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Welcome

Welcome
The taxman cometh
This month’s AB speaks to
a couple of big themes.
Tax features heavily – in
particular, the government’s
plans to create digital tax
accounts for all taxpayers. This has rung alarm bells. Some
see it as the first step in a move to quarterly tax filing, some
predict a threat to small firms’ client relationships, and others
cite unfairness towards the digitally challenged. On top of that,
trust in the government’s ability to deliver sound IT platforms
is distinctly lacking. On the other hand, there are those who
see it as an opportunity for practitioners to hive off some of the
compliance work and focus on value-added services. We explore
the discussion on page 30, and our columnists add their own
perspectives on pages 25 and 26.
Our other big tax story offers an overview of the non-dom
debate, with a look at whether the government has struck the
right balance in restricting non-domicile status without alienating
the highest earners (page 20). Our commentators largely deem
the proposals fair, notwithstanding calls for a more holistic
solution to the whole non-dom regime.
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Fraud is our second theme this month. Researchers have
found that corporate fraud can be detected by analysing the
language used in company reports (page 17). ‘Text analytics’
has even been adopted by the US Securities and Exchange
Commission, which claims it gives higher detection rates
than quantitative analysis alone. And software has been
developed to assess reports filed in the UK (where the PDF
format and inconsistent structure of reports makes analysis
more complicated), not only helping to detect fraud but also
confirming a decline in report readability over the past decade.
We also have an article on the signs practitioners should look
out for in spotting fraud among clients (page 32) and on how
corporates can identify fraud among the workforce (page 64).
Our cover feature looks to the future, as Generation Z – those
born around the millennium – comes of age. Be warned, they
are nothing like the generations that precede them in terms
of their demands as both consumers and employees. Time to
rethink how you recruit, sell and communicate? See page 36 to
understand their list of demands.
Jo Malvern, editor, joanna.malvern@accaglobal.com
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► Revving up

UK new car sales hit
an all-time high last
year with 2.63 million
vehicles registered in
2015, up 6% on 2014 and
the fourth consecutive
year of growth

▲ No way to runway

Amidst continuing
protests against a third
runway at Heathrow
airport, a decision about
the proposal has been
postponed yet again until
at least summer 2016

▼ Listening in

The latest innovations in
business and consumer
technology were on
display at this year's
Consumer Electronics
Show (CES) at the Las
Vegas Convention
Center, Nevada, US

▲ New Year woes
China’s stock markets
were suspended on
the first trading day
of 2016 after shares
tumbled 7%, triggering
the new ‘circuitbreaker’
mechanism
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▼ Peake viewing

Astronaut Tim Peake,
the first Brit to go into
space from the European
Space Agency, joined
the International Space
Station to research new
technologies

▼ Sky's the limit

Plans have been unveiled
for what will be the
tallest skyscraper in
the City of London. At
109.6m 'Undershaft' is
the creation of architect
Eric Parry

▼ End of the line

Marc Bolland will step
down as CEO of Marks
& Spencer in April,
bringing an end to six
difficult years and
following poor Christmas
trading results
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News roundup

This edition’s stories and infographics from across the globe, as well as a look at the
latest developments and issues affecting the finance profession
Digital tax accounts
HMRC has published details
of the move for all taxpayers
to have digital tax accounts
and file quarterly tax returns.
The electronic system should
be fully live by 2020, moving
the tax system much closer to
operating on a real-time basis.
The move will be backed by
a £1.3bn investment in an
improved HMRC IT system.
See the feature on page 30.

E-filing catches on
It is easier than ever for
companies around the
world to pay taxes, thanks
to the widespread adoption
of electronic tax filing and
payment systems, the latest
Paying Taxes report from the
World Bank and PwC explains.
The focus of tax reforms is
now moving from cutting tax
rates to helping companies
embrace technology to

improve compliance and
payment. Low-income
countries face the biggest
challenges in implementing
reforms, says the report.

HMRC ducks difficulties
HMRC is taking the easy path
on tackling tax evasion, chasing
easy-to-catch small-value
tax cheats rather than taking
on complex tax evasions,
a report from the National
Audit Office concludes. HMRC
met its target of increasing
prosecutions by a thousand
a year, but failed to maximise
tax collection. HMRC believes
that around £16bn of tax goes
uncollected each year because
of fraud, the NAO reports.
‘It now needs to consider
whether its overall strategy is
designed to achieve the best
long-term outcomes,’ said
Amyas Morse, head of the
National Audit Office.

EY opens 21st-century London HQ
EY has officially opened its new global headquarters at
6 More London Place on London’s South Bank. The offices
will house 800 staff in the firm’s global executive. EY said
that the building will form part of its global ‘Workplace
of the Future’ transformation, providing modern office
space that adheres to the latest technology, design and
environmental standards.

Tax burden shifting
The tax burden is moving
away from corporates and
onto individual taxpayers,
the Organisation for
Economic Cooperation and
Development has warned.
Corporate tax revenues have
fallen across OECD countries
since the global economic
crisis, the OECD’s annual
Revenue Statistics publication
reveals. Average tax revenues
from corporates fell from
3.6% to 2.8% of GDP in the
2007 to 2014 period, while
those from personal income
tax rose from 8.8% to 8.9%
and through VAT from 6.5%
to 6.8%. ‘Corporate taxpayers
continue finding ways to pay
less, while individuals end up
footing the bill,’ said Pascal
Saint-Amans, director of the
OECD Centre for Tax Policy
and Administration.

Leases standard
The International Accounting
Standards Board has issued
its long-awaited standard on
leases. IFRS 16, Leases, is a
major revision of the way in
which companies account for
leases and will have particular
impact on the airline, shipping
and retail sectors. The lease
accounting standard it will
replace (IAS 17) is 30 years
old, and makes it difficult
for investors and others to
get an accurate picture of a
company’s lease assets and
liabilities. Over 85% of listed
companies’ US$3.3 trillion lease
commitments don’t appear
on balance sheets because
leases under IAS 17 have
been categorised as either
finance leases (reported on the
balance sheet) or operating
leases (disclosed only in

the notes to the financial
statements). This distinction
makes it difficult for investors
to compare companies. It also
means that the effects of a
company’s off balance sheet
lease obligations have to be
estimated. IFRS 16 requires
all leases to be reported on a
company’s balance sheet as
assets and liabilities. The new
standard becomes effective
from 1 January 2019. Early
application is permitted for
companies that also apply IFRS
15, Revenue from Contracts
with Customers. See our
feature and videos next month
for further guidance.

HBOS audit action
The Financial Reporting
Council has been urged to
reconsider its decision to take
no action over KPMG’s audit
of the former HBOS bank.
‘The shortcomings of the audit
process were serious,’ Andrew
Tyrie, chair of the Treasury
select committee, said in a
letter to the FRC. He added it
had been ‘a serious mistake’
for the FRC not to investigate
the KPMG audit. The FRC
said it is reviewing the
Financial Conduct Authority
and Prudential Regulatory
Authority investigation into the
HBOS collapse, which could
lead to it conducting its own
investigation. KPMG declined
to comment.

iSoft ‘reckless’ finding
Two former iSoft finance
directors have accepted their
behaviour was ‘reckless’ and
fell short of the standards
expected of professional
accountants. Timothy Whiston
– who had also been iSoft CEO
– and John Whelan accepted
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they had caused or permitted
iSoft to recognise £22m of
revenue from a contract
that had not been signed
and had recognised £17m
of cash without legitimate
basis. Whiston is to contribute
£50,000 to the FRC’s costs.
Both were excluded from
their professional body for
eight years.

