmed the global prestige of the event. Toshiba
pointed out this tournament was on track to be the most viewed,
best attended and most engaged RWC to date. Rising audience
numbers also continue to attract and retain sponsors.
Television audiences for the tournament have grown across
the world. The inaugural RWC was broadcasted to 17 territories

and could have been watched by 200 million people. The 2011
edition had a reach of 207 territories and a potential television
audience of four billion.
Rugby World Cup Limited head of commercial, broadcast
and marketing Murray Barnett adds: ‘With the expanded reach
of RWC, we are working together to reach people wherever and
whenever they are watching, talking about or playing rugby.’
The RWC financial model generates revenues that are
entirely reinvested and distributed by the board across the 117
member unions during the four-year cycle between tournaments
to increase competitiveness and advance the strategic goal of
implementing development plans in order that rugby can be a
truly global sport.
The IRB spent £150m between 2009 and 2012, with
approximately 50% of the revenues going to the tier-one nations.
For World Cup 2015, tournament organiser England Rugby
2015 needs to sell 2.9 million tickets to cover the £80m guarantee
owed to the IRB for this year’s tournament. The 2007 tournament
sold over 2.2 million tickets, with average attendance of almost
47,000 and capacity utilisation of 94%.
The 2015 target looks set to be achieved due to the
phenomenal demand for tickets. In the region of 950,000 tickets
were sold last September, while another 340,000 tickets were
sold by England Rugby 2015 to fans through rugby clubs in
England and Wales. ■
Alex Miller, journalist
For more information:
EY’s The economic impact of Rugby World Cup 2015
can be read at: tinyurl.com/p6ueacw
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Career boost

Dr Rob Yeung explains how understanding others’ perspectives is a vital business
skill. Plus, the best Big Four firm to work for, and the perfect team dynamic

Talent doctor: empathising

Dr Rob Yeung is
an organisational
psychologist and coach at
consultancy Talentspace
Several years ago, I worked with a
managing director who ultimately
sold his chilled food business in
a multimillion-pound deal. When
I began coaching him, he had
been criticised for seeming not
to care about his employees, for
not empathising with them. Yet he
was a brilliant business developer:
he had a sales background and an
almost uncanny ability to understand
customers’ often unspoken needs.
He could seemingly empathise with
customers, but not his own employees.
It turns out that the ability to see
the world from the viewpoints of others
requires more than one skill. If you’ve
ever been told to empathise more with
other people – whether colleagues or

customers – it’s worth thinking about what
you’re actually being asked to do.
To explain, allow me to walk you
through research conducted by Adam
Galinsky, currently a management
professor at Columbia Business School.
In one study, he asked negotiators to
bargain over the sale of a hypothetical
business. All of the experimental
participants were given a week to read
materials pertaining to the business and
to prepare their negotiation strategies.
Mere minutes before engaging in
the negotiations, however, the would-be
buyers were split into three groups. One
group was given no further instruction.
Another group was asked to ‘try to
understand what [the sellers] are feeling,
what emotions they may be experiencing’.

Ov

A third group was asked to ‘try to
understand what [the sellers] are
thinking, what their interests and
purposes are in selling the business’.
The research team found that the
negotiators given no further instruction
managed to reach an agreement only
39% of the time; negotiators instructed
to focus on the feelings of the seller
reached an agreement 54% of the time;
those focused on the thoughts of the
seller were successful 76% of the time.
The researchers established that
understanding others’ viewpoints
actually consists of two related
but separate skills. Empathy is the
emotional ability to feel the feelings
of another person – to experience
their excitement, anxiety, anger and so
on. On the other hand, perspectivetaking is the rational ability to work out
someone else’s objectives.
Some people are naturally stronger
at empathy; others are stronger at
perspective-taking – but all of us can
develop both skills.
Returning to the chilled food
business owner, we discovered that he
was more gifted at perspective-taking,
at working out others’ thoughts and
objectives. Empathy came less easily
to him. But just because it wasn’t
instinctive for him didn’t mean he
couldn’t do it. With instruction and
persistence, he improved his empathy
considerably. The result: his team
didn’t just feel happier; he thought
that they became more productive and
engaged too.
Understanding the world from
others’ viewpoints is a vital skill. But
remember that it is not one but two
skills. Which one might you need to
develop more? ■
For more information:
www.talentspace.co.uk
@robyeung
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Strong Singapore
Singapore is showing positive
hiring signs for talent in 2015,
according to a report by
recruitment company Hays.
The race to secure top
talent is getting hotter given
rising demand for candidates
and government rules on how
long an employer must search
for local talent before looking
outside Singapore.
The Hays report also
expects the extensive use of
contractors and temporary
staff to continue. Singaporeans
now view temporary
assignments as an attractive
employment option given
the higher pay rates and the
quality of assignments on
offer. The trend has sharpened
the competition for those
candidates who are available
to fill permanent jobs.
In the Singaporean
professional services market,
the downward pressures on
mainstream audit fee income
have encouraged firms to
diversify, with salaries for
roles in the new areas on the
rise. The report also noted
strong demand for candidates
specialising in corporate
governance, internal audit and
regulatory control.

The perfect: team dynamic
An effective team is one that in some elusive way is greater than the sum of its parts. If
your place in the pecking order means you are more likely to be a team member rather
than someone charged with putting a team together, you will be aware that at times your
performance is judged by how you operate within that team environment rather than by how
you act solo. Feeling anxious already? Worried that an assessment of your sparkling qualities
might get downgraded by the performance of your less glittering colleagues? Chill – the
best teams make the most of the talents they have, with the complementary nature of those
talents filling the skill gaps and accentuating the exceptional areas.
So what does the team leader need to do to get the team dynamic firing on all cylinders?
First off, there’s that all-important team
spirit. Everyone – and that includes
you as team leader – needs to be
contributing here. Get to know
everyone in the team.
Second, acknowledge that you are
all equals and make sure you can speak
honestly with other team members.
Ask questions, and be willing to
fill in others’ knowledge gaps.
Third, when assessing the
tasks at hand, put your own
ego to one side, decide who
is best placed to lead and
how everyone else can
contribute. Stamp out
(as tactfully as you can)
any tendency of any
one person to dominate.
And finally, get to grips
with Skype, Facetime or your
colleagues’ favoured meet-up
technology. The chances are that,
in today’s environment, you’re
going to be a virtual team.

Best firm to work for
US ranking and review site
Vault has ranked PwC as
the top accountancy firm to
work for in the US. The Vault
Accounting 50 is compiled
to reflect the issues that
accountancy professionals care
most about. The algorithm
combines quality-of-life
rankings (such as culture,
satisfaction, work-life balance,
and compensation) with
overall prestige.
EY was ranked second
in the Vault Accounting 50,
followed by Deloitte, KPMG
and Grant Thornton.

Confidence in the UK
A survey by APSCo, the
Association for Professional
Staffing Companies, has found

that UK recruitment firms
have 13% more permanent
vacancies on their books than
this time last year.
While the IT jobs sector
leads the way with 14% more
vacancies, accountancy
vacancies were up 11%.
Median salaries across all
professional sectors have risen
by 5.7% year-on-year.
APSCo chief executive Ann
Swain said: ‘Wages jumping
so significantly across the
professional sectors is a sure
sign that market confidence
is soaring. Organisations are
scrambling to get their hands
on the brightest talent, and
those that can offer attractive
remuneration packages stand
a fighting chance.’

Temporary and contract
vacancies remain resilient
across the professional market,
with opportunities up by 2%
across the board year-on-year.

Big Four hopping
Figures from salary
benchmarking company
Emolument contrasting relative
pay for partners across the Big
Four in the UK put Deloitte at
the top on average, followed
by EY, PwC and KPMG.
A consideration of wider
pay grades across the 2,650
Big Four salaries analysed
suggests you might want to

start and end your career at
EY. The firm pays its juniors the
most – an average of £37,000.
After five years in the industry,
according to Emolument’s
figures, you might want to
work for Deloitte. After 10
years, you might want to work
for KPMG. However, for the
first 10 years of a Big Four
career, most firms pay much
the same, although PwC trails
the pack. ■
Compiled by Adam Akbar,
MD, Bronzegate – finance
leadership search
adamakbar@bronzegate.co.uk
For more information:
www.accacareers.com
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Through a lens

Opticians in the UK are enjoying favourable competitive forces, but they should beware
of potential new entrants who could do them some real damage, says Tony Grundy

T

he optical industry is typically
rest: bargaining power of suppliers;
profitable, but patterns of
‘How to’ video
bargaining power of customers; intensity
competition are changing.
of competitive rivalry; and threat of
Tony Grundy looks at London’s
It is geared partially to dealing
substitute products or services.
Crossrail link and the importance of
with physically related issues and
having strategic vision for major projects.
Bargaining power
thus health, while also sharing
See www.accaglobal.com/ab/videos
While customers have an apparently
the characteristics of the fiercely
wide choice of optician and there are
competitive world of retailers.
lots of deals around, buying spectacles
When I first started to wear glasses
is an emotional decision: glasses are part of a person’s look and
some decades ago, opticians were either independent retailers
identity, and this offers opportunities for opticians to reduce and
or low-profile chains. It was a fragmented market, which normally
generates greater competition but in this case this was restrained maybe manipulate buyers’ bargaining power.
There is a lot of discussion on the internet around pricing
by an informal understanding that avoiding pricing competition
and cost behaviour in the sector and the dynamics between
was in the best interests of all (which I like to call a ‘tacit
the chains and the independents. But there’s no substitute for
oligopoly’). The UK high street pharmacy chain Boots entered
real-life experience. The buy-one-get-another-pair-half-price
the market and demonstrated that a branded and bigger chain
offers abound and are heavily promoted by the salespeople
could be an attractive proposition.
in the stores. In fact when you purchase new glasses you often
Then, according to the story, the wife of the founder of Vision
need to argue quite hard if you don’t want to do so under this
Express came home in tears after she felt that an optician had
deal. This kind of anticompetitive behaviour is used by some
not dealt with her as ethically as they should have. He decided
players to create temporary superior returns. But I doubt whether
to simplify, make the deals on offer more transparent, offer a
this is sustainable longer term and I believe this leaves some
one-hour faster service and compete on price. Vision Express
players exposed to new forms of competition. In addition,
grew rapidly and became very profitable. (It has been a carefully
confusing pricing structures and processes leave the industry
guarded secret that the manufacturing cost of frames and lenses
potentially exposed.
are a relatively small proportion of the total price, so sales
In my view, supermarket opticians could take huge
margins are high.)
advantage of this confusing market, not only by offering more
Of course that mini-monopoly position owned by Vision
transparency but by being more direct and aggressive in
Express and Boots wasn’t to last, and Specsavers came
their marketing (Boots, for example,
along with a similar model but a
simplified its pricing structure in 2014).
different positioning: cheaper prices
and some cunning marketing (‘You
Competitive rivalry
should have gone to Specsavers’
Competitive rivalry has led to
became quite a catchphrase in
a proliferation of offers, which
the UK). This made it the number one
are replicated by many opticians
player. Asda and Tesco later entered
without much innovation, so the
the market, so we now had a number
competition hasn’t differentiated
of powerful players, with the top four
itself and offers are predictable,
accounting for an estimated 70% of
which undermines their impact.
the market. Since then, the market
has been quite static as a a result of
Threat of substitutes
economic austerity, although that is
Other models – or ‘substitutes’ – are
slowly changing.
not really possible, other than the
Having addressed one of Michael
internet for supplies of contact lenses,
Porter’s five forces – threat of new
for example.
entrants (see above) – let’s analyse the
Entry barriers are a bit of a
industry with regard to some of the

Buying spectacles
is an emotional
decision, offering
opticians the
chance to
reduce buyers’
bargaining power
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concern, as these seem to be more financial than about
competences or brand. It would be easy to come up with an
equally if not sexier brand than Vision Express or Specsavers,
especially with the vulnerabilities that I have identified in
terms of customer service, pricing and sales process. A
new upstart could do some real damage to the existing
players, especially if it had a new business model that was
difficult for others to imitate.
So we have seen that while opticians in the UK have
reasonable profits on the back of generally favourable
competitive forces, this could change with new entrants with a
new positioning, business model and mindset. Watch out!
Postscript: I just did a final Google search and found that

an alien ship had already landed – Glasses Direct, an internet
business that supplies cheaper frames and lenses to anyone with
a prescription. There you go. ■
Tony Grundy is an independent consultant, trainer and lectures
at Henley Business School
For more information:
www.tonygrundy.com
For previous Tony Grundy articles on strategy and
management theories, visit www.accaglobal.com/abcpd
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Introducing kaizen

Ov

In the first in a series of articles on ‘agile methods’, David Parmenter looks at the lean
techniques that will transform your finance team, your enjoyment of work and your career