Expats’ costs
on the rise

1-4

GT investigated
The FRC has launched an
investigation into Grant
Thornton’s audits of Globo
plc for the 2013 and 2014
financial years. Globo was an
AIM-listed provider of mobility
software systems. It went into
administration in November,
following allegations of
falsification of sales figures
and the announcement by
Barclays that the company
was in breach of its loan
covenants. Grant Thornton
did not respond to a request
for comment.

Tax fraudster jailed
Former EY partner Terence
Potter has been convicted of
tax fraud and jailed for eight
years. Fellow defendant Neil
Williams-Denton, a financial
adviser, was sentenced to
six years, and three former
City traders with Jefferies
International were each jailed
for four and a half years. The
five were convicted for their
involvement in a film finance
partnership in which the three
traders had falsely claimed
to be ‘active members’. The
scheme had been devised
by Potter and promoted by
Williams-Denton to take
advantage of a film production
tax break. Three former senior
RBS bankers were acquitted of
related charges.

Knight simplifier in chief
Former Treasury minister
Angela Knight is the new
chair of the Office of Tax
Simplification. She replaces
another former Conservative
MP Michael Jack. Since
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▲ 1 Zurich (4)
▲ 2 Geneva (5)
▲ 3 Bern (6)
▲ 4 Basel (7)
▼ 5 Luanda (1)
▲ 6 Kinshasa (11)
▲ 7 Shanghai (12)
▲ 8 Beijing (13)
▲ 9 Hong Kong (26)
▼ 10 Seoul (8)

Four Swiss cities, led by Zurich, are the world’s
most expensive for expatriates, according to ECA
International’s 2015 annual cost of living survey, leapfrogging
Luanda, Oslo and Stavanger – the top three in the September 2014
survey. London has moved up four spots to the ninth most expensive
city in Europe. Sydney has moved out of the top 30 most expensive
locations in the world; it currently ranks 80th, down from 27th.
Central Russian cities have also plummeted in the global league,
with Moscow falling from 15th position in 2014 to 162nd. Meanwhile
Luanda remains Africa’s most expensive location surveyed in 2015.

leaving parliament in 1997,
Knight has been chief
executive of the industry
bodies for energy and
banking. John Whiting
continues as OTS tax director.

Income up, profits down
KPMG’s UK revenues rose
by 2.6% to £1.9bn in the
year ending September, but
partners’ distributed profits fell
by 7% to £383m. The firm said
the profit fall was the result
of investment in acquisitions,
property and staff training,
which cost £196m in the year.
Income from audit rose by 9%
to £197m, and from tax by 17%
to £151m, but advisory fell by
5% to £308m. UK chairman

Simon Collins said the results
reflected ‘historical change’
taking place in the industry.

Expansion saps profits
Begbies Traynor has reported a
fall in pre-tax profits from £1.5m
in the first half of 2014 to £0.6m
in the same period of 2015.
The profits fall was despite a
near-£5m increase in revenues
to £25.5m. Results were in line
with the professional services
network’s expectations given
a challenging market, with
a fall of 10% year-on-year in
the number of UK corporate
insolvencies. Acquisitions and
a cost reduction programme
have strengthened the group,
Begbies said.

Fee income up
Revenues at BDO International
rose by 13% in the year ending
September 2015. The results
were led by a 29% revenue lift
at the US firm, which benefited
from a series of mergers.
Worldwide, the network
was involved in 19 mergers,
expanding the number of
its offices to 1,408 and its
headcount to 64,303 – an
increase of 8.2% in the year.

Audit wins
Balfour Beatty has awarded its
audit contract to KPMG after
a competitive tender; Deloitte
had been the auditor since
2002. Meanwhile KPMG has
lost the audit of Headlam

»
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Group, which PwC won in a
tender exercise. PwC has also
been awarded the Segro audit,
previously held by Deloitte.

Get tougher with audits
The FRC has told firms to
adopt tougher quality reviews
of audits. Most firms have
identified a smaller proportion
of audits requiring significant
improvement than the FRC
has found when it conducted
reviews. Paul George, the
FRC’s executive director of
conduct, said: ‘Given the
importance of [firms’] control
systems to deliver high-quality
audits, we would expect
firms to challenge individual
audit engagement teams
more rigorously and apply a
consistently equivalent level
of resources to monitoring
the effectiveness of the firms’
overall controls.’

Wealth manager failings
Some wealth managers
need to make substantial
improvements in their advice
to clients, a review by the
Financial Conduct Authority
has concluded. Failings
include not matching advice
to the needs and risk appetite
of clients. Despite this, wealth
managers and private banks
have generally made progress
in demonstrating the suitability
of their clients’ portfolios, the
FCA concluded.

UK M&A collapses
The level of M&A activity
between UK companies has
plummeted to its lowest level
since 1969, figures released by
Office for National Statistics
reveal. In the third quarter
of last year there were 72
completed domestic and
crossborder deals involving
UK companies, compared with
112 in the previous quarter.
Activity is ‘much lower’ than
before the 2008 crisis, said
the ONS. By contrast, PwC
reports a ‘mega’ year for
UK-based companies going
public for the first time.

London was the most active
European exchange last year,
with £11.5bn of proceeds and
average deal size of £275m –
the highest since 2011.

Lobbying under scrutiny
Board oversight of corporate
political lobbying is weak, with
only 10 of the UK’s 40 largest
listed companies reporting
formal oversight by the board
or a board committee of their
lobbying activities, according
to Transparency International.
Only three of the largest 40
companies consult regularly
with stakeholders about
political engagement. Just
one of the top 40 – BG Group
– achieved a top ranking
in TI’s Corporate Political
Engagement Index.

English HAs face hit
Housing associations in
England will be hit by adverse
policy changes, and the
outlook for the sector this
year is negative, says Moody’s.
Social rental income will fall for
the next four years as a result
of government-imposed rental
restrictions, the ratings agency
warned. Associations must
improve their financial position
by cutting costs and reducing

capital investment, it said. The
debts of English and Welsh
housing associations are now
included in public sector
borrowing figures as a result of
a reclassification by the Office
for National Statistics following
greater involvement in their
operations by the current and
previous governments.

Lunn convicted
An accountant to film stars has
been convicted of evading
£6m in tax and sentenced
to five years in jail. Dennis
Christopher Lunn ran the
Christopher Lunn & Co
accountancy firm in Sussex,
where he had more than
7,000 clients. Clients now
face £20m of tax demands
from HMRC, which could
rise to a total of £40m in tax
liabilities. Lunn was convicted
of manipulating tax returns to
reduce tax liabilities. His son,
Jon, has been convicted of
related offences, in which false
invoices were created.

CG compliance review
Corporate governance at FTSE
350 companies has improved,
according to analysis by
Grant Thornton. The firm’s
annual corporate governance

Homer exits HMRC
HMRC permanent
secretary and chief
executive Lin Homer is to
stand down in April after
more than four years in
the role. The news came
just days after she was
controversially made a
dame in the New Year’s
Honours List. Her award was criticised by backbench
Conservative MP Nigel Mills, who pointed to problems
both within HMRC and Homer’s previous department, the
UK Border Agency.
Other honours were given to Department for Work
and Pensions permanent secretary Robert Devereux,
who becomes a knight, as do chief executive of the Debt
Management Office Robert Stheeman, chief executive of
the Scottish Parliament Paul Grice, and former Lord Mayor
of London Alan Yarrow.

review found that 57% of
FTSE 350 companies comply
fully with the UK corporate
governance code, and that
90% of the rest comply with
all but one or two provisions.
The most common cause of
non-compliance relates to
the balance of independent
representation on boards,
with nearly 13% of the FTSE
350 falling short. There was
a major rise in companies
providing good explanation
for non-compliance.

Social immobility
Children from lower income
families face a lack of career
opportunities, according to
the latest report from the
Social Mobility Commission.
ACCA said more needs to
be done by professional
bodies, employers, education
providers and government
departments to open up
access to the profession.
ACCA chief executive Helen
Brand said: ‘Providing
opportunity is part of ACCA’s
DNA. It is one of our founding
principles. We believe access
to the profession must be
transparent and above all fair.’

Carbon failure
Carbon reporting from the
world’s largest corporations is
inconsistent, making it almost
impossible for stakeholders to
make objective comparisons,
concludes KPMG’s latest
annual survey of corporate
responsibility reporting. Just
half of G250 companies put
carbon reduction targets in
their annual reports; only half
report on carbon emissions in
supply chains; and a mere 7%
report emissions from the use
and disposal of their products
and services. KPMG said that
carbon reporting needs to
be overhauled.

Banking ‘remains at risk’
The global banking system
is still fragile and fears about
its failure are growing, not
receding, according to the
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High debt hurts miners

Are British businesses ethical?
The Institute of Business Ethics’ annual survey of how the British public views business
ethicality showed, among other things, that tax avoidance remains the top concern.
Perceptions of corporate ethicality

Issues of most concern
Corporate tax avoidance
Executive pay

39%

■ Unethical
■ Ethical

59%

34%
25%

Exploitative labour

20%

Whistleblowing

19%

Discrimination

18%

2015 edition of PwC’s Banking
Banana Skins survey. The
macro-economic environment
is seen as the major threat
to the sector, followed by
cybercrime and excessive
regulation. Respondents in all
regions identified the banking
business model as a growing
concern. David Lascelles, the
survey’s editor, said: ‘These
results show that many
people fear that the economic
recovery will fail and cause
severe damage to the banking
system.’ Some 670 bankers in
52 countries were surveyed.

Some 43% of respondents
said more senior colleagues
had made unethical decisions
to achieve favourable
commercial outcomes. One in
five accountants believes that
10% to 20% in the profession
have helped clients prepare
deliberately misleading
accounts. Two-thirds said
they did not expect to be
protected if they blew the
whistle on unethical practices.
The study recommended that
professional studies focus
more on ethical questions
attached to technical issues.

central to the implementation
of the United Nations
Framework Convention on
Climate Change (COP21)
agreement, according to
the International Integrated
Reporting Council. ‘We firmly
believe that IR can support this
action and we will continue to
be actively involved,’ the IIRC
said in a statement. ‘Reporting
drives behaviour, so it is
important that climate change
is recognised as a fundamental
risk to financial stability in
capital markets.’ See the
COP21 report on page 39.

Blind to cyber threats

Better public accounting

OLAF investigates VW

Some 36% of global
corporations lack confidence
in their capacity to detect
sophisticated cyber attacks,
according to EY’s 2015 global
information security survey.
Criminal gangs, hackers and
state-sponsored groups
are cited as the most likely
cyber attackers. Some 88%
of companies believe their
infosecurity needs are not
met, and 69% say they should
spend more on cyber security.
The survey covered 1,755
organisations in 67 countries.

Improving accounting
practices are promoting
transparency in public
finance, concludes a PwC
study, Towards a new era
in government accounting
and reporting. Widespread
adoption of accrual accounting
principles has let governments
take a longer-term view of
public finances. Jean-Louis
Rouvet, PwC’s global public
finance and accounting leader,
said too many governments
still fail to uphold high
accounting standards, but
‘we see great interest in
seeking improvement’.

OLAF, the European
Commission’s anti-fraud
office, is investigating whether
Volkswagen improperly
obtained loans from the
European Investment Bank to
fund a programme to make
low-emissions vehicles. It has
subsequently emerged that
VW falsified its emissions data.
An OLAF spokeswoman said:
‘OLAF is investigating the
possible misuse of EU loans
and/or grants which could be
linked to the production of
engines or devices implicated
in the manipulation of the
real level of gas emissions of
vehicles.’ The US Department
of Justice is also pursuing
legal action against the
car manufacturer over the
emissions scandal.

Not always ethical
Many professional accountants
fail to maintain ethical
standards when under
pressure, according to a
survey by careersinaudit.com.

IR ‘central to COP21’
The use of integrated
reporting to account for
climate change could be

Mining companies’
expectations of persistent
low commodity prices are
driving asset sales and closer
attention to balance sheet
strength, according to EY’s
Debt in the Mining Sector
report. It shows that net debt
in the sector has been rising
and earnings have been falling
since 2010. The industry now
has limited flexibility to absorb
financial shocks, says EY.

Directors’ focus is off
Directors need to adjust
to profound changes in
how business operates, the
WomenCorporateDirectors
Foundation is arguing.
‘Boardrooms are facing
great unpredictability and
a breakdown of business
models in their industries,
which changes the role of
directors today,’ said Susan
Stautberg, its CEO. ‘We need
directors who are synthesisers
of information – who can see
the smoke over the horizon
and bring this insight into their
companies.’ Key challenges,
WCD said, include thinking
globally when trading globally,
enabling local innovation, and
achieving accountability for
cyber security.

Remittance values rise
The value of remittances sent
home by overseas workers
and refugees is predicted to
rise this year, given the scale
of population movements
taking place, says money
transfer agency Xendpay.
CEO Rajesh Agrawal said:
‘It can be expected that
global remittances will rise
to over US$600bn in 2016.’
Xendpay said that much of the
increase in transmission will be
conducted directly between
electronic wallets and mobiles,
rather than the traditional
routes of posting cash or using
high street agents. ■
Compiled by Paul Gosling,
journalist
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Building the trust

Managing the Thalidomide Trust’s 467 beneficiaries and overseeing its £130m
investments is a juggling act that finance director Jenny Tunbridge ACCA relishes