A

good starting point
for this series on
‘agile methods’ in
business is to investigate
what makes Toyota so
special. One aspect that
sets Toyota apart from
nearly all organisations
is its focus on continuous
improvement (kaizen). In
a marvellous book about
the car manufacturer,
The Toyota Way, author
Jeffery Liker reports that
every Toyota employee is
expected to reflect each day
on ‘What could I do better
tomorrow?’ and come up
with at least one innovation
per month, no matter how
small. The Toyota average,
internationally, is 10
innovations per employee
per year.
Far too often finance teams will perpetuate and support
systems and processes that have been broken for some time. All
the great paradigm shifters, such as Peter Drucker, Jim Collins,
Tom Peters and Robert Waterman, have preached the need to
innovate and not spend too much time trying to second-guess
whether an innovation will work or not. Get your finance team to
see innovation, as Motorola does, as a growing tree: you let it
branch out, but you are also constantly pruning.
Jim Collins has created a blueprint for evolutionary progress
based on analysing technology company 3M. The five steps are:
Give it a try and make it quick. Vary, change, solve the
problem, seize the opportunity and try something new even if
you can’t predict how things will turn out.
Accept that mistakes will be made. As you can’t tell ahead of
time which variations will prove to be favourable, you have to
accept failures as an evolutionary process.
Take small steps. It’s easier to tolerate failed experiments
when they are just that – experiments, not massive
corporate failures.
Give people room to act. By doing this you can’t predict
precisely what they will do, and this can be beneficial. 3M
gives its staff 15% of discretionary time to play around with

*
*
*
*

ideas. The Post-it note was
developed this way.
Build a ticking clock.
3M ideology creates
an environment where
innovation is cut loose and
lights a hot fire under the
‘innovation’ pot and stirs
vigorously.
‘Abandonment’ needs to
be embraced alongside
innovation, as you need
to clear the way and free
up time for innovations to
have a chance to succeed.
Drucker frequently said that
abandonment is the key to
innovation; it could also be
your key to adopting a lean
month-end.
Here are some tips
for embracing kaizen and
abandonment:
Hold an abandonment and kaizen session once a month.
Use a scrum meeting (a stand-up meeting where each
attendee talks to some defined issues) where each team
member suggests one innovation and one abandonment.
Ask if each of these suggestions will be of concern if it fails
and if there is any reason why you should not undertake it.
If there are no barriers, then agree to implement. Remember that
the goal is to match Toyota’s 10 innovations/abandonments per
year for each finance team member. ■

*

*
*
*

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

Next steps

*
*
*

Hold your first scrum meeting within the next week,
focusing on month-end processing abandonments.
Access my website at www.davidparmenter.com for
some easy abandonments.
Email me at parmenter@waymark.co.nz for details of
an executive summary of the Jeffery Liker’s book.
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Forex rate changes
Graham Holt examines the issues raised by IASB research that
referred to a KASB study into whether IAS 21 needs amending

The International Accounting
Standards Board (IASB)
recently initiated a research
project, which examined the
previous research conducted
by the Korean Accounting
Standards Board (KASB).
This research considered
whether any work on IAS
21, The Effects of Changes
in Foreign Exchange Rates,
was appropriate. This article
looks at some of the issues
raised by the project in the
context of IAS 21.
The foreign exchange
market is affected by many
factors, and in countries with
a floating exchange rate, their
foreign exchange rates are
inevitably exposed to volatility
due to the effects of the
different factors influencing
the market. For example, the
ongoing problem of Greece
repaying its enormous debts
has significantly affected the
value of the euro.
As the barriers to
international flows of
capital are further relaxed,
the volatility of the foreign
exchange market is likely
to continue. This volatility
affects entities that engage in
foreign currency transactions

and there has been
a resultant call in
some quarters to
amend IAS 21.
IFRS 7,
Financial
Instruments:
Disclosure
requires
disclosure
of market
risk, which
is the risk
that the
fair value or
cashflows of a
financial instrument
will fluctuate due
to changes in market
prices. Market risk reflects,
in part, currency risk. In IFRS
7, the definition of foreign
currency risk relates only to
financial instruments. IFRS 7
and IAS 21 have a different
conceptual basis. IFRS 7 is
based upon the distinction
between financial/nonfinancial elements, whereas
IAS 21 utilises the monetary/
non-monetary distinction.
The financial/nonfinancial distinction
determines whether
an item is
subject
to foreign
currency
risk under
IFRS 7, whereas
translation in IAS
There is little
21 uses monetary/
conceptual
non-monetary
clarification of
distinction,
thereby possibly
the translation
causing potential
requirements
conceptual
confusion. Foreign
in IAS 21
currency risk is little
mentioned in IAS

21 and on applying the
definition in IFRS 7 to
IAS 21, non-financial
instruments could
be interpreted as
carrying no foreign
currency risk. Under
IAS 21, certain
monetary items include

executory contracts, which
do not meet the definition of
a financial instrument. These
items would be translated
at the closing rate, but as
such items are not financial
instruments, they could be
deemed not to carry foreign
currency risk under IFRS 7.
Foreign currency
translation should be
conceptually consistent with
the conceptual framework.
IAS 21 was issued in 1983 with
the objective of prescribing
how to include foreign
currency transactions and
foreign operations in the
financial statements of an
entity and how to translate
financial statements into a
presentation currency.
There is little
conceptual
clarification of
the translation
requirements
in IAS 21.
The requirements of
IAS 21 can
be divided
into two
main areas:
the reporting of
foreign currency
transactions in the
functional currency;
and the translation to the
presentation currency.
Exchange differences
arising from monetary items
are reported in profit or loss
in the period, with one
exception which is that
exchange differences
arising on monetary
items that form part of
the reporting entity’s
net investment in a
foreign operation are
recognised initially in

»
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There is an
argument that the
current accounting
It may not be
standards might
appropriate to
not reflect the
true economic
recognise foreign
substance
exchange gains
of long-term
or losses of all
monetary assets
and liabilities
monetary items
denominated in
as realised gains
foreign currency
because foreign
or losses
exchange rates
at the end of
the reporting
period are used
to translate
amounts that
are to be
repaid
in the
future.
IAS 21
states
that
foreign
currency
monetary
amounts
should be
reported
using the
closing rate with
gains or losses
recognised in profit or
loss in the period in which
they arise, even when the
rate is abnormally high
other comprehensive
or low.
income, and in profit or
There are cases where an
loss on disposal of the
exchange rate change is likely
net investment.
to be reversed, and thus it
However, it would be
may not be appropriate
useful to re-examine
to recognise foreign
whether it is more
exchange gains or
appropriate to
losses of all monetary
recognise a
items as realised gains
gain or loss on
or losses. Thus there
a monetary
is an argument that
item in other
consideration should
comprehensive
be given as to whether
income instead of
foreign exchange gains
profit or loss in the
or losses should be
period and to define
recognised in profit or loss
the objective of translation.
or in other comprehensive
Due to the apparent lack of
income (OCI) based on the
principles in IAS 21, difficulty
distinction between current
could arise in determining the
items and non-current items.
nature of the information to
Any potential fluctuation
be provided on translation.
in profit or loss account would

be reduced by
recognising in OCI
those foreign
exchange gains
or losses of
non-current
items with a
high possibility
of reversal.
Furthermore,
the question
would arise as
to whether these
items recognised
in OCI could be
reclassified.
However, the IASB
is currently determining
via its conceptual framework
project the purpose and
nature of OCI, as there is no
obvious principle that drives
gains and losses out of profit
or loss and into OCI, and there
is no shared view among the
IASB’s constituents about what
should be in profit or loss and
what should be in OCI.
IAS 21 does provide some
guidance on non-monetary
items by stating that when
a gain or loss on a nonmonetary item is recognised
in OCI, any exchange
component of that gain or loss
shall be recognised in OCI.
Conversely, when a gain or
loss on a non-monetary item
is recognised in profit or loss,
any exchange component
of that gain or loss shall be
recognised in profit or loss.

Long-term liabilities
In the case of long-term
liabilities, although any
translation gains must be
recognised in profit or
loss, and treated as part
of reported profit, in some
jurisdictions, these gains
are treated as unrealised for
the purpose of computing
distributable profit.
The reasoning is that there
is a greater likelihood in the
case of long-term liabilities
that the favourable fluctuation
in the exchange rate will
reverse before repayment of
the liability falls due.

As stated already, IAS 21
requires all foreign currency
monetary amounts to be
reported using the closing
rate; non-monetary items
carried at historical cost
are reported using the
exchange rate at the date of
the transaction and nonmonetary items carried at
fair value are reported at the
rate that existed when the fair
values were determined. As
monetary items are translated
at the closing rate, although
the items are not stated at fair
value, the use of the closing
rate does provide some fair
value information. However,
this principle is not applied
to non-monetary items as,
unless an item is measured at
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fair value, the recognition of a
change in the exchange rate
appears not to provide useful
information.
A foreign operation
is defined in IAS 21 as a
subsidiary, associate, joint
venture, or branch whose
activities are based in a
country or currency other
than that of the reporting
entity. Thus the definition of
a foreign operation is quite
restrictive. It is possible to
conduct operations in other
ways; for example, using a
foreign broker. Therefore,

the definition of a foreign
operation needs to
be based upon the
substance of the
relationship and not
the legal form.
Although the
exchange rate at
the transaction
date is required to
be used for foreign
currency transactions
at initial recognition,
an average exchange
rate may also be used.
The date of a transaction
is the date on which the
transaction first qualifies for
recognition in accordance
with International Financial
Reporting Standards. For
practical reasons, a rate
that approximates
to the actual rate
at the date of
the transaction
is often used.
For example, an
average rate for a
week or a month
might be used for
all transactions
in each foreign
currency occurring
during that
period. However, if
exchange rates fluctuate
significantly, the use of the
average rate for a period is
inappropriate.

Average exchange rate
A question arises as to which
exchange rate to use and
therefore it would be useful to
have more specific guidance
on the use of the average
exchange rate. IAS 21 allows
a certain amount of flexibility
in calculating the average
rate. The determination of the
average rate depends upon
factors such as the frequency
and value of transactions, the
period over which the rate will
apply and the nature of the
entity’s systems. There are a
large number of methods that
can be used to calculate the
average rate, but no guidance
is given in IAS 21 as to how

51

such a rate is determined.
The IASB has completed
its initial assessments on this
project and decided that
narrow scope amendments
were unnecessary. In May
2015, it had no plans to
undertake any additional work
and is to remove this project
from the research programme,
subject to feedback in the
next agenda consultation. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department at
Manchester Metropolitan
Business School
For more information:
www.ifrs.org
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Technical update

Glenn Collins, ACCA UK’s head of technical advisory, provides a monthly
roundup of the latest developments in financial reporting, audit, tax and law
professional bodies. The
professional bodies will
arrange appropriate training
for registered accountants.
You can find updates
during the coming months
at www.accaglobal.com/
advisory.

Solicitors’ rules to relax
Audit
Standards revised
The International Auditing and
Assurance Standards Board
has released Addressing
Disclosures in the Audit of
Financial Statements. The
revisions to the auditing
standards aim to focus
auditors more explicitly
on disclosures throughout
the audit process and to
drive consistency in auditor
behaviour in applying
the requirements of the
International Standards
on Auditing (ISA). The
revisions encompass
changes to 10 ISAs and
amendments to five other
ISAs. They will be effective for
audits of financial statements
for periods ending on or after
15 December 2016.
More at bit.ly/ifac-isa.

Reporting
CAA/ATOL reporting
The Civil Aviation Authority
(CAA) timetable is tight,
with the ATOL Reporting
Accountants Scheme
coming into effect on 1
October 2015. From this
date, accountants who
wish to undertake ATOL
reporting work will need
to be registered with their

The rigid requirements on the
submission of accountants’
reports are set to be relaxed.
Accountants will be able to use
their professional judgment in
future to assess if the reports
they prepare for solicitors’
practices comply with Solicitors
Regulation Authority (SRA)
account rules. Accountants will
no longer need to qualify for
trivial breaches of the rules but
instead can focus on risks to
client money.
The exemption from
the requirement for lowerrisk firms to obtain an
accountant’s report will be
extended to include firms with
an average client balance of
less than £10,000 a year and
a maximum account balance
of £250,000.
The SRA changes are
subject to approval by
the Legal Services Board.
If approved, the amendments
would be part of version 15
of the SRA Handbook that
goes live on 1 November.
Revised accountants’ report
forms will be available for
use after 1 November and
will apply to all firms whose
accounting period ends on or
after that date. More at www.
accaglobal.com/advisory.