T

halidomide, developed by German pharmaceutical
company Grünenthal, was first marketed in 1957
as a sedative and then as an anti-morning sickness
medication. Thousands of women worldwide took the drug
before its devastating effects became evident. Many babies
died in the womb, while others were born with limb defects
and damaged eyes, ears and internal organs.
The Thalidomide Trust, based in St Neots in
Cambridgeshire, was set up in 1973 to support those in the UK
born with disabilities caused by the drug. The charity does not
fundraise but manages £130m of funds provided by Diageo
(see ‘Basics’), as detailed in a covenant, until 2037. Thanks
largely to the campaigning efforts of beneficiaries (of which
there are 467 in total), the trust has also secured 10 years of
funding from the UK Department of Health, to the tune of
£80m. This funding was initially agreed in 2010 as a three-year
pilot, which was then extended.
‘Our trustees monitor how that’s doing, but part of the
Diageo covenant sets out how we invest the funds,’ explains
Jenny Tunbridge, the trust’s finance director. ‘The trust
adopts an “aggressive approach” to try to maximise the return
from the investments’.
Tunbridge joined the trust in June 2013, leaving her role as
financial accounting manager at the Royal Society of Chemistry
(RSC), also a registered charity. Having previously been officebound for several years, Tunbridge was particularly taken
with the idea of being able to work directly with the trust’s
beneficiaries. She is now one of a team of 11, most of whom only
recently began working for the trust,
after the former employees reached
retirement age together. Tunbridge
is on the management team, with
the trust’s director and the director of
health and wellbeing.
On joining the trust, Tunbridge was
pleased to discover that her job is even
more hands-on than she had expected.
Although many of the beneficiaries
are ‘very financially able’, a core group
needs direct assistance to manage
their financial affairs. ‘For some, we
assist with budgeting, going out to visit
them in their homes. We go all over the
UK.’ (Only 36 of the beneficiaries live
overseas.) The team also works hard to
reach out to beneficiaries not in regular

2013

Finance director, The Thalidomide
Trust

2009

Obtains ACCA Qualification

CV

2005

Deputy financial accountant, then financial accountant,
RSC, Cambridge

2001

Finance officer, Arts Marketing Association

1982

Branch manager, then mortgage adviser, Halifax Building
Society, Cambridge and St Neots

contact with the trust. A significant part of Tunbridge’s work is
keeping an eye on the trust’s investments, working with a board
of trustees and a finance committee. Schroders actively manages
£85m of the funds, which are in equities, while BlackRock
passively manages £45m.
If the investments fail to make expected gains, Diageo can
step in to help. ‘We are completely underwritten by Diageo.
We have an actuarial review every three years, and every six
years enter into negotiations with
Diageo to look at our funding and see
if we are underfunded.’ If the trust is
underfunded by more than 10%, the
company will review funding.

‘We are very
mindful that any
money that we
spend is money
that isn’t going to
the beneficiaries’

‘Good relationship’
In 2022, the trust will review its
investment strategy with the
conglomerate. ‘At some point we will
start de-risking to make sure the capital
is not at risk for beneficiaries,’ says
Tunbridge. ‘Diageo is very supportive
of us, and we have a good relationship
with them.’
There are no concrete plans in
place beyond 2037, at which point
all of the beneficiaries – born

»
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between 1959 and 1962 – will be in their late 70s and early 80s.
People with thalidomide-related disabilities were originally
predicted to have a significantly reduced life expectancy. Although
this is now known not to be the case, many are experiencing
serious joint problems as they age, partly because of the way they
have adapted their movements. Setting current funding to meet
changing physical needs is a challenge, says Tunbridge.
The trust will be liaising with Diageo to work out what will
happen when the covenant expires. ‘That’s where we will also
work with the beneficiaries,’ says Tunbridge. ‘A committee of 12
elected beneficiaries are represented at the majority of trustee
meetings. They are very involved, very committed and very good
at campaigning.’ For example, the committee played a vital role
in securing the Department of Health funding, working in a ‘very
organised way’ and lobbying MPs.
Tunbridge sees her main challenge as ‘trying to balance the
strategic side of my role with helping the beneficiaries. Being a
small finance team gives me the experience of doing everything,’
she says. ‘The challenge is trying to do the accounting side,
the regulatory side, making sure that everything operationally
is working well, and balancing that with the needs of the
beneficiaries,’ she explains. ‘We have to manage the resources
that we have got. We are very mindful
of that. Any money that we spend
is money that isn’t going to the
beneficiaries.’
When someone becomes a trust
beneficiary, they are benchmarked in
line with existing beneficiaries. Each
year, the trust sets a distribution rate
for funds, currently at £1,100. The most
severely disabled beneficiaries will get
75 times £1,100. A health grant is set
in a similar way. Any money left after
all the beneficiaries have died will be
transferred to a disabled children’s
charity. ‘Our aim is that we don’t run
out of money but equally are not left
with a big pot. We need to get our
money out to beneficiaries.’

*
*
*

Thalidomide was distributed
in the UK from 1957 until
1962 by the pharmaceutical
division of Distillers. It was
known as Distaval.

Basics

Distillers was acquired by
Guinness in 1986. Guinness subsequently merged
with Diageo, which then inherited the liabilities.
Thalidomide is still used today to treat
complications of leprosy and multiple myeloma.

‘For a job like
this, in a small
finance team
where you have
to cover all of the
tasks for finance,
ACCA gives you
confidence’

Updating policies
Tunbridge has helped to oversee the trust’s evolution with the
new team in place. ‘Although the trust was very well run, it had a
slightly old-fashioned feel,’ she laughs. This was exemplified by
the heavy, leather-topped management desk, once donated by
Diageo, that dominated her office on the day she arrived. Filing
cabinets groaned with papers on each beneficiary, listing every
detail of their lives, from childhood.
The team is currently updating policies and making sure they
are all clearly recorded. Many of the previous policies were held
in the heads of the former team members, says Tunbridge. Her
predecessor, John Hurley, had been in the post for 27 years and
was particularly supportive. ‘He said to call if there was anything I
needed to know. I did,’ she says with a smile.

Tunbridge is also involved in
reviewing the staff pension scheme,
which did not meet the requirements
of automatic enrolment. Meanwhile,
to ensure that the small finance team
is not overstretched, she has moved
the accounting year-end from April
to September; the previous year-end
coincided with grant payment. ‘Last year we had an 18-month
financial period, which has worked really well to spread the
workload,’ she says.
Tunbridge is now looking at major advance funding, allocated
to cover one-off costs of, say, home or car alterations. ‘We give
advance funding. However, because essentially we are taking
future years’ funding, we have to make absolutely sure that the
beneficiaries can afford it. So I spend a lot of time looking at their
income and their outgoings to make sure that we are not going to
put them in financial difficulty by reducing their future grant.’
The next challenge for the trust will be to adopt the new
statement of recommended practice (SORP) for charities, which
aims to improve the quality of financial reporting. Fortunately,
one of the trustees is on the SORP committee and Tunbridge
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hopes to pick his brains. She also intends to work with a financial
coordinator in her team to ensure that the trust follows the
recommendations. ‘We have improved financial reporting both
internally and externally. Now we are looking at the annual
report, which we want to make more user-friendly,’ she says.

Increased reporting
The trust is also in dire need of a new database to store finance
data for each and every beneficiary, as well as health records.
‘We are looking to move to a system that will enable us to do
more reporting – for example, pulling out data on how many
beneficiaries have epilepsy,’ she explains. Although some
beneficiaries receive grants in a lump sum, the trust looks after
the money for others, so the system needs to be custom-made.
‘It’s like having 467 separate bank accounts.’
Tunbridge began her career as a branch manager at Halifax
Building Society. When she had her two sons, she moved to a
part-time role as mortgage adviser. Although she enjoyed her
work, she had always wanted to become an accountant. She
bit the bullet and left Halifax to take up a job as finance officer
at the Arts Marketing Association, working to obtain an AAT
qualification in 2000.

15

With a full-time job and her children still at primary school,
she recalls long weekends spent with her head in her books. ‘It
was quite a tough balancing act,’ she says. In 2005, she joined
the RSC as deputy financial accountant. She also studied for
her ACCA Qualification, which led to her promotion to financial
accountant. Tunbridge’s sons must have been impressed
and inspired by her efforts; now aged 24 and 18, one has just
obtained an ACCA Qualification, while the other is currently
studying for AAT.
Tunbridge is thankful for her ACCA Qualification. ‘What I like
about ACCA is that it’s broad. You get exposure to management
accounts, tax and financial reporting. For a job like this, in a small
finance team where you have to cover all of the tasks for finance,
it gives you confidence; you know what you are doing.’
The financial aspects of Tunbridge’s work may not be as
complex as at the RSC but she finds her role deeply satisfying.
‘You are so close to what you are doing. We have only got a
small group of people and you get to know them all. I like to
see tangible benefits of my work. I really like the fact that we are
working with people.’ ■
Emma Davies, journalist
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Words speak volumes
Regulators are using text analytics to identify fraudulent information inadvertently
revealed in narrative disclosures in annual reports, as Steve Young reports

I

nformation is the lifeblood of financial markets, and most
financial information involves narrative content in some
form – annual reports, earnings announcements, analysts’
reports, corporate web pages, regulatory guidelines, etc.
The volume of financially relevant text is vast and increasing
rapidly in response to rising business complexity and evolving
methods of communication, such as social media. Recent
developments in corporate reporting aimed at improving
transparency and quality – such as the revisions to the UK
corporate governance code, the extended audit report and the
new strategic report – have also focused heavily on enhancing
narrative disclosures.
Financial narrative disclosures form part of the big data
revolution, with the content of annual reports ranging from a few
words to hundreds of pages of content – for example, HSBC’s
December 2014 annual report weighs in at 488 pages.
The practical and conceptual problems associated with
incorporating textual content into traditional economic models

leads some decision-makers to eschew narrative data in favour
of more familiar, quantitative outputs such as sales, earnings,
stock returns, etc. However, emerging evidence suggests that
stakeholders’ ability to make sense of textual content in a timely
way and on a large scale is central to effective decision-making.
Research shows that narratives are informative beyond
traditional financial data. For example, forward-looking
disclosures predict future changes in sales, operating cashflows,
profitability and capital expenditure for up to three years.
Narratives in corporate reports have also been found to
contain information that helps assess a business’s competitive
environment and predict financial distress.
Research also suggests that narrative disclosures can help
predict short-run share price movements. For example, market
and company-level measures of sentiment constructed using
news stories from financial media have been shown to provide
incremental predictive ability for one-day-ahead share price
changes. Views expressed on specialist social media platforms

»
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such as SeekingAlpha.com may also contain information that is
useful for predicting stock returns and earnings surprises.
Narrative commentaries allow management to engage in
hype or spin to influence perceptions, as research published
in the Journal of Accounting Literature reveals. Companygenerated narratives tend to discuss positive news, with bad
news partially reported or ignored completely. Attribution
bias is also widespread, with management ascribing positive
outcomes to internal policies while blaming negative outcomes
on external factors such as unfavourable macro-economic
conditions and bad weather. Companies with weak accounting
results tend to produce longer narratives that are harder to read,
and less readable narratives are associated with less persistent
earnings performance. The ability to discriminate between useful
commentary and spin is therefore crucial.
According to research published in Contemporary Accounting
Research, the language used by, for example, US-listed entities in
the management discussion and analysis section can reveal the
truthful and the fraudulent reporters, even after controlling for
financial statement data. This evidence is prompting regulators
to incorporate text analytics into their market surveillance. For
example, the US Securities and Exchange Commission (SEC) is
using linguistic tools to screen financial statement data for signs
of fraud, and achieving higher detection rates than when only
quantitative data was used.

Speaking with forked tongue
The value of qualitative data is not restricted to written
disclosures. Management responses to analysts’ questions
during earnings conferences can also predict accounting
irregularities. Deceptive executives make more references to
received wisdom (‘you know’, ‘investors well know’, ‘others know
well’, etc), fewer references to shareholder value, and use more
extreme positive words (‘fantastic’, ‘great’, ‘definitely’, etc) and
fewer anxiety words (‘worried’, ‘fearful’, ‘nervous’, etc).
Researchers, investors and regulators interested in
incorporating qualitative information into decision-making are
increasingly looking to computer science and linguistics for help
in analysing company data. The standard approach involves
developing algorithms that let users harvest large samples of
text from various sources and then measure key properties
including readability (the ‘fog index’, where the number of years
of education needed to understand a given sample of text is
taken into account – a higher number of years indicates lower
readability), tone (positive or negative), narrative themes, degree
of uncertainty, level of boilerplate, etc. These measures may then
be used in applications predicting performance and as a red flag
for future problems.
A key issue when applying automated textual analysis is
the form and format in which text is presented to financial
market users. The SEC’s Electronic Data Gathering, Analysis
and Retrieval (Edgar) system is designed to facilitate automated
download and analysis of vast datasets of company-level
financial information (10-Qs, 10-Ks, 8-Ks). In contrast, reporting
norms in many other countries create significant barriers to

The way the wind blows
Researchers on the CFIE project found a 47% rise in the
median length of annual corporate reports (in the financial
statement and narrative components alike) from 49 pages
in 2003 to 72 pages in 2014.
The median 2014 annual report contained more than
45,000 words, up from 26,000 words in 2003 (73% rise).
All subsections of the narrative component increased
significantly from 2003 to 2015, with the exception of the
chairman’s statement, which remained constant at two
pages and about 1,200 words.
Governance sections show the sharpest increase in
volume, from a median of two pages (2,000 words) in 2003
to a median of five pages (4,100 words) in 2014.

textual analysis. In the UK, for example, annual reports and
accounts are published as PDF documents, so direct, automated
access to text is problematic, while the lack of any consistent
document structure makes it very difficult to locate and analyse
comparable disclosures.

Digging deeper
In response, researchers at Lancaster University, the London
School of Economics and Manchester University, have developed
web-based software that analyses large samples of UK annual
report content as part of their Corporate Financial Information
Environment (CFIE) project. The tool extracts from PDFs all text
for each section listed in the table of contents, and computes
a range of linguistic features for each, including word count,
readability and tone.
The research team is currently using the software to produce
the first large sample analysis of UK annual reporting practices
(based on a sample more than 16,000 reports published since
2003). Not only does the analysis reveal a rise in report length
(see box), it also reveals a decline in readability. The median
annual corporate report published in 2014 was 3% less readable
overall than the comparable report in 2003, with readability
in the performance commentary sections down 11%. These
results support concerns that UK annual reports are becoming
increasingly complex and less understandable.
The research is an example of how developments in textual
analysis are shedding new light on corporate communication
practices, and helping to unlock the power of financial narratives
as an investment resource. ■
Professor Steve Young is head of department – accounting
and finance at Lancaster University Management School
www.lancaster.ac.uk/lums
For more information:
Read about the CFIE project at bit.ly/CFIE-project
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Location, location, location
Changes to the taxation of non-domiciles may take the political heat out of the issue,
but has the government now struck the right balance?