Distributable profits
A company’s profits available
for distribution are its
accumulated, realised profits,

as far as not previously
utilised by distribution
or capitalisation, less its
accumulated, realised losses,
as far as not previously
written off in a reduction or
reorganisation of capital.
Further restrictions
are placed on public
limited companies.
Where a shareholder
knows, or has reasonable
grounds for believing, that
a dividend was improperly
paid, they are liable to
repay it to the company.
The Companies Act 2006,
section 830, states that ‘a
company may only make a
distribution out of profits
available for the purpose’.
The company’s profits
available for distribution are
as stated above.
Under section 847 of the
Companies Act 2006, if at
the time of the distribution
the shareholder knows, or
has reasonable grounds for
believing, that a distribution
was unlawful, they are liable
to repay it (or that part of
it, as the case may be) to
the company.
In the accounts of private
companies, the directors may
include within the dividend
note either:
an explanation that the
dividend was not illegal
as it was based on interim
accounts that showed that
there were sufficient profits
available for distribution at
the time the dividend was
paid; or
an explanation of the
illegal dividend payment
and reasons why the
event occurred. For
example, ‘The directors
acknowledge illegal

*

*

dividends were declared
and paid. No further
distributions have
been made and the
directors are seeking to
recover monies from the
shareholders.’ Another
example is: ‘At the
time the dividend was
paid the directors were
not aware that there
were insufficient profits
available for distribution
and the directors
acknowledge that no
further distributions can
be made until there are
sufficient profits available
for that purpose.’

UK GAAP
The Financial Reporting
Council (FRC) has issued a
suite of changes that are
largely in response to the
implementation of the new
EU Accounting Directive,
and include:
a new standard, FRS 105,
The Financial Reporting
Standard applicable to the
Micro-entities Regime
new Section 1A, Small
Entities of FRS 102, The
Financial Reporting
Standard applicable in
the UK and Republic
of Ireland
other changes necessary
for continued compliance
with company law
the annual review of FRS
101, Reduced Disclosure
Framework.
The main changes are
effective for accounting
periods beginning on
or after 1 January 2016,
with early application
permitted for accounting
periods beginning on or after
1 January 2015.

*
*

*
*
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Financial reporting framework applicable from 1 January
Micro companies
Definition

The definition of a micro-entity is contained in sections
384A and 384B of the Companies Act 2006. The qualifying
conditions are met by a company in a year in which it does
not exceed two or more of the following criteria:
a) turnover – £632,000
b) balance sheet total – £316,000
c) number of employees – 10.

Reporting options

105
* FRS
FRSSE 2015 (one year only – 1/1/2015)
* Section 1A of FRS 102
* FRS 102
* EU-adopted IFRS
*FRS 105 Section 28, Transition to this FRS, applies to
first-time adoption. It contains the specific requirements for
first-time adoption.

Small companies
Definition

The definition of a small entity is contained in sections 382
and 383 of the Companies Act 2006. The qualifying conditions
are met by a company in a year in which it does not exceed
two or more of the following criteria.
The thresholds are:
a) turnover – £10.2m
b) balance sheet total – £5.1m
c) number of employees – 50.

Reporting options

*
*
*
*

FRSSE 2015 (one year only)
Section 1A of FRS 102
FRS 102
EU-adopted IFRS

*
*

FRS 102
EU-adopted IFRS

Medium/large companies
Reporting options

The FRC has also made
available an overview of the
financial reporting framework,
which describes the financial
reporting framework
applicable for accounting
periods beginning on or after
1 January 2016. It includes
key differences between
the FRSSE and the new
requirements set out in FRS
105 and Section 1A of FRS 102.
The reporting options
available are shown in the
table above.
You can see more at www.
accaglobal.com/advisory.

Tax
Notice and guidance
update

Revenue and Customs
Brief 10 (2015): VAT – direct
marketing services using
printed matter explains
HMRC’s approach to supplies
of direct marketing that have
been wrongly treated as zerorated supplies of delivered
goods. It highlights that
anyone who makes or receives
supplies of direct marketing
services using printed matter
should consider the impact of

this brief.
It has been acknowledged
that in ‘the context of direct
marketing using printed
matter, there have been
occasions where what is to
be treated as a zero-rated
supply of delivered goods
or a standard-rated service
has been misunderstood
based on the guidance
provided in the former VAT
Notice 700/24 Postage and
delivery charges’.
HMRC states that
‘where there has been
a misunderstanding by

53

a supplier about the
VAT treatment of direct
marketing using printed
matter, we will not take
any retrospective action
for supplies made prior
to 1 August 2015 where
the supplier has zerorated a separate single
supply consisting of
either addressed or
unaddressed mail only’.
HMRC has updated
guidance in VAT Notice
700/24: postage, delivery
charges and direct
marketing and VAT
Notice 701/10: zero-rating
of books and other forms of
printed matter to provide
greater clarity. It has also
highlighted that suppliers
must notify their intention
to adopt the transitional
arrangements to HMRC by
30 November.
You can find links and
guidance on VAT Notices and
Revenue & Customs Briefs
at www.accaglobal.com/
advisory.

Corporation tax:
bad debts
A Statutory Instrument,
The Loan Relationships
and Derivative Contracts
(Change of Accounting
Practice) (Amendment)
Regulations 2015 (2015 no.
1541), has been introduced,
which amends the Change
of Accounting Practice
Regulations. As a result,
all transition adjustments
arising from the adoption of
IFRS 9, Financial Instruments,
in respect of credit losses
(bad debts) will be spread
over a 10-year period,
regardless of when the
debt falls to be repaid. These
regulations have effect in
relation to periods of account
beginning on or after 1
January 2015. You can find
the regulation at
bit.ly/der-gov.
You can follow the status of
IFRS 9 adoption in Europe at
bit.ly/efrag-ifrs9.

»
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Time to pay
HMRC has introduced
mandatory payment
by direct debit for
taxpayers who use time-topay arrangements.
It has said that it is not
its ‘intention to routinely
revisit any existing non-direct
debit agreements; however,
for any new agreements we
will expect the customer to
agree to payment by direct
debit’. The updated guidance
is at bit.ly/hmrc-ttp.

Bag tax begins
Carrier bag charges begin
in England on 5 October.
Retailers with 250 or more
employees will need to
charge 5p for single-use
plastic carrier bags.
You must charge if you
sell goods in England and/or
deliver goods to England.
Guidance is at
bit.ly/gov-bag.

OTS begins reviews
The Office of Tax Simplification
is undertaking reviews
that were announced in
the summer Budget. It is
inviting comments from
interested parties regarding a
simplification review of small
company taxation and on the
closer alignment of income tax
and national insurance.
Further details at
bit.ly/ots-rev.

Consultations under way
Following the summer Budget
a number of consultations
were issued, which close in
September and October.
They include:
Replacing Wear and Tear
Allowance with Tax Relief
for Replacing Furnishings
in Let Residential DwellingHouses. This consultation
closes on 9 October and
seeks views on replacing
the wear and tear
allowance with a new relief
that allows a deduction
for the actual costs of
replacing furnishings in let

*

residential properties. It is
highlighted that the relief
will apply to landlords of
unfurnished, part-furnished
and furnished properties.
The relief will not apply to
‘furnished holiday letting’
businesses and the letting
of commercial properties,
because these businesses
receive relief through the
Capital Allowances regime.
Intermediaries Legislation
(IR35): discussion
document. The discussion
highlights that the abolition
of IR35 is not considered
to be an option for the
government but that the
legislation needs to be
straightforward and easier
to understand and apply.
The door seems to be
open for a fundamental
reform and comments are
invited to be received by
the end of September.
Call for evidence:
Simplifying the Gift Aid
Donor Benefit Rules.
Comments are invited by
9 October to this discussion
paper, which recognises
that many charities have
difficulty understanding
the current Donor Benefit
Rules and looks for simple
options. It contains a
useful summary of the
current position.
More at www.accaglobal.
com/advisory.

*

*

Annual investment
allowance
The following example is from
the explanatory notes to the
summer Finance Bill regarding
the permanent annual
investment allowance (AIA) of
£200,000 from January:
A company with a
chargeable period from
1 April 2015 to 31 March 2016
would calculate its maximum
AIA entitlement for the whole
period based on:
the proportion of the
period from 1 April 2015 to
31 December 2015, ie 9/12
x £500,000 = £375,000, and

*

*

the proportion of the
period from 1 January 2016
to 31 March 2016, ie 3/12 x
£200,000 = £50,000.
The company’s maximum AIA
for the whole period would
therefore be £425,000.
If the company incurred
no qualifying expenditure
in the period 1 April 2015
to 31 December 2015 and
then spent, say, £60,000
in the period 1 January
2016 to 31 March 2016, the
maximum AIA available to
that company for expenditure
in that particular part
period would be limited
to £50,000. Writing-down
allowances would then be
available for the remaining
unrelieved £10,000.
You can find a guide on
AIA at www.accaglobal.com/
advisory.

Annual pension
allowance: high earners
New section 228ZA,
introduced in the summer
Finance Bill, provides the
formula for calculating the
reduction in the annual
allowance if the individual
is a high-income individual
for the tax year. Where this
applies to the individual’s
annual allowance for that tax
year, which for 2016-17 would
normally be £40,000, it is
reduced gradually to £10,000
based on the amount their
adjusted income exceeds
£150,000. This means that
for 2016-17, a high-income
individual will have their
annual allowance reduced by
£1 for every £2 by which their
adjusted income exceeds
£150,000. Where the adjusted
income is £210,000 or above,
the individual’s annual
allowance will be £10,000.

Awards
Have you ever considered
entering awards and reaping
the benefits of nomination or
even winning?
Two awards with shortly
closing deadlines are:

1 Queen’s Awards for
Enterprise These
recognise all businesses
from the smallest to the
largest. The awards are
open to UK organisations in
the categories of:
innovation – for
commercial success as a
result of innovation
international trade
– for growth and
commercial success in
international trade
sustainable
development – for
commercially successful
products, services
and management
that benefit the
environment, society
and the economy.
The deadline for entries is 30
September: more at www.
accaglobal.com/ab/233.
2 Enterprise Nation –
Top 50 advisers These
recognise top advisers,
professionals, coaches and
mentors working with the
UK’s small businesses.
Business advisers should be
either nominated by clients,
or nominate themselves
and provide evidence and
testimonials within the
application. The deadline
for entries is October 2015.
More at bit.ly/en-top50.

*
*
*

Law
Educational standards
The International Accounting
Education Standards Board
has issued the revised
Framework for International
Education Standards for
Professional Accountants
and Aspiring Professional
Accountants, which sets
out the concepts that
underlie its International
Education Standards.
More at http://bit.ly/
iaesb-ies

Trustees
The essential trustee: what you
need to know, what you need
to do (CC3), published by the
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Charity Commission, has been
rewritten. The guidance breaks
down the trustee’s role into six
clear duties:
Ensure your charity is
carrying out its purposes
for the public benefit.
Comply with your charity’s
governing document and
the law.
Act in your charity’s best
interests.
Manage your charity’s
resources responsibly.
Act with reasonable care
and skill.
Ensure your charity is
accountable.
Under each heading, the
commission explains the legal
requirements that trustees
must meet, and the good
practice they need to follow,
to operate effectively and
comply with their duties.
It can be found at bit.ly/
trustee-cc.
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Auto-enrolment
Investment advice to an
employer on selecting
a workplace pension for
automatic enrolment
for their workers is not
a regulated activity. By
contrast, investment advice
to an individual is regulated
and should only be provided
if an adviser has the
appropriate Financial Conduct
Authority authorisation.
As automatic enrolment
moves to small and microemployers, there are instances
that could make it difficult
to tell whether an employer
is seeking advice as an
employer or as an individual.
An example of this could be
where the client is themselves
a potential member of the
pension scheme. To mitigate
the risk of inadvertently
providing investment advice to
an individual, the adviser may
like to specify in their letter of
engagement that any advice
to an employer is provided
to them in their capacity
as an employer and not as
an individual.

Can you help vulnerable people with their tax?
Everyone who needs tax advice should receive it. The more disadvantaged and marginalised
in society lack the ability to deal with the arcane tax rules and struggle to find people to
help them. The ‘Bridge the Gap’ campaign is appealing to the tax profession for its support
to enable two tax advice charities, TaxAid and Tax Help for Older People, to meet the
increased need for expertise.
Last year, the campaign assisted 25,000 people. At least 6,000 more need support, and
the number is increasing rapidly. Another £250,000 is needed to meet this demand, grow the
campaign’s geographic reach and develop its services for vulnerable people.
To make a donation or find out more, go to www.bridge-the-gap.org.

Business advisers can
support their clients in
their selection of a pension
scheme by:
a) providing factual
information. For example,
an adviser could identify
the pension providers
available to the employer
and provide a comparison
of the investment funds,
charges and services
applicable to the schemes
b) providing advice to
an employer client
recommending a specific
pension scheme for
automatic enrolment.
c) referring an employer
client to another adviser
or scheme selection tool,
as appropriate.
Such activities are not
regulated when provided to
an employer.

Regardless of the level of
support given by the adviser,
ultimate responsibility for
selecting an appropriate
scheme for their workers
remains with the employer.
With this in mind, advisers
may want to highlight
the following to their
employer clients:
a) the importance of
selecting a scheme that
is well run, offers value
for money, protects
their workers’ retirement
savings, and works with
their payroll systems
or software
b) the information that will
help employers make
their choice.
If an adviser offers a solution
that links to one or more
specific pension schemes,
they should make their

employer client aware that
there may be other pension
schemes that could be more
appropriate for their workers.
By not doing this, there is a
risk that the adviser could
be seen to be restricting
an employer’s ability to
actively choose their own
pension scheme. Where the
cost of a pension scheme
is the driving consideration
in selecting a scheme, it is
important that advisers ensure
that their employer client is
made aware that there may
be other schemes available
to them in the market that
may be more suited to
the particular needs and
requirements of their workers.
More at www.accaglobal.
com/advisory. See also our
article on auto-enrolment on
page 57. ■
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Pension pathways

Pensions auto-enrolment is now a business reality. In the first of a two-part series, Kate
Upcraft looks at businesses’ legal obligations (next month: practical and strategic decisions)
‘We don’t do pensions’. I’ve
heard that said in practices
up and down the country
over the last two years.
Unfortunately, while you
may not have advised on
pensions in the past, if you
have a payroll service now,
you ‘do pensions’ whether
you like it or not.
Most SMEs have now
been contacted by the
Pensions Regulator, who will
have advised them of their
staging date and asked them
to nominate two points of
contact. If you are the adviser,
you may have decided that
you should be a secondary
contact, or your clients might
have decided that for you
without even consulting
you. There will also be some
employers that have not had
a letter, as well as those that
have but shouldn’t have had,
and both these need pursuing.
HMRC provided the
Pensions Regulator with the
core employer data in the
last week of March 2012, so
any changes or newly created
businesses since then will not
be on its radar.
It’s important to let the
regulator know if a business is

exempt from the duties. While
the regulator has made the
correct decision about some
exempt employers and not
allocated a staging date, it’s a

*

a single director, ownermanaged business
where the owner is the
only person involved in
the business and has an
employment contract.
There are some phrases to
unpick here that are key:
An ‘employment contract’
may not be written, but
implied (perhaps because
a retainer is paid) or verbal.
There is no scope here to
explore ‘personal service
worker’ status, but if

*

complex decision, so there are
inevitably some mistakes, plus
some businesses will have
changed formation since
March 2012.
An exempt employer
(one exempt from all autoenrolment employer duties
imposed by the Pensions
Act 2008) is a PAYE scheme
where only the employer has

an employment contract. For
example, all the following
structures are exempt:
a husband
and wife who
are both
directors with
no employment
contract
an owner
One of the key
who has an
decisions for
employment
practitioners
contract who
works from time
will be whether
to time with an
to advise on
individual who
has their own
scheme selection
personal service
company (PSC)

*

*

*

someone is in business
on their own account
or paid through a PSC
(CIS subcontractors, for
example), they cannot be a
‘worker’ for auto-enrolment
purposes.
One of the key decisions for
practitioners will be whether
to advise on scheme selection.
You can advise businesses, as
that is not regulated advice,
but not employees.
If you’ve not had much
pension exposure before, this
may seem daunting. After all,
it is a critical financial decision
for both the client, in terms of
cost, and for employees, who
will have no say in scheme
selection. So providing some
due diligence in choice is vital
even if choices are limited for
SMEs – and even more so for
micro employers. Businesses
have a choice: an occupational
scheme via a master trust, or a
contract-based pension via an
insurance company.

»
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Master trusts have mopped
up the majority of autoenrolees so far. They offer a
governance framework, but
are not regulated in terms of
capital adequacy and can be
set up with no oversight.
Since April this year,
insurers have also had to
introduce independent
governance committees. There
have already been two master
trust casualties that have
received tax relief from HMRC
that must be repaid as they
weren’t registered, so it is vital
that businesses choose wisely.
Although some businesses
may already have a scheme
in place for some senior
employees, this will not
make auto-enrolment easy.
Many legacy schemes do not
qualify as auto-enrolment,
so even employee members
may need to be moved to
a new provider. If you want
to distance yourself from
scheme selection altogether,
you can use agencies that do
market searches and cost
projections for you.
You’ll do a live
assessment for the
first time for the pay
period that includes
the business’s
staging date.
At that

point you’ll segment payroll
data into:
eligible jobholders, who
must be auto-enrolled –
they’ll be between 22 and
state pension age and
earning over £10,000 a
year pro rata (note, it’s no
longer aligned with the tax
threshold)
non-eligible jobholders,
who will be offered the
chance to join a qualifying
pension; they’ll be aged
16 to 74 with qualifying
earnings of more than
£5,824, but at or below
£10,000; or age 16 to 21
or state pension age to 74
with qualifying earnings
over £10,000
entitled workers aged 16
to 74 and with qualifying
earnings at or below
£5,824, who must also
be offered the chance to
join a registered pension
scheme as opposed to a
higher-quality qualifying
auto-enrolment scheme.
You can ignore any workers
not working in the
UK, including those
seconded here who
will return home to a
host country employer
after their stay in
the UK. While

*

*

*

particularly if they
select governmentestablished NEST
For blatant refusal
as their scheme,
to embrace their
as NEST does not
provide letters.
duties, directors
If you don’t have
can be committing
payroll software
a criminal offence
that can produce
letters, advisers
punishable by
will need to let
up to two years
clients know
quickly so they
in prison
can make other
arrangements.
Advisers might
struggle with some clients who
‘How to’ video
simply don’t agree with the
proposition that they should
Navigate the
provide a pension. If that’s
choppy seas of autothe case, you’ll need to point
enrolment with the
out that if they fail to source
expert guidance in
a pension, it means you can
our video at
no longer offer a compliant
www.accaglobal.com/
payroll service.
ab/videos
Five months after
staging, each client needs to
complete their ‘declaration of
practitioners can handle
compliance’ that is submitted
assessment for those on the
online to the regulator. You
payroll, it’s the company’s job
can’t do that without a scheme
to consider if there are any
in place and numbers of each
other people who are ‘paid’
category of worker. There’s
but not on the payroll and will
a £400 fine for failing to
be considered as ‘workers’
complete this and tough civil
by the regulator, given their
penalties. For blatant refusal
contractual arrangements.
to embrace their duties,
Six weeks from the
directors can be committing a
assessment date:
criminal offence punishable by
eligible jobholders must
up to two years in prison.
have been auto-enrolled
It’s also important that
into a qualifying scheme,
clients and your payroll team
told about this in writing
know that the employee
and allowed to opt out
safeguards embedded in the
invitations to join must
Pensions Act and Employment
have gone to everyone else Rights Act mean they must
on the payroll.
not take any action that could
There is a useful tool called
be construed as encouraging
‘postponement’. I’ll explore
someone to opt out of a
this in the next article, as you’ll
pension or not to join. This
want it as part of your armoury
is punishable by a fine and
of implementation options.
includes such actions as
Six weeks isn’t a long time
handing out opt-out forms.
for clients who pay their staff
It’s an opportunity to offer a
at the end of the month, as
pension admin service as well
you may already be three
as payroll, but to do that there
weeks into the six-week
are many strategic decisions
window before you have the
to take, which we’ll cover next
payroll data. Clients may
month. ■
well expect their advisers
to provide these ‘letters’,
Kate Upcraft, payroll consultant

*
*
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The view from

Cornelis von Mollendorff ACCA, finance manager and
associate at design consultancy WATG and Wimberly Interiors
immediate deadlines and our long-term
strategic objectives.
The global economic crisis had a
definite impact on our overall financial
performance. However, a combination of
key strategic hires and a diverse portfolio
helped us through the tougher times. Our
interior design studio, Wimberly Interiors,
has evolved into its own unique brand,
adding an office in New York City. Overall
we continue to see healthy opportunities.

As the lead within the UK finance and
accounting team, I am responsible
for all financial aspects for our UK,
Qatar, Oman and Turkey offices.
Key duties include the preparation of
statutory accounts, cashflows, tender
and performance guarantees, budgets,
quarterly bank package and payroll. One
of the most important aspects of my
role is to prepare, analyse and interpret
key financial and non-financial data, and
identify key performance issues.
Our UK team consists of five individuals
covering the EMEA region. I manage
and develop the team to ensure effective
services are provided to the business
units. The team is a well-established and
talented group who collaborate extremely
well. This ensures we achieve both our

The ACCA
Qualification has
helped me become
a more rounded
business partner
and has really
supported my
career path

I qualified in 2014, and have a decade
of experience, but the learning never
stops. The ACCA Qualification has
helped me become a more rounded
business partner and has really supported
my career path at WATG. Alongside a
solid technical grounding, it has given me
the confidence to engage with internal
and external stakeholders – and to
prepare for the next phase of my career.
Accounting and Business underpins my
CPD activities. I find the technical updates
particularly useful. I also attend CPD
events to keep up to date with technical
and financial reporting requirements, as
well as learning new soft skills.
The role of the professional accountant
has evolved into something new and
very exciting. I enjoy working for an
international company, as it opens up
opportunities to experience different
cultures and regulations, which regularly
challenge me and keep me on my toes.
My longer term goals are to become
a global financial controller and then
a CFO. To get there, I have set myself a
number of short-term goals that will help
me add value, make a positive impact and
grow within my current company.
Without doubt, my greatest
achievement in life is my daughter.
Professionally speaking, I am particularly
proud of becoming a qualified accountant
with ACCA and also establishing our
WATG office in Doha, Qatar. ■

Snapshot: automotive
The automotive sector is heavily
affected by regulation. The need
to design engines emitting less
CO2 is increasing costs quickly
and will reduce manufacturers’
profits, especially in the European
Union, which has the most
stringent standards.
Globalisation has progressed
a long way into the industry and
almost all future growth will come
from emerging markets. While
China has been strong in this sector
so far, the industry must respond
to today’s downward pressure on
prices following the government
crackdown on corruption and the
slowing Chinese economy.
In addition, this is an industry
where a great deal of technological
change and innovation is taking
place. Vehicles are becoming
internet-connected and
customised, and there is also the
switch to electric models. All of this
will happen over a generation.
From a career point of view, a
global outlook and a thirst to learn
about how consumers around the
world look at motor vehicles are
imperative. Commercial expertise
is essential. Around one-third
of profits typically come from
consumer finance products, while
the connectivity of today’s vehicles,
and widening customer product
and design preferences make
big data and predictive analytics
increasingly important.
John Leech, UK head of automotive
at KPMG
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A very modern mob

With co-creation permeating all elements of product innovation, Alison Thomas asks if it’s
time to apply the same approach to the corporate reporting ‘product’
It’s all the rage. Companies around the
world are throwing open their design
rooms and collaborating with their
customers to create products that really
hit the mark. From Dell to Lego, from
Samsung to Philips – even the US Army
– organisations are crowdsourcing ideas
from customers and employees alike as
they seek to implement the next worldbeating strategy.
Does this trend towards co-creation
have any lessons for how reporting
develops? Is there anything that

companies, standard-setters or regulators
can do to harness the insights that
have emerged from tapping into the
knowledge and experience of the global
stakeholder community?

A new mindset
The notion of seeking stakeholder
views in the development of reporting
requirements is hardly new. We have all
observed – and perhaps even participated
in – the protracted process of formal
outreach that regulators and standard-

setters pursue as they seek to change
elements of reporting requirements.
But over the past few years, something
novel has begun to emerge. And
although still far from the crowdsourcing
used by Lego or Dell, it suggests that a
new mindset may be creeping into the
reporting community’s psyche – one
predicated on the notion of collaboration.
Early to experiment was the Financial
Reporting Council (FRC), which in 2011 set
up the Financial Reporting Lab. This new
mindset has since spread to disparate

▼ The bigger tent beckons

Tech giant Samsung has a range of
crowdsourcing projects on the go,
including one to get entrepreneurs
creating startups to exploit
flexible display
technologies
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Projects provide
a mechanism to
identify and share
good practice
among corporate
reporters, rather
than a way to
impose new rules
corners of the reporting universe. They
include the Financial Stability Board
with its Enhanced Disclosure Task
Force; Japan, where the Ministry of
Economics, Trade and Investment set up
the Corporate Reporting Lab; and the
US, with the work of the Sustainability
Accounting Standards Board.
While each of these ventures has its
own distinct ambition and operational
style, there are some common themes:
The driving-seat occupants. Agendas
and working practices are largely
driven by the needs of companies
and investors. Those convening the
work stream – whether that’s a local
regulator or an independent body
– assume the role of facilitator. They
ensure a constructive, structured
dialogue among the key stakeholders
and act as an honest narrator of the
findings of the work stream. They do
not tend to be the primary originator
of content.
Keeping it real. The approach taken
by each initiative tends to be pragmatic
and collaborative. There is nothing
technically pure or conceptually
rigorous about their work. It is all about
creating a basis of evidence, and
understanding that helps to provide
practical answers to today’s reporting
challenges. So, where possible, they
illustrate different approaches to a
reporting issue using real examples.
And where relevant, they reflect the
variety of views held – what sort of
disclosure works where and why.
What they are not doing. None of
these examples of co-creation is trying
to fast-track new regulation. Their
projects typically result in non-binding
recommendations for improving
reporting. They provide a mechanism
to identify and share good practice

*

*

*

among corporate reporters, rather
than a way to impose new rules.
Keeping it timely. Finally, as they
are not trying to create a reporting
standard – with all the technical
detail that that would involve – these
initiatives tend to have a timeframe
measured in months, not years. This
makes them an agile mechanism for
responding to today’s rapidly evolving
reporting landscape.
While such examples of content cocreation are inspiring, their method of
engagement remains wedded to old
technology. Face-to-face meetings, emails
and conference calls are the staple of
all these initiatives. And this, by its very
nature, means a relatively small number of
participants are involved in each.
In a number of cases, this more
‘bespoke’ approach may be the only way
to tease out the nuances of a debate. In
some instances, though, ‘the crowd’ might
reach a better solution, more quickly.