C

ould there be an end in sight to the uncertainty that
has been hanging over the non-domiciled community
(the ‘non-doms’) ever since tax avoidance rose to near
the top of the political agenda in the UK? That is the hope,
as tax advisers wait to see the results of the consultation that
followed the publication of last September’s proposals in the
wake of the 2015 Budget.
Although the chancellor didn’t mention it in his autumn
statement, draft legislation was set out in the consultation
document, Reforms to the taxation of non-domiciles, with the

How many non-doms, how much tax?
In 2012/13, the latest financial year for which figures
are available, some 114,800 people claimed non-dom
status, down from 123,100 in 2008/09 when the £30,000
remittance charge was introduced. At the same time, the
amount of money raised by HMRC from non-doms rose
from £5.9bn in 2008/09 to £8.2bn in 2012/13.
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intention of including it in the 2016 and 2017 Finance Bills.
The document and the legislation mark the end-game of an
argument that reached its height during the 2015 general
election, when the major political parties vied for the best way
to deal with a situation that was widely perceived as unfair to the
vast majority of UK taxpayers.
The most significant change will be the removal of non-dom
status for individuals who have been resident in the UK for 15 out of
the previous 20 years. Such individuals will be ‘deemed domiciles’
and required to pay UK tax on their personal foreign income and
gains in the same way as everyone else who is tax-domiciled in the
UK. The government also intends that no UK-born individual with a
UK domicile of origin should be able to claim non-dom status while
living in the UK, even if they have previously left the UK.
There is, however, a get-out clause for those who were not
born in the UK and are approaching the 15-year limit: if they
leave the country for at least six years, the clock is wound back
to zero again. Going abroad for six years might be a drastic
step to take, but many tax advisers agree that non-dom status
remains attractive and might be worth the upheaval if taxation is
a significant factor in where an individual calls home.
The new regime will alter the ‘remittance basis’ rules that
have been in place since 2008 (see box on this page).

Having your cake
‘The approach of the government has been to try to be fair
about the payment of tax by non-UK domiciliaries – in particular,
saying that individuals cannot be non-UK domiciled indefinitely,’
says Andrew Cockman, a director in Grant Thornton’s national
tax office. ‘But the government also recognises that the nondom community helps to develop businesses and can be a
very powerful agent for prosperity. So the government wants to
ensure that there is an incentive for these people to remain in the
UK, and allow them to preserve any tax-efficient arrangements
they may have set up outside the UK.’
However, Cockman warns that the government’s proposals
are ‘extremely involved’, particularly around how offshore trusts
would be taxed once a non-dom becomes a ‘deemed dom’.
Despite the inevitable complexities, non-dom status could
still be an attractive option for wealthy individuals coming to the
UK. KPMG’s head of private client business Dermot Callinan says:
‘It is definitely still worth having. It is not that the status is being
withdrawn, it is simply being limited. David Gauke, the financial
secretary, was careful to say that the government wants to attract
talented people to UK, and refers to the non-domicile rules as an
important feature of the UK’s internationally competitive tax system.
The UK is in very stiff global competition with other countries that
want the world’s wealthy to become resident, and tax advisers are
being asked to compare and contrast the UK with other jurisdictions.’
The new rules, Callinan says, will go some way to making
the system ‘just’, with non-doms having to pay their fair share of
tax. If the rules draw a line under the issue, then the non-dom
community will be able to look forward to some certainty over
their tax affairs, even if they ultimately have to pay more tax.
‘It will be the calm after the storm,’ says EY’s private

The changes
To avoid paying tax on their global income and gains, nondoms currently have to pay an annual remittance charge,
which varies according to how long they have been
resident in the UK: £30,000 if resident for at least seven of
the previous nine years, £60,000 for at least 12 of the past
14 years, and £90,000 for at least 17 of the past 20 years.
From April 2017 the charge will disappear, as will
non-dom status for those resident for more than 15
consecutive years. If a non-dom were to leave the UK
for at least six years, they would then be able to reclaim
non-dom status for a further 15 years. It will no longer be
possible to inherit non-dom status, and those born in the
UK who then move to another jurisdiction will not be able
to reclaim non-dom status on their return.
Once an individual is deemed to be UK-domiciled, it
will no longer be relevant whether a benefit is received in
the UK or overseas – its value will be treated as taxable.
An individual will be deemed a UK domicile for
inheritance tax purposes at the start of their 16th
consecutive year of UK residence, but will remain
protected from UK tax on offshore trusts they have settled
as long as neither they nor their spouse nor their children
receive any benefit from those trusts.

client tax services partner David Kilshaw. ‘As with 2008, when
the remittance charge was introduced, there will be some
turbulence, but I think it will settle down and we will get some
certainty. Our experience is that at the moment non-doms are
looking at this calmly; they are not fleeing the country. They
recognise that this will be the new environment.’
Clearly, non-doms will be taking other non-tax considerations
into account when considering where they will be resident. The
strength of London alone as a financial centre is a major selling
point of the UK, alongside its education system and relatively
stable political system.
Some tax professionals are keen to stress that there needs
to be a holistic review of the non-dom regime and whether the
UK as a whole benefits from having such attractive incentives,
even if they are time-limited. As ACCA’s head of tax Chas RoyChowdhury says: ‘Nobody seems to have carried out a clear
cost/benefit analysis for the UK. If there is no net benefit, then
why have the regime at all? If there is no benefit, get rid of it; but
if there is a benefit, then keep it, rather than tinker with it. There
needs to be a cold, calculated decision.’ ■
Philip Smith, journalist
For more information:
Read the now closed HMRC consultation Reforms to the
taxation of non-domiciles at bit.ly/non-dom-reform
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Growth story

In an era of corporate recovery, business leaders need to refocus on the fundamental
tasks of organic growth and improved operating performance, says Jane Fuller

Jane Fuller is a fellow of CFA
UK and serves on the Audit
and Assurance Council of the
Financial Reporting Council
It has been easy to enter 2016 with
a glass-half-empty mentality. New
accounting standards loom for
financial instruments, leasing, revenue
recognition and, eventually, insurance.
All involve big changes that will cost
money and time. The disparagers will
say it reinforces the post-crisis focus on
compliance. How can managers lift their
heads from all this to think about the
future growth of their businesses?
The answer is that they must. The route
to profit recovery in a period of weak
demand and static or falling prices was
to cut costs and save cash. For quoted
companies, spreading net income over
fewer shares via share buybacks made
more sense than investing in extra capacity.
With interest rates low and interest costs
tax deductible, it also delivered a short-

term fillip to earnings per share.
This era should now be over – except in
the mining and oil and gas sectors, where
the plunge in prices only started in 2014.
Once profit margins are restored – the
US led the way in this from 2008 to 2012 –
growth has to come from increasing sales.
The incentives for this come in both
carrot and stick varieties. Carrots include
the extra money that consumers have
in their pockets thanks to falling fuel
prices and rising wages. In the UK, real
wage growth resumed in 2015; in the
US, nominal wage growth topped 3% for
most of 2015. In China, average factory
worker wages have more than quadrupled
over the past decade, according to The
Conference Board, a US-based business
organisation. Note that in the US, core
inflation, which excludes fuel, has edged