*

Co-creation potential
So how can we use such mechanisms
to make reporting more relevant and
user-friendly? When might crowdsourcing
be helpful?
If there is a clearly defined reporting
challenge. This could be anything

*
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from a particular area of disclosure
(such as identifying good practice
for risk reporting) or a big picture
problem (such as alternative ways
to present performance). The key is
ensuring that the issue at hand can be
communicated with little ambiguity.
When you are able to tap into a pool
of potential respondents. This might
include the staff at accountancy firms,
members of investment organisations,
corporate trade bodies, academia and
so on.
When you have the resources to
process the inputs. The level of manual
intervention required will depend in
large part on how you structure the
reporting challenge – and, of course,
the interest that you generate.
We have seen the benefits that accrue
to organisations with the vision – and
courage – to experiment with new ways
to encourage improvements in reporting.
The FRC’s decision to launch the Lab was
bold, but it has created a new dialogue
around reporting – one where stakeholders
feel empowered to share and learn. Taking
this experience to the next level will take a
similarly bold vision, but the rewards could
be all the greater. ■

*

*

Alison Thomas, consultant

The Financial Reporting Lab
One of the most visible examples of co-creation in the world of corporate
reporting has been the FRC’s Financial Reporting Lab.
Launched in 2011, the Lab provides an environment where investors and
companies can come together to develop pragmatic solutions to today’s
reporting needs.
It enables companies to test new reporting formats with investors, and
investors to indicate areas where management can add greater value through
the information they provide.
It acts as a hub to foster innovation in reporting by sharing feedback and
evidence about what investors truly value.
The Lab has worked with 65 different companies, 60 investment organisations
and more than 300 retail investors to date, to bring insight and understanding
to a number of key areas of disclosure, including cashflow and debt reporting,
remuneration, digital communication and risk disclosures.
Although sponsored by the FRC, the Lab is explicitly not designed to
generate more red tape. Quite the opposite. From the outset, Stephen
Haddrill, CEO of the FRC, has made clear his desire to use the convening
power of the FRC to ‘help the market to find its own solutions’. Regulation, he
argues, ‘is the last line of defence. It is used only when all other options have
been exhausted.’
Why did the FRC set up the Lab? Haddrill explains: ‘Regulators have the
visibility that often allows them to bring different parties to the table. We can
help to bring structure to the conversation, and then act as an honest broker
when reporting on the findings of the debate.’

*
*
*
*
*

*
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All in the planning

With resource allocation crucial to the future of any organisation, Paul Kennedy FCCA
explains the importance of getting all your ducks in a row when planning major projects
Organisations have changed their
behaviour since the 2008 crash, with
risk-averse boards giving more scrutiny
to capital expenditure proposals and
where to focus precious resources.
While executive teams are still
prioritising change initiatives to deliver on
strategic corporate aims, their behaviour
has been influenced by the new financial
landscape, including new regulatory
regimes and greater media scrutiny.
In some organisations, this has
reduced the appetite of management
for significant change, generated more
rigorous discussions about major projects,
and led to the continual refining and
changing of project proposals, often with
each successive redraft less ambitious
than the previous version. Ultimately, this
can lead to executives withdrawing their
sponsorship, resulting in fewer and less
effective projects.

Trimming ambitions
Ensuring that corporate projects are
clearly defined and have effective
executive sponsorship is fundamental
to delivering them successfully. In the
current business environment, there may
be some benefit from trimming back the
more ambitious proposals and managing
stakeholders more closely to ensure longterm sponsorship of the project.
Above all, though, the project sponsor
needs to ensure that the proposals are in
line with the corporate objectives and the
organisation’s risk appetite.
Many organisations are introducing
a more effective process for approving
a project proposal. The aim is to reduce
the time invested and end up with more
clearly defined projects and increased
sponsorship from across the organisation.
One way of achieving these goals is
to introduce a very structured approach
from the outset. Called the inception
process, this approach should encourage
early discussion and challenge from
key stakeholders and all interested
parties. This is best achieved via a series
of workshops run by an experienced
facilitator. The aim is to identify where

there is reluctance to introduce the
change and any future obstacles that
the project team would need to address.
Most importantly, the early inclusion of all
the stakeholders will align support for the
change right across the organisation.

Bringing in the finance team
The CFO and senior finance team
members have a key role to play in
evaluating project proposals, challenging
the financial data and the underlying
assumptions. The inception process
should include an initial financial review.

The finance team
has a key role
in evaluating
proposals,
challenging the
financial data
and underlying
assumptions

The inclusion of robust financial criteria
will enhance the credibility of the proposal
and make it easier to identify whether it
should be a corporate priority.
Input from the finance function at this
early stage will mean that the key financial
analysis is reviewed and modified as the
initial idea is refined. This will ensure that
the financial data for the business case
fully reflects the final proposal.
The finance team may also be able
to influence the discussion on the
benchmarks and measures for reporting
progress once the project is under
way. Reporting on how project delivery
measures against the financial benefits
identified at project inception will be key
to the future success and sponsorship
throughout the lifecycle of the project.
Measuring against benchmarks will
also ensure that stakeholders do not
get distracted by a few critical issues.
Balanced, quality reporting is crucial to
ensure that senior stakeholders do not
end up with a skewed view of progress.
Weak reporting of project progress and
success can distort the perception of an
otherwise successful project.

Right from the start
Successfully launching business change
initiatives with a clearly defined scope and
strong stakeholder support from across
the organisation requires a structured
approach to be taken in the early stage
of the change lifecycle. In the current
economic environment, a disciplined
approach has become more important
than ever. Those organisations that have
successfully adopted an inception process
have experienced a reduction in the cost
of resources required to launch projects
that have stronger support and are more
likely to deliver benefits. ■
Paul Kennedy FCCA has led
transformations in the financial services
sector and provides project management
advice. He is a consultant for First Spring
For more information:
www.firstspring.co.uk
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Good mileage

Blended solutions to fleet management are complicated but well worth considering for
larger fleets. You just need to have a clear policy and communicate well with employees
The traditional way to fund fleets is
to pick the set-up that gives the most
financial advantage to employer and
employee alike. In the case of smaller
fleets, this is generally contract hire:
cars are acquired through a leasing
company, the employee pays benefit
in kind (BIK) tax according to the
carbon emissions of the vehicle, and
the employer pays Class 1A National
Insurance Contributions (NIC) at 13.8%
of the BIK. Where an organisation’s VAT
treatment is standard and employees
are covering average business mileage
in low emission vehicles – below 130g/
km – this is the most efficient route.
However, where a company has a
mixed profile of drivers, a blended fleet
might be better, as it offers a number of
funding options. In any one (probably
large) company, there may be three types
of driver: those who get a car as part of
their remuneration package; those who
are eligible to have a car but get a cash
allowance in its place; and salaried staff
who are not eligible for a company car.
Blended solutions are complicated but are
worth considering for larger fleets.

Working it out
Where drivers are covering high business
mileage and/or in high emissions vehicles,
an employee car ownership (ECO) scheme
may be more tax-efficient for the employer
than contract hire. The employee owns the
car (so no BIK is due), but it is funded by
cash contributions from the company. The
employer has to work out the gross sum
the employee needs in order to buy the
car they are entitled to, but they should
take care to add the allowance to the
employee’s gross pay each month so it is
not subject to pay rises.
For an ECO scheme to be worthwhile
for the employer, the amount of cash
provided has to be reduced by the BIK
that the driver would have been paying on
a company car. And the employer gains
the 13.8% NIC it would have paid on BIK.
The scheme is also leveraged
using business mileage payments. The
employee claims the company’s rate, and

Where drivers
are covering high
business mileage,
an employee car
ownership scheme
may be more taxefficient for the
employer
the employer can claim the approved
mileage allowance payments (AMAP)
rate of 45p per mile for the first 10,000
miles, then 25p per mile from HMRC. The

difference between the two contributes
to the scheme. However, the driver will
cover a different number of business
miles each month and if that figure
drops, the employer needs to raise the
amount of cash given to the employee to
compensate. Comprehensive and accurate
business mileage claims are critical.
For the employee, the package can
be made to feel like a company car: ‘The
experience and level of service is the
same, with full maintenance, breakdown,
tyres and so on included,’ says Chris
Chandler, consultant at Lex Autolease.
In addition, because the employer is
effectively lending money to the employee,
the scheme is FCA-regulated, and the
company has to make sure its registration
with the authority and any promotional
material it distributes are compliant.

»
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HMRC approval is also required.
A third option is salary sacrifice, which
allows those not otherwise entitled to a
company car to have one. The vehicle is
leased to the employee on contract hire,
and the monthly payments are taken out
of their gross salary, reducing the amount
of income tax and NIC they pay. As long
as the BIK on the car is less than the salary
sacrificed, the employee benefits.
A potential downside is that a driver
may move on. ‘Our financial contract is
with the company not the individual,’ said
head of consultancy services for Alphabet
Jon Burdekin. ‘So if there are early
termination, excess mileage or damage
charges, the problem remains with the
employer.’ However, this can be mitigated
through termination protection, supplied
by lease companies such as Tusker.
There is no intrinsic value in switching
company cars on contract hire into
salary sacrifice because the basic
mechanism – contract hire – is the same,
and the company would have to give
the employee additional cash for them
to sacrifice. However, ‘salary sacrifice
for company car conversions does offer
flexibility,’ says head of consultancy
services for LeasePlan Matthew Walters.
‘There is the option for people to trade up
and they have more flexible terms. With a
company car, the employer may say you
will take your car on a three-year contract
or for 60,000 miles; on a salary sacrifice
you can take the vehicle for two years or
something different. Also, it makes the
benefit uniform across your population.’

Contract option
The fourth option is contract purchase.
This was popular when company car tax
was predicated on the cost of the car
because of how leasing disallowances
worked; but now that it is based on
carbon emissions, it is not common
practice. Fleets are divided into pools
of up to 130g/km and above 130g/km,
providing a capital allowance to the
employer of 18% and 8% respectively.
The employer can recover 18% or
8% on the reducing balance every year,
but after three years, a car will typically
be worth around 30% to 35% of its
purchase price. At that point, companies
will either pay the remaining sum owed
(balloon payment) to keep the vehicle
or, more likely, de-fleet it and buy a
new one. But they will only be able to
reclaim the remaining value of the capital
allowances against their corporation tax

Ov

‘Only the bigger
fleets can make
use of a truly
blended solution.
There are a lot of
adjustments and
paperwork and it
may get confusing’
over a number of years, creating a capital
allowance tail.
Another disadvantage is that vehicles
bought on a contract purchase generally
go on the balance sheet whereas contract
hire is off balance sheet because the
leasing company buys the car, making the
vehicle its asset. This might suit charities,
banks and insurance companies that
cannot claim back VAT because there is no
VAT on a contract purchase.
The ideal is to have employees selfquoting on one system so that they key

in their details and the software does
the rest, tidily dividing drivers into ECO,
contract hire, salary sacrifice or, less likely,
contract purchase. But it does not stop
there, and if a driver’s profile changes
– more miles, different car – the whole
process has to be started again.
‘Only the bigger fleets can make use
of a truly blended solution,’ says Mark
Sinclair, chief operating officer of Tusker.
‘You are relying on your fleet provider to
give you a payroll deduction report for
the employee car ownership scheme or a
payroll reduction report for salary sacrifice,
and then you have got normal contract
hire company cars as well.
‘There are a lot of adjustments and
different paperwork, and it may get
confusing, so the employer needs to do
a lot of communicating with employees,’
he says. ‘You need a clear-cut car policy in
place to be able to do that.
‘Many companies find a blended
solution of contract hire for car-eligible
employees and salary sacrifice for non-car
eligible ones is a good way to offer a costeffective benefit to most employees.’ ■
Catherine Chetwynd, journalist

Accounting and Business 09/2015

UK_YCORP_fleet.indd 66

28/07/2015 17:11

Ad

The view from | Practice

67

The view from

Lucy Fairclough FCCA, associate director at KPMG
Enterprise, with Birmingham in her heart
Despite the excitement of the work
and location, I missed home. So I was
pleased to join KPMG in Birmingham
when an opportunity came up to help
establish its Accounting Advisory Services.
Last autumn I joined KPMG Enterprise
– our offering for private businesses.
Enterprise provides a whole suite of
services to clients and targets.

My career could have been very
different – at school a careers survey
concluded I was suited to a career
in PR or accountancy. After school I
accepted an apprenticeship with a large
accountancy firm in my home town of
Birmingham, allowing me to study for the
ACCA Qualification and experience work
at the same time, as well as giving me a
head-start in the jobs market.
I rotated between blocks of three
months’ work followed by three
months’ study. I did this while spending
four years in audit before moving to
London to a new team. This growing
department enabled groups to maximise
the P&L reserves position to ensure
continued dividend payments, generally
in preparation for sale or flotation.

Family businesses
have their own
dynamic, which
can make their
decision-making
process all the
more personal

We have a focused, ‘T-shaped’ core
team – broad business advisers
who focus on private businesses.
Accountants, management consultants
and tax advisers bring powerful credibility
and breadth. Along with RBS/NatWest,
we have been selected by Entrepreneurial
Spark to provide mentoring to
entrepreneurs in the West Midlands.
Family-owned businesses account for a
large proportion of our clients. We also
advise a growing number of tech startups. Technology is a high-growth area.
Many tech firms are unusual because they
don’t have a tangible product. We often
support them through a rapid growth
phase and exit plan. Family businesses
have their own dynamic, which can make
their decision-making process all the
more personal. When businesses begin to
understand the impact KPMG can have on
their operation, it’s extremely satisfying.
I love working for KPMG. But one
day I’d like to work for a charity or
social enterprise where there are real
opportunities to drive social change.
My ACCA Qualification has given me so
much credibility in the marketplace. Its
global acceptance is a differentiator too,
and it is not afraid to adapt and evolve to
meet the needs of businesses, students
and its members.
Away from work I enjoy time with the
family. With two young daughters and a
husband who owns a growing business,
we have a busy life, so family time is really
important. We also have exciting plans to
restore our Edwardian house. ■

Snapshot: financial
services
Since 2008 the driving force
in financial services has been
regulatory reform. The initial focus
was prudential – restoring safety
and soundness to the global
system. More recently, the focus
has been on conduct and cultural
renewal, especially within the
banking system.
However, we see greater focus
on jobs and growth. Politicians
recognise the pivotal role financial
services play in extending credit
to boost economic activity and
supporting long-term infrastructure
investment. The challenge
is generating a return in this
environment. Regulatory reform
has increased the level of capital
employed, while compliance costs
have soared, returns have dropped
and interest rates have remained
low. In response, we are seeing the
return of large-scale international
mergers and acquisitions within the
insurance industry and nationallevel consolidation of a fragmented
banking sector in many countries.
As the industry responds to
these challenges, so must the
profession in order to provide the
right advice and assurance. With
ever greater use of technology,
integrating more specialist
expertise alongside accountants
is key to broadening the
perspective and skills of the next
generation of accountants.
Andy Baldwin, global financial
services leader at EY
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Back to basics

In the latest in our ‘all you ever wanted to know but were too afraid to ask’ series,
Rich Preece looks at the cloud and how it is transforming our lives and businesses
When business software first appeared,
it was sold as a product – a set of disks
and a paper-based user manual – that
you installed on your computer and
proceeded to use to create and store
files on that same machine. Modern
cloud-based computing, on the other
hand, refers to software and documents
that are held on the servers of a third
party (typically the developer that
created the software), which you
access via the internet.
Simply put, cloud computing means
storing and accessing data and programs

over the internet. This allows you to
access your data, information, programs
and services, at any time, from anywhere
– all you need is an internet connection
and a device (a computer, a laptop, a
tablet or a smartphone) to connect with.
Previously you would have saved your files
and programs onto your computer’s hard
drive, so they were physically held by that
particular device; with the cloud, it’s all
stored online.
Most of us use the cloud every day. We
run our lives on it, buying goods through
Amazon, sending emails via Gmail,

The cloud
underpins a move
towards strategic
partnering – the
accountant can
act as a virtual FD
for clients

Hotmail and Yahoo, using social media
platforms such as Facebook and Twitter,
listening to music on Spotify and sharing
files via DropBox.

In business
The cloud lets you access content from
any device. It’s often just a matter of
opening up a web browser on your laptop
and logging into a site or downloading
the app version to your phone or tablet.
Businesses and consumers tend to
use cloud applications differently. Some
smaller businesses use consumer apps,
but many take a software-as-a-service
(SaaS) approach: they subscribe to an
application designed to solve a business
need (Intuit QuickBooks and Microsoft
Office’s Web Applications are examples).
Some go down the platform-as-aservice (PaaS) route, creating their own
bespoke cloud-based applications for use
by everyone within the organisation.
There is also infrastructure as a service
(IaaS), where the likes of Rackspace and
Google provide an infrastructure that can
be rented by other companies. Pinterest,
AirBnB and Netflix all run their services
from the Amazon Web Services cloud.
The cloud market is enormous. Market
analyst IDC predicts that cloud spending
will exceed $32bn globally by the end of
this year. In the UK, 84% of businesses
have already adopted a cloud solution,
and four out of five adopters use multiple
cloud applications.

Business benefits
The over-arching benefit of the cloud is
that it helps employees in all sectors work
efficiently and collaboratively wherever
they are. Most cloud products use
intuitive, simple interfaces that require
minimal training to understand.
Let’s look at the benefits in more detail:
Working on the move. Employees
are no longer confined to their desks.
Because you can log into the cloud
with a mobile device, you can work on
the train or from a café. In fact, all core
back-office business functions can be
carried out in the cloud.

*

Accounting and Business 09/2015

UK_B_Cloud.indd 70

24/07/2015 14:44

The cloud | Back to basics

*

*

*

*

Better security and backup. Lost
laptops and leaked data can have
serious implications for the offending
business or individual. But with cloud
applications, data and confidential
information can be securely protected
through complex encryption
algorithms – a mathematical lock and
key. Should there be an equipment
failure, or a flood or fire, your data is
safe when it is stored in the cloud.
No upfront costs. Buying hardware
and servers and upgrading business
processes entail huge upfront
investment. A traditional system means
planning and paying for maximum
possible usage. But with cloud tools,
you are subscribing to a pay-as-yougo service. You typically pay a fixed
monthly fee; some services even allow
you to pay only for what you use.
Fast implementation. Implementing
or upgrading systems and software
across an organisation can be a timeconsuming task, but with the cloud,
you typically just sign up online and
start using it. A lot of cloud software
works on an ‘ecosystem’ principle:
you subscribe to a cloud platform and
switch on only the parts of the platform
you and your business need, speeding
up implementation.
Instant scalability. If a business
goes through significant fluctuation
in activity or workflow, traditional
processes can struggle to cope
as demand increases, or become
unnecessarily expensive and wasteful
when it drops. The online and flexible
nature of cloud applications means
you can scale up and down at will and
pay only for what you need.

Cloud for accountants
Cloud-based accounting software
transforms the way accountants can work
with their clients. There’s no need to sift
through client receipts and manually enter
them into a desktop-based accounting
platform. Receipts can simply be scanned
in from any device by you or your client,
uploaded to the cloud, synchronised with
associated documents across that client’s
profile, and updated – all in seconds.
Tasks like updating bank numbers and
reconciliation can also be automated.
Intuitive cloud software also makes
cleaning up and fixing errors obsolete.
Inbuilt parameters will not allow you or
your clients to progress with a task until
details have been completed accurately.
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Key facts
*
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Cloud computing refers to storing and accessing data
and programs over the internet.
Most of us use the cloud every day: emailing with Gmail,
interacting on Facebook, listening to music on Spotify,
or sharing files via DropBox.
The cloud can improve efficiency, security and backup, reduce capital
expense and ease implementation and scaling of software across a business.
Cloud accounting software can free up accountants’ time, simplify
administration, help build better relationships with customers, and enable a
focus on higher value services.
Users don’t own the software, they rent it.

Sticky software
A recent survey by Digita, the tax and accounting arm of Thomson Reuters,
reported that 63% of accountancy firms had not changed their software provider
in the last five years. Barriers to change were identified as:
employee familiarity with the existing solution (50%)
concerns about data migration (41%)
training involved in learning a new system (40%)
preference for sticking with the ‘devil they know’ (30%).

*
*
*
*

Inconsistencies with
These changes
other associated forms
represent a major
Expert view
can be flagged, and
evolution in managing
notifications sent to
the books, and practices
Watch the video
remind clients that a
are set to reap the
on the challenges and
particular task needs
rewards through greater
opportunities that new
doing, whether on a
efficiency, a wider skillset
technology offers the
regular monthly basis or
and a deeper role in
profession at www.
as a one-off.
their clients’ businesses.
accaglobal.com/ab/
Cloud accounting
This in turn will drive up
videos
can also enhance the
the value of what you
accountant-client
offer, resulting in higher
relationship. Unlike traditional accounting,
profits, higher gross recurring fees and
where the financial data is generated once
more capital value.
a month or even once a year, the cloud
More broadly, cloud is enabling the
gives real-time access to all this information
industry focus to change from a purely
and can be constantly kept up to date with
compliance-based service to strategic
clients’ finances and cashflow position. You
partnering – the accountant can act as a
can log in at any time and have complete,
virtual FD for clients. Using the greater
real-time visibility of your client’s processes
insights and other benefits that cloud
and make sure they are, for example,
accounting provides, accountants can
labelling transactions correctly.
offer more premium services and adapt
the role that they play with their clients.
Blue skies beyond
There is no mystery to the cloud – it’s
The cloud can have a transformational
just an efficient tech-enabled way of
impact on a practice. Cloud-based
working that lets businesses, including
accounting software lets you serve your
accountants, totally change the way they
clients better and even apply its tools
offer their services. And once understood,
to your own business. This can give you
it can be a powerful tool for moving
faster and deeper insights into ways
businesses forward in any sector. ■
to improve and grow your practice –
everything from offering new services and
Rich Preece, UK VP and managing
capabilities to simply being more efficient. director, Intuit

09/2015 Accounting and Business

UK_B_Cloud.indd 71

24/07/2015 14:44

72

Public | The view from

The view from

Paul Leigh FCCA, director of finance at Salford Academy
Trust and strong advocate of the not-for-profit sector
Academy principals need highquality financial support to manage
their resources for maximum impact.
Resources are limited, so I use my
business skills to support the principals
in aligning resources with priorities. I
work with the schools to develop and
implement a financial services quality
strategy. This includes implementing a
new finance system – real benefits can
now be seen from process efficiency,
control and management information.

Snapshot: open-book
accounting
The National Audit Office has
called for ‘open-book accounting’
in public bodies’ contract
management. Public bodies
can best manage outsource
contracts if they know suppliers’
costs and profits, it argues. This
is currently the case in only 31%
of public sector contracts. The
NAO recommends that every
government department have a
policy on the use of open-book
accounting; only 23% do.
Case studies in the public
and private sectors led the NAO
to identify five approaches to
improve contracting: ensuring
price complies with the contract;
making better-informed commercial
decisions; assuring processes;
maintaining risk control; and
achieving step-change innovation.
The BBC requires openbook accounting for all strategic
contracts, with costs and profits
examined at the end of outsource
contracts. It has made costs more
transparent, enabling informed
service choices and cutting costs.
Surrey County Council
adopted a collaborative working
arrangement with contractors. This
helped it cope with substantial
reductions in government grant.
The council saved 30% on highway
renewal costs and improved quality
by consulting subcontractors on
design and efficiencies.
Source: Open-book accounting and
supply-chain assurance, NAO

My average day is full of variety. I have
to move seamlessly between strategic
and operational matters and ensure
that we have the right balance. I can
be visiting a school to look at plans for
a new playground and then attend a
governance meeting where I present
strategic reports.
Salford Academy Trust is a multiacademy trust that currently consists
of three schools – there is a fourth
about to join the family. I see my role
as providing financial leadership to
support the trust in its aims of raising
aspirations and delivering outstanding
learning opportunities for our pupils.
Bringing meaning to the financial
numbers is an important part of an
accountant’s role.