up to 2% – a sign of strengthening demand
that should encourage investment.
Meanwhile, share price movements
have signalled loud and clear that investors
want a growth story. According to the
Financial Times, the Nasdaq Composite
index of US companies rose nearly 6%
in 2015, ‘bolstered by the “Fangs” –
Facebook, Amazon, Netflix and Google’,
and other fast-growing technology
companies. The broader S&P 500 fell
0.7%. In valuation terms, the UK’s FTSE
Actuaries Share Indices show a year-end
price-to-earnings ratio of 38 times for the
technology sector, more than twice the
market average.
One of the sticks is the flip side of a
carrot. Rising wages mean rising costs,
exerting pressure to invest in equipment
and higher skill levels to improve
productivity. As for financial engineering,
earnings improvements from share
buybacks are clearly ‘low quality’, as they
cannot grow. And the rise in US interest
rates is a reminder that funding is likely to
get more expensive – it already has for less
creditworthy companies. This is a prompt
to act now rather than later.
There is another reason for business
leaders to refocus on organic growth and
improved operating performance. The
only consensus among users of accounts
on their priority for accounting standard
setters is that the profit-and-loss account
be improved. What should be counted
in or out of operating profits amid a
proliferation of preparer-led ‘adjustments’?
How should goodwill be treated – as an
asset with an indefinite life, regularly tested
for impairment, or as one that erodes
in a straight line via amortisation? Why
stop at ‘other comprehensive income’
in separating changes in asset or liability
values from the inflows and outflows that
make up operating performance?
So, after seven years in which reacting
to the financial crisis has had a heavy
impact, there should be a refocusing on
what makes non-financial companies tick:
increasing sales, containing costs and
explaining how to achieve this to investors
who are hungry for growth. ■
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The twilight zone

The impact of disruptive change makes mapping the skillsets the profession requires
even in the near future a tough but critical task, says ACCA president Alexandra Chin
The need to ensure that we remain
attractive to future generations of
finance professionals presents a range
of challenges that exercise the minds of
a great many people at ACCA.
Developing our qualifications
along with our continuing professional
development (CPD) products and
services, and refining our future support
to members can sometimes feel like
trying to fit together the pieces of a jigsaw
without having a full picture of the puzzle
to work from.
The rapid pace of technological
change, the shift in global influence
and an ever greater degree of
interconnectedness are three powerful
drivers in the construction of a new
‘normal’ for anyone who is involved in
supporting professionals through their
working lives.
There used to be a great deal more
certainty about possible career paths for
young adults. There was a reasonable
chance that the job that an individual
studied for at school or college was well
established and would not be subject to
any significant change.
Any individual would also have a
reasonable expectation that they could
map out their progress to their chosen
destination based on the experience of
previous generations. They could see the
path to partner, CFO or auditor general.
But that landscape has now shifted
significantly, thanks to the arrival and

Nearly two-thirds
of children who
entered school
this academic
year will work in
jobs that do not
currently exist

enormous impetus of IT automation,
shared services and globalisation. Just
how much things have changed in the
past decade alone can be demonstrated
by recent research, which has shown
that the jobs that were most in demand
in 2010 did not even exist in 2004. The
same research shows that nearly twothirds of children who entered school this
academic year will work in jobs that do
not currently exist.
That presents ACCA, along with
every other professional body in every
profession, with an interesting challenge.
It is outlined by the article on page 36 of
this month’s magazine, which looks at the
mysteries of Generation Z – those people
who were born around the turn of the
century, who are in their mid to late teens
and who are currently probably thinking

about what kind of career they might be
interested in.
Generation Z will also be the pool
from which we draw our next generation
of students, so the challenge is to ensure
not only that accountancy remains an
attractive proposition for them but also
that we equip them – as well as our
existing members – with the skills that
employers and society in general will be
looking for from finance professionals.
While I am focusing on the future, may
I wish everyone who celebrates Chinese
New Year a very happy and healthy year
of the monkey. I hope it brings peace
and prosperity to you all, wherever you
may be. ■
Alexandra Chin runs her own practice in
Sabah, Malaysia
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Digital dangers

Moving the taxation system online is all about making it better for taxpayers, says HMRC,
but the digital revolution presents peril as well as promise, warns Peter Williams
Come 2020 it is certain that Ruth is
going to be busy. ‘Ask Ruth’ is the
taxman’s virtual assistant and will be on
hand 24 hours a day to guide taxpayers
through the HMRC Making Tax Digital
vision. The government’s ambition,
says David Gauke, financial secretary
to the Treasury, is to ‘transform tax
administration so it is more effective,
more efficient and easier for taxpayers’.
The dream of civil servants and
politicians is that digital tax will have three
key benefits: no unnecessary form-filling,
with HMRC promising never to ask for
information it already knows; a real-time
system, so missed deadlines, penalties,
debts and ongoing errors become less of
a risk; and digital accounts for taxpayers,
which should mean the end of annual tax
returns (see also page 30).
It’s the online equivalent of self-service
checkouts at supermarkets – but with no
cashier-staffed checkouts if you run into
trouble. In this world, if you aren’t online,
you aren’t in business.
HMRC is promising some consultation
on these reforms, which aim to help it
bring tax in more quickly and complete
the job of making information collection
and tax calculation the job of taxpayers
and their advisers, thus saving the
government money. HMRC’s recent
spending review projected that the
£1.3bn investment announced in the
2015 Autumn Statement will generate
an extra £1bn in tax revenue by 2020/21
as well as sustainable efficiencies thanks
to ‘a headline 21% reduction in baseline
resource costs, delivered through
digitisation of tax collection and a smaller
but more highly skilled workforce’.
The quarterly update – which appears
to be non-negotiable – has echoes of
VAT quarterly returns, but producing tax
accounts and computations four times a
year is in a different league. Businesses of
all sizes – but particularly small businesses
– have to squeeze compliance work
around actually running the business and
creating the economic activity that can
be taxed. This seems to be a point that
neither politicians nor civil servants can

Peter Williams is an
accountant and journalist
grasp – there’s a lot more to producing
accounts than just making sure the Excel
spreadsheet adds up correctly. This raises
one crucial question, which lacks any
sort of answer at the moment: after this
system is up and running, what will be the
role of accountancy firms in providing tax
services to their traditional client base?
The other key unknown is technology.
HMRC promises it will provide free
apps and software that link securely to
its systems and offer help to those who
need it. It’s a promise HMRC must be
made to keep. At the launch of personal
tax accounts (PTAs) last year, HMRC
likened the move to online banking. But
even though online banking has been
transformative, it isn’t perfect, with its
outages and inability to give account
holders access to their accounts at

times. And let’s face it, banking isn’t
as complicated as tax. HMRC’s track
record on technology is flaky at best. Any
taxpayer who uses its Basic PAYE Tools
knows it is simply not good enough; the
software is crude, with HMRC apparently
having no appetite to improve it.
In HMRC’s illustrative examples of
how the digital future will work, happy
taxpayers update their information via a
third-party app – which they are paying
for, presumably – on their smartphones.
The suggestion is that it’s as easy as
checking the football scores.
Taxpayers need professional bodies
such as ACCA and software associations
to help them survive the move to digital
and to make HMRC see sense. Neither the
taxman nor the taxpayer is going to get
through this revolution on their own. ■
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Comment | Robert Bruce

The great tax untangler

The complexity of tax, not to mention its irresistibility to tinkering politicians, just adds to
its heavy burden, says Robert Bruce, but take heart – a quiet revolution is under way
of taxation at ACCA. ‘There is nothing
solid and hard-hitting that might get the
job done.’ And around the world efforts
to thwart the OECD’s plan are already
being made. ‘There is a slightly unedifying
scramble by countries around the world
to impose tax regulations before the
OECD gets its unified global tax plan
into action,’ says George Bull, senior tax
partner at mid-tier firm RSM.