It is important
to be motivated
by what your
employer does
as much as the
role itself

I relish the opportunity to make a
difference. My current role is about
improving lives through education. I
started in public practice, where I qualified
as an ACCA, but I wanted to pursue
my career in the not-for-profit sector,
which I find tremendously rewarding. It is
important to be motivated by what your
employer does as much as the role itself.
Accountants have a real role in enabling
organisations to be highly successful.
In the not-for-profit sector, that is a prize
worth having. The accountant’s role is now
as a front-line partner, not in back-office
transactional support. The sector as a
whole can benefit from this.
Technical competency alone is not
enough for accountants. We need to
demonstrate leadership and business
partnering skills, including interpersonal
skills, insight, influencing and resilience.
Being a finance director is a fantastic
achievement, and this provides a platform
for me to apply my skills and experience
in transforming finance functions.
Away from work I like to swim. But I
must admit that my young daughter is
now faster than me. ■

Get the app!
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Theatre trip

A major revamp and a cut in the Arts Council subsidy make for interesting times at the
National Theatre, says senior commercial finance manager Ashish Sharma ACCA
The National Theatre
has just undergone an
£80m transformation
of its building and
facilities, including new
and refurbished bars,
restaurants and cafes, and
has announced an exciting
range of productions
from upcoming directors
under the guidance of
new artistic director
Rufus Norris.
A fresh, modern and
immersive experience now
awaits National Theatregoers. Not only can they
enjoy innovative plays,
including new takes on
classics like Jane Eyre,
Alice In Wonderland and
Cinderella, but also relax,
drink and eat, inside or out,
at the new, smart-looking
Understudy bar, House
restaurant or Kitchen café.
There’s also the
opportunity to explore
and learn through paidfor workshops about all
aspects of theatre-making
at the new Clore Learning
Centre and the Sherling
High-Level Walkway, which
offers visitors views into
backstage activities.
What they’re unlikely
to see is the man busy
working upstairs behind
the scenes to ensure
there’s a synergy between
all these commercial and
artistic ventures. He is
Ashish Sharma ACCA,
the National Theatre’s
senior commercial
finance manager, a huge
fan of theatre and on a
commercial mission to
please the audiences.

‘We plan months in
advance to ensure that our
merchandise matches the
productions coming up,’
explains Sharma. ‘So for
wonder.land [coming out in
November] and Cinderella
[December], for example, we
will have fun shows for kids,
and sell goods like cards,
badges and even pillows with
the characters on them.’
Being a non-profit
organisation, any money
made from these commercial
ventures is put straight
back into the running of the
National Theatre to keep
it exciting and relevant for
today’s audience, but also
financially stable – a task
that is proving increasingly
challenging as the Arts
Council continues to cut its
subsidies.

Commercial income
In 2013/14, Arts
Council investment
represented
only 17% of
the National
Theatre’s £100m
income (20 years
ago it covered
40%). Instead, a
large part of the
money comes from box
office receipts and touring
productions, NT Live (plays
beamed to cinemas around
the world) and commercial
offerings, which is where
Sharma plays a key role.
He and his team of five
oversee the management
accounts of all commercial
operations, including catering
(such as hospitality events,
such as weddings and

»

‘If you are starting out as an
accountant in theatre, be patient and
flexible. Whatever you’ve learnt doing
the ACCA Qualification you can put
into practice in the theatre world –
whether it’s handling the accounts,
putting in place the right practices and
efficiencies, or soft communication with artistic staff.’

Tips
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2014

Joins National Theatre, London as
commercial finance manager and
promoted to senior commercial
finance manager in September 2014

2009

CV

Starts as assistant commercial accountant in the UK at
global food service and hospitality company Delaware
North. Takes an ACCA course and becomes financial
accountant for Delaware’s UK travel division

2006

Joins catering company Bespoke Banqueting as finance
manager

1999

Starts at restaurant chain Weinstube Gmbh as commercial
finance manager for six restaurants in Austria

1997

Joins catering company Spotless as financial controller for
Sydney cricket and football stadiums

parties), retail (bars, shops,
etc), house management and
building operations (suppliers,
invoices, etc).

productions, from the books
that we offer in our new
bookshop to the type and
amount of drinks we sell in our
retail outlets,’ says Sharma.
Streamlining process
This requires constant
‘Working with [commercial
dialogue with the operations
director] Robyn Lines, we
manager about forthcoming
have to constantly streamline
productions to work out how
these areas of the business,
much stock they’ll need and
and bring everything in line
what will sell. Another factor
with the different theatres’
to consider is whether a play
has intervals or not,
because this will
impact on sales as
well. (At present
‘We have to
the decision about
constantly
intervals rests with
the artistic team,
streamline the
but Sharma is keen
business and
for the commercial
team to have a
bring everything
say as well going
in line with the
forward.)
Fortunately, the
different theatres’
scope and potential
productions’
benefits of their
commercial efforts

have increased considerably
since the completion of the
NT Future revamp project,
which has opened up
more spaces for people to
drink, eat and work on their
laptops (with free wifi access)
throughout the day, rather
than just around the time
of performances. No official
figures have been released
yet since the completion of
the work in May, but Sharma
is confident that the audience
and visitor numbers have
increased considerably.

Making predictions
‘It was a lot of hard work
organising cash flows and
budgeting for all the new
facilities,’ explains Sharma.
‘A lot of it was based on
assumptions, but most of my
career has been in the food
and drink and retail sectors, so
I’m equipped to make these
predictions, and they seem to
have paid off. It’s great to see
people enjoying the results.’
Another interesting and
ultimately rewarding challenge
has been adjusting to a nonprofit environment. ‘It’s been
a great learning curve. Being

an accountant with such a
commercial focus and attitude
to suddenly having to focus
on a general cause has been
different but great. I’ve also
had to learn about SORP, the
charity accounting standard,
which is more about working
on value for money.’
Collaborating with artistic
people who like to take
risks and create striking
productions has also been a
new experience, especially
when trying to explain to them
the importance of balancing
the books. This is where
his ACCA Qualification has
proved particularly useful.
‘The course taught me how
to communicate with nonfinancial people, explaining to
them the impact of their work
on the balance sheet.’
Sharma plans to continue
engaging with the artistic
staff to create more synergies,
understand their profit
and loss properly, and how
they can contribute more,
so together they can fulfil
audiences’ expectations
without breaking the bank. ■
Chris Evans, journalist
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Acting on your feedback

ACCA is using the findings from recent membership surveys to provide members with a
better all-round experience, as chief executive Helen Brand explains
guidance for the future and
showed where we need to
focus our attention.

Online improvements
The main request was to make
it easier to find the information
you need on the website.
Some of you also felt that
accaglobal.com could be used
more effectively to deliver
services to members.
Our most recent
So this year we have been
membership survey brought
working hard to improve the
plenty of good news. The
site. We launched a new home
overwhelming majority
page in March and have built
of respondents say they
a new section of the ACCA
are proud to be members
website for members; we
of ACCA, and more than
began testing it in June, and
two-thirds told us that the
are using feedback from a
ACCA Qualification increases
large group of members –
their career prospects
which has been very positive
and earning potential. But
so far – to refine the design
membership feedback is also
before it is launched at the
an essential part of finding
end of this year. We’ll be
ways to improve – that’s
offering all members the
why we regularly ask you
chance to review the new
if we are doing what you
section. Look out for an
expect of us.
invitation in AB Direct.
It’s my job to make sure
You also told us that you
we act on what you tell us
wanted quicker access to
and take every opportunity
sector-specific information.
to ensure that ACCA is
New developments on the
offering the best possible
website will make this easier,
value to members. Our latest
but we have also introduced a
research has given us valuable
series of hubs on the website
that bring together
all the relevant
resources for
members working
We have been
in key sectors: oil
working hard
and gas, SMEs,
financial services,
to improve the
public services and
website, launching
not for profit, and
a new home page
shared services/
outsourcing.
and building
There is also a
a new section
hub specifically
for members
for members
in practice and
another for

members working in the area
of internal audit.
In May, we launched a
series of apps for Accounting
and Business magazine that
make its content accessible on
iPads, iPhones and Android
devices as well as on the web.
The AB team is also working to
include more video and audio
content alongside the usual
high-quality articles.

Better access to CPD
The new members’ section of
the website will be designed to
give you better access to CPD

– another frequent request that
arose during our research.
In June we carried out a
CPD support survey, which
attracted a fantastic response,
from more than 5,300 members
in 122 countries. We will be
using the results of the survey
to review our existing CPD
resources and plan what we
offer, and how we offer it, in the
future. Many of you said that
you would appreciate more
flexible CPD options such as
webinar training and online
lectures, which is something we
are working on as a priority.

Latest developments for members

*
*
*
*
*
*
*
*

More user-friendly website with sector-specific hubs
Accounting and Business magazine available on iPad,
iPhone, Android devices and the web
Range of CPD resources extended
More affordable online learning resources
Book discounts from Pearson and bookboon.com
Official Microsoft Office Specialist (MOS) – Excel
2010/2013 certification
Further qualification opportunities from UoL and IIA
Coming soon: improved careers website.

Accounting and Business 09/2015

UK_A_Memberbenefits.indd 76

28/07/2015 12:32

77

Member value | ACCA

We asked you how valuable you found your current member
benefits, and here’s how you ranked them

1

Accounting
and Business
magazine

2
CPD Direct
monthly
ezine

My
Development
CPD area on
the website

3
Most valued
member
benefits

4
Social
media (eg
member
LinkedIn)

AB Direct
weekly
news and
technical
bulletin

Competency
Framework

5
6

ACCA
Careers
website

We will also make sure
that what we offer is much
easier for you to find; the
new members’ section of the
website will incorporate a CPD
resource finder that brings
together all CPD opportunities
on offer, from events to online
learning, in a single location.
We are constantly
increasing our range of
online learning resources.
One of our newest online
resources, for example, gives
members the opportunity to
gain official Microsoft Office
Specialist (MOS) – Excel
2010/2013 certification.
Your feedback told us that
CPD needs to be not only
flexible but also affordable. So
we are exploring how we can
offer free and low-cost CPD.
We have already put together
a series of free business skills
webinars and will begin trials
of low-cost webinars shortly.
Our commitment to
negotiate the best deal for
members was behind our
arrangement with Pearson,
which is offering ACCA

7

members a 40% discount on
hard copy and online books.
We have also come to an
agreement with bookboon.
com, under which ACCA
members can subscribe to 800
digital business books (rather
like a Netflix for business)
for £3.49 a month – a 30%
discount on the usual price.
The aim is always to give
our members the best-quality
learning at the lowest possible
price. Keep an eye out for
special offers and promotions
through the members’ section
of the website.

Partnerships
Our formal partnerships with
other membership bodies,
trade associations, training
providers and universities
around the world are
absolutely critical to us.
The 90 global accountancy
partnerships we have in
place not only enhance
the profile and standing of
ACCA members but also
open up many new training
opportunities and accelerated

R&I
Insights
app

8

career access routes.
Earlier this year we reached
an agreement with the
University of London for ACCA
members and affiliates to gain
a master’s by completing two
modules – global issues for
the finance professional, and a
strategic financial project.
Our most recent agreement
is with the Institute of Internal
Auditors, which has developed
an ACCA-CIA challenge
exam exclusively for ACCA
members to become a
Certified Internal Auditor from
November. Registration is
open until 30 September.

Employability and profile
The employability of our
members is at the centre of all

we do, and as part of this we
will be putting significant effort
into developing our ACCA
Careers site.
The site is a valuable
resource for members, offering
job opportunities as well as a
wealth of careers advice. You
will start seeing many changes
and improvements to the site
over the coming year.
Some of our responses
to your feedback will be very
visible, but a lot more is going
on behind the scenes. For
example, you told us that
maintaining and enhancing
the profile and reputation of
ACCA and its Qualification
should continue to be a
priority, and we plan to raise
the profile of what we do in
this area as a result.
ACCA and our members
play a central role in
influencing the development
of the profession across
the world, and we want to
draw more attention to this
work. We are represented by
members on many influential
bodies, we make sure the
voice of our members is heard
on many public consultations,
and through our research
and insights programme we
develop innovative thinking
and ideas that capture the
attention of policymakers
and the media, enhancing
ACCA’s reputation. We make
sure that our members are
heard, respected and valued,
and you will see this featuring
more prominently throughout
ACCA channels.
Everyone at ACCA wants
the organisation to be as good
as it can be; and we thank you
for sharing your views so that
we can do just that. ■
For more information:

To find out about Pearson and Bookboon’s offers, go to
www.accaglobal.com/ab/230
For more on the Certified Internal Auditor certification,
visit www.accaglobal.com/ab/231
To download AB apps, go to www.accaglobal.com/ab
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A matter of trust

A banking industry body’s professionalisation campaign could help the sector regain
public confidence, as the chair of its advisory panel, Professor Robin Jarvis, explains
Set up to promote a culture
of professionalism among
bankers and help restore
public trust in the banking
industry, the Chartered
Banker Professional
Standards Board (CB:PSB)
published its 2015 progress
report in May. The report
details the body’s success in
implementing professional
standards and outlines
the views of the CB:PSB’s
advisory panel on where
more needs to be done.
Let’s start with the
positives. In 2014 more than
185,000 bankers – 117,716 in
the UK and 69,600 in other
parts of the world – achieved
the CB:PSB’s Foundation
Standard. This standard is
aimed at all those who work
in the banking industry and
sets the basic requirements of
banking skill and conduct.
CB:PSB member
companies continue to roll
out the Foundation Standard
and are on track to meet
their target of all customerfacing bankers achieving the
standard by the end of 2015.
These are not insignificant
numbers, and my fellow panel
members and I welcome the
progress the CB:PSB is making
in this area.

Senior standard
The CB:PSB is also piloting
its Leadership Standard
with a number of member
businesses. This standard has
broad reach across the senior
banking population, and sets
out the professional conduct
and expertise expected of
leaders in banking.
Lady Rice, chair of the
CB:PSB, says: ‘The leadership
standard is both a statement

A critical friend
The Chartered Banker Professional Standards Board is a voluntary initiative. It was set up by
eight UK banks and the Chartered Banker Institute to promote a culture of professionalism
among bankers and to help restore public confidence and trust in the banking industry. It
is doing this by setting and implementing professional standards for individuals working in
banking, underpinned by a code of professional conduct.
The independent advisory panel represents the views of banks’ customers and acts as a
critical friend to the CB:PSB and, in particular, to its board.

of intent and a pathway to
rebuilding confidence and
trust in banking where it is
needed most.’
During the leadership
standard pilot, the CB:PSB
is assessing ways in which
the standard can support
the banking regulators’
senior managers and
certification regimes.

Visibility
The advisory panel is also
pushing for change around
the need for greater visibility
of professional standards
– especially by those many
tens of thousands of bankers
who have achieved a
professional standard.
The achievement of
professional standards can

offer opportunities and
status for individual bankers.
It can lead to qualifications
and membership, perhaps
ultimately even to chartered
banker status.
The advisory panel believes
that stronger communication
and greater recognition of
the status of professional
standards is needed. We
want to see a culture where
bankers will be expected to
have attained a professional
standard, where it acts as a key
credential on their CV and as a
differentiator at interviews.
Externally too, the CB:PSB
needs to raise its profile. As
the chair of its advisory panel,
I am keen to support it in that
endeavour by detailing the
initiative to ACCA colleagues.

Ad

Given the recent history
in banking, there is nothing
more important than
developing a culture based on
professionalism. I believe in
the fundamental importance
of professional standards in
banking and will continue to
support the board to deliver
its aims.
As a critical friend, the
advisory panel will challenge
and disagree with the CB:PSB,
but ultimately we wish to see
this worthwhile effort continue
to grow. ■
Robin Jarvis is a special
adviser to ACCA, professor of
accounting at Brunel University,
and chair of the Chartered
Banker Professional Standards
Board’s advisory panel
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Council highlights

At its June meeting, Council discussed the 2014 annual report, endorsed the Regulatory
Board’s work programme and looked at the Strategic Delivery Plan, among other topics
Council held a scheduled
meeting on 20 June 2015.
The guest presenter at
the meeting was Antony
Townsend, chairman of
ACCA’s Regulatory Board,
who presented the board’s
annual report for 2014.
The Regulatory Board was
established in 2008 and
brings together all of ACCA’s
arrangements for regulation
and discipline in a single
entity. It stands at arm’s
length from Council, and the
majority of its members are
lay individuals.
This was Townsend’s first
chairman’s report to Council.
It focused on the priorities

for ACCA’s public interest
functions, the board’s work
programme for the next
three years and how its
arrangements need to change
to meet the challenges ahead.
An overarching theme in
the report was that the public
interest functions that the
board oversees are central to
the work of ACCA.
ACCA’s 2020 Strategy
includes numerous references
to public value and the public
interest, and the board sees
its role as assuring Council
that ACCA’s public interest
functions are demonstrably
delivered in the public interest.
Townsend’s presentation
was followed by a
question session
with Council,
after which
A theme in the
Council agreed
Regulatory Board’s
to endorse the
board’s proposed
report was that
direction and
the public interest
outline work
functions that the
programme for
2015-17.
board oversees
A number of
are central to the
other issues were
considered in
work of ACCA
Council’s formal
sessions.

*

*

*

*

Council discussed how the
Strategic Delivery Plan will
deliver ACCA’s difference
in terms of reach, relevance
and resources, for the
benefit of members and
other stakeholders.
Council took a number
of decisions around
amendments to the
strategic measures and
targets for 2015-16 and
updates to ACCA’s practical
experience requirements.
Council agreed
recommendations from the
Nominating Committee
regarding membership
of boards and standing
committees in the coming
Council year. It also agreed
that there should be
no change to Council’s
standing orders for the
2015-16 Council year.
Council approved the
financial statements, the
corporate governance
statement and the report
from the Audit Committee
for 2014-15, together with
the text of ACCA’s 2014-15
integrated report (see page
82). It also approved the
notice of meeting for the
2015 AGM. The reporting

suite of material is available
at www.accaglobal.
com/agm, together with
information relating to
the AGM and council
elections. (Members are
asked to submit their votes
by the closing date of 10
September.)
On international matters,
Council was pleased to
approve the renewal of the
Agreement for Recognition
Arrangements (as a Mutual
Recognition Agreement)
with the Hong Kong
Institute of Certified Public
Accountants (HKICPA).
In accordance with
Membership Regulation
3(f), Council agreed to
invite nine senior CICPA
members from China to
become full members of
ACCA, together with the
accountant general of
Malaysia, Dato’ Haji Che
Pee bin Samsudin.
ACCA’s AGM will be held at
1pm (BST) on Thursday 17
September 2015 at 29 Lincoln’s
Inn Fields, London. The AGM
will be followed by the annual
Council meeting, at which
ACCA’s officers for 2015-16 will
be chosen. ■

*
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Awarding the panellists

The immense efforts of those who serve on members’ network panels across the UK were
recognised at ACCA’s Member Engagement Conference in Solihull on 3 July
The ACCA UK Outstanding
Contribution award, which
recognises the consistent
contribution over several
years of an individual who
has been instrumental in
developing the network, was
awarded to John McGee from
the Northern Counties
member network panel.
McGee has developed
excellent relationships with
AAT, local business schools
and senior members of the
accountancy profession in the
north east on ACCA’s behalf.
He was also instrumental in
setting up a new Unsung Hero
award, recognising those
who have contributed to the
community, at the North East
Accountancy Awards.

The ACCA UK Members’
Network Contribution
award, which recognises the
contribution that a panel
member has made to develop
the network and support
its members, was awarded
to Sarah Pumfrett from the
Aberdeen panel and the
Internal Audit panel. Pumfrett
demonstrated reliability and
dependability as an Aberdeen
panel member and chair, as
well as making a difference to
her network’s performance by
widening member engagement
and the range of activities.
With the Internal Audit
panel, Pumfrett has provided
extensive feedback on the
Institute of Internal Auditors’
Professional Practices

Digging deep
Members in the north east
of England recently enjoyed
a tour of the Komatsu UK
manufacturing plant near
Durham. Komatsu UK is part
of the world’s second largest
manufacturer and supplier of construction and mining
equipment and employs 400 staff in the UK.
FD Stuart Reid (left, with Frank Carroll, chair of ACCA
Northern Counties Network) gave an insight into trading
with Europe and the rest of the world.

Framework exposure draft;
has helped to increase
engagement with members;
and has commented on
blogs and other online pages
such as Internal Audit Today
and Audit Net. In attending
Internal Audit network panel
meetings in London, Pumfrett
has travelled a total of 15,260
miles for her role.
The ACCA UK Most
Influential New Panel
Member, which recognises
the contribution and potential
of a new panel member
during their first two years
on a panel, was awarded to
Vicki Hutchinson from the
Nottingham, Derby and
Lincoln panel. Hutchinson has
thrown herself into the work of
the panel, improving events in
the network and challenging
the panel to innovate, while
contributing to ACCA strategy.
She has raised the local

◄ Winning smiles

Above: John McGee, Northern
Counties panel (right) with
ACCA president Anthony
Harbinson
Left: Bethan Evans and James
Slatter, South Wales panel

profile of ACCA by building
up partnerships with local
businesses and universities;
she has also represented
ACCA at professional dinners
and events.
The ACCA UK Panel of the
Year award, which recognises
a panel for their joint
commitment and innovation
over the past 12 months, was
collected by James Slatter
and Bethan Evans on behalf of
the South Wales panel. Every
member of the South Wales
panel has made a positive
contribution to ACCA strategy,
with a particular focus on
nurturing the next generation,
use of social media and
developing new relationships.
Achievements include
strengthening relationships
with employers such as
BAE, Lewis Ballard and the
Welsh government, including
the launch of a new Welsh
government graduate finance
scheme, with ACCA as the
chosen qualification route.
The panel worked on ACCA’s
affiliate conversion project,
moving individuals within
panel members’ organisations
on to membership, with a
100% conversion rate. ■
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Upcoming events

ACCA UK runs an exciting programme of talks, lectures and workshops organised for
members across the country. Here are highlights of upcoming events.
September
Assurance on
outsourced services

10 September, London
How is assurance maintained
when services are outsourced?
Paul Blantern, chief executive
of Northamptonshire County
Council, has overseen the
outsourcing of all the council’s
services including internal
audit. Blantern will talk about
what he has done, why, and
how he gets assurance on
commercial delivery and
contract management.

VAT pitfalls

17 September, Douglas,
Isle of Man
VAT is the fastest-changing

and most complex tax that
accountants have to deal with
on a regular basis. This course
will bring you up to date with
the most significant changes in
the last 12 months and explain
the practical impact of those
changes on businesses.

Commercial, employment
and company law update

18 September, Ashford, Kent
This practical update will review
case law and legislative changes
over the previous 12 months
and look at ‘in-the-pipeline’
proposals for further change.
During this interactive session
you can share your experiences,
ask the presenter questions and
engage in discussions around
the most challenging issues.

Charity finance conference

8 September, Birmingham
ACCA UK’s annual charity finance
conference provides an excellent
opportunity to keep up to date
with the latest developments and
best practice within the sector. It
also allows delegates to network
with other professionals outside
the office environment.

October
ACCA UK’s 3rd Local
Government Summit –
Taming transformation

15 October, London
Be inspired by colleagues
at this event who will have
implemented radical change

solutions and revolutionised
their processes and ways of
thinking. You can also take
away practical tips on how
you can deal with change
in your organisation, as well
as being invited to vote on
potential future trends and
ideas. ■
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How are we doing?

ACCA’s fourth integrated report examines the performance, strategy
and vision in the first year of its strategy to 2020
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highlights

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

ACCA has published its
fourth annual integrated
report (IR) on its performance
for the year ended 31 March.
ACCA was an early adopter
of integrated reporting and
was the first international
professional body to
produce a report around
the International Integrated
Reporting Council’s emerging
IR framework back in 2011.
Every year, ACCA looks to
develop its reports based on
feedback from readers, and
consults groups of members
and other stakeholders around
the world on what and how it
reports. This year, workshops
were held in China, Malaysia,
Nigeria, Pakistan, Poland, the
UK and the US – the largest
consultation exercise to date.
As a result of the feedback,
ACCA has focused on overall
corporate performance,
explained how it engages with
stakeholders and the influence
they’ve had, and highlighted
the assurance measures it
takes, in addition to other
changes to present how it has
performed more clearly.
This year’s report focuses
on ACCA’s new strategy,
designed to take it forward to

Expert views: IR
Watch our videos
with Paul Druckman,
CEO of IIRC, and John
Lelliott, FD of The
Crown Estate, on the
importance to business
of an integrated report.
Go to www.accaglobal.
com/ab/videos

2020. ACCA’s vision is to be
number one in developing
professional accountants the
world needs; the report looks
at the substantial progress
made towards this in 2014/15
and highlights ambitious plans
for the future.
‘The past 12 months has
been about both establishing
immediate impetus behind the
strategy and investing for the
future so we are in the best
position to deliver our vision
on behalf of our members,’
said Helen Brand, ACCA
chief executive.
‘This has resulted in
some significant operational
changes during the year. We
have a new, focused executive
team and a new organisational

structure that underpins it,
firmly aligned to the execution
of our strategy to 2020.
‘As our report illustrates,
we have made a solid start
in this first year of our new
strategy. But it will require
continued effort and vision
and the ability to respond to
market needs with agility and
flexibility – thinking about
what we can do differently to
enable our stakeholders to
meet their goals.’
David Willingham, ACCA
head of strategic performance,
said: ‘We adopted IR primarily
to present a clear picture of
our strategic progress and as
a means of being accountable
and transparent to all our
stakeholders. Members
have invested significantly
in their ACCA Qualification,
and they need to know that
this investment is being
safeguarded. Above all, we
aim to show how we and our
members are delivering public
value – that is, acting in the
public interest, promoting
ethical business and
supporting economic growth.’
ACCA’s 110th annual general
meeting is on 17 September

Vocational education key to European renaissance
A conference has called for action on the skills gap and educational mismatches in Europe.
Organised by ACCA and PwC, and hosted by MEP Martina Dlabajova at the European
Parliament in Brussels, the conference concluded that a change of perception was needed
about ‘traditional manual’ professions and vocational education and training.
With the European Commission’s top priority being to get Europe growing again and
people back to work, the panellists considered how to address the ‘skills gap’ between
EU education systems and the real needs of employers. They called for policies to make
‘traditional manual professions’ and vocational education and training more attractive to
young people. The aim, they said, should be to develop soft skills, and also managerial and
entrepreneurial skills, combined with a strong focus on employment, which means making
apprenticeships more attractive.
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