Learning to skate

Robert Bruce is an
accountancy commentator
and journalist
Nowhere in the business and financial
world are thoughts, opinions and
policies more confused than in the field
of tax. The whole tax arena is riddled
with misunderstandings. It is no wonder
that politicians, public opinion, tax
advisers and companies get it all so
wrong, so often. Yet at the same time,
very quietly, the whole field is changing
into something that may make tax life
very much simpler and more logical.
For generations it has all been about
the unintended consequences of daft
political policies. There is the syndrome,
as one tax expert puts it, of every
chancellor of the exchequer wishing to
be seen standing triumphant, gun aloft,
with one foot on the head of the mythical
beast they want us to believe they have
just slain. Or else it has been the insane

political insistence on tinkering here and
there, resulting, as another tax expert
once put it, in something resembling a
teetering edifice built of Lego that cannot
be altered in any small detail for fear that
it might bring all the rest of it down.
Nor do the tax practicalities keep up
with the times. ‘Businesses can ignore
borders, and tax struggles to keep up with
this,’ says John Whiting, tax director at the
Office of Tax Simplification. Last year the
Organisation for Economic Cooperation
and Development (OECD) came up with
a plan to help tax authorities deal with
this issue (see box). As with many grand
schemes that rely as much on idealism
as on practical measures, the signs of it
succeeding are not good so far.
‘The US is unlikely to be able to enact
any of it,’ says Chas Roy-Chowdhury, head

We should not be surprised. Politicians
right across the political spectrum haven’t
a clue about tax. And that means they are
prone to grasping the wrong end of the
stick. One expert told me recently that
very few MPs are confident about talking
about tax. For them it is like being on
an ice-rink. They haven’t the confidence,
the background or the knowledge. RoyChowdhury’s solution would be for a
spot of compulsory learning for MPs and
ministers. ‘They should try to work out a
tax form or fill out a VAT return,’ he says.
‘They would learn from that, and they
could then see the problems they cause.’
And politicians, like the time-honoured
joke about journalists, don’t like facts
getting in the way of a good story. Richard
Murphy, the accountant firebrand of tax
reform, found this out for himself last
year. Opposition politicians picked up
a figure from his blog and fired it into
the headlines. They announced that if
the £120bn tax gap he had estimated
between what companies owe and what
they pay were closed, it would be enough
to double health service funding and give
everybody in the country a £2,000 cash
windfall. What they failed to point out
was that he had also said that, for a whole
variety of sensible reasons, much of that
money would not be recoverable.
This sort of thing spawns
misconceptions. For example, around
half of all income tax is paid by the top
5% of earners, with around 10% paid by
the top 1% – yet the public discourse is
about the top end not paying any tax. Tax
breaks are another example. Most were
originally created to boost revenue: the
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Podcast
Robert Bruce delves
deeper into the complexity of
tax at www.accaglobal.com/ab/
podcasts

government reckoned it would get more
revenue from employment taxes than it
would from corporate taxes. And it does.
But a furore broke out because the coffee
chain Starbucks, and many others, took
the tax break up. There then followed,
in Bull’s words, ‘a pillorying of corporate
executives’. He adds: ‘They were in the
right and paid every pound required. It is
the legislators who made the law. If it is
not working, then change the laws.’
Meanwhile Roy-Chowdhury says: ‘The
people on the soapbox have gained
credibility that they shouldn’t have.’

Technology to the rescue
Despite people with only a vague grasp
of tax facts and policies throwing mud
at each other, the reality is looking
promising. One of the reasons is
technology. Whiting says: ‘At one end
of the spectrum we collect an awful lot
of money, 90% of it automatically. But
it could become more efficient. There
is great scope. We can come up with
recommendations that wouldn’t have
worked 10 years ago but that might now.’
Already the cumbersome P11D system,
which requires a form detailing a year’s
expenses and benefits, is on the way
out. Four and half million forms will be
eliminated (see page 56).

What the OECD wants the world to do
Late last year, at the instigation of the leaders of the G20 nations, the OECD
came up with a plan to end international tax avoidance.
In the OECD’s words: ‘The plan was structured around three fundamental
pillars: introducing coherence in the domestic rules that affect crossborder
activities; reinforcing substance requirements in the existing international
standards to ensure alignment of taxation with the location of economic activity
and value creation; and improving transparency as well as certainty for businesses
and governments.’
Introducing the plan, OECD secretary-general Angel Gurría said: ‘Base
erosion and profit shifting affects all countries, not only economically, but also as
a matter of trust. BEPS is depriving countries of precious resources to jump-start
growth, tackle the effects of the global economic crisis, and create more and
better opportunities for all. But beyond this, BEPS has also been eroding the
trust of citizens in the fairness of tax systems worldwide.’

HMRC is talking what was once, and
still could be, science fiction. But it is
going in the right direction. A cashless
society, it says, would do away with the
black economy. That’s a long way off, but
the current digital strategy is not. There
are downsides as well as upsides. ‘It would
be cheaper tax collection, but a much
more controlling collection,’ says Bull.
Much in the world of tax is already
automatic. ‘The main direction of change
is going to be digital,’ says Whiting (see
also page 30). He predicts the death of

the tax return. ‘There is a good prospect
of information coming in automatically
and the taxpayer will get an alert saying
what they owe. It would be simpler and
more efficient.’
There are practicalities in the way.
Digital communication can be patchy
outside cities. HMRC is not renowned
for its sophisticated resources. Politicians
will always tinker, and change brings
complexity. But in the end, the ease
brought by the digital possibilities means
that reform is likely to come out on top. ■
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The view from

Phil Beckett FCCA, managing director at Alvarez & Marsal,
forensic investigations, e-discovery and data analytics
which saw me leave Arthur Andersen
three months before it was engulfed
by Enron. I enjoyed five years at BDO,
during which I completed studying for my
ACCA Qualification. In December 2011
I received a prize for the highest score in
one of my final three papers and then the
gold medal for the best overall combined
score across the three papers. In 2002
I was delighted to be named ACCA
New Accountant of the Year.

After gaining a degree in computing
and management, I joined Arthur
Andersen’s graduate programme. I
saw an opportunity to use my knowledge
of technology to help clients solve
problems and to ensure they rolled out
new technologies in a way that met the
criteria for audit.
I started studying for the ACCA
Qualification at Arthur Andersen.
Working in the technology and consulting
function, the breadth of the qualification
and its wider focus on business set it apart.
A move into the fraud risk unit expanded
my skillset further, providing experience of
interviewing, research and report writing.
Fortuitously, BDO Stoy Hayward invited
me to help set up a new fraud team,

We find the pieces
of a jigsaw and
put them together
to benefit other
investigators and
help present a
coherent picture

I joined Alvarez & Marsal in October
last year. The firm had expanded quickly
as it acquired both staff and clients in
its home market of the US following
the collapse of Arthur Andersen. A
further landmark was its appointment
to restructure Lehman Brothers.
We put the right skillsets of people
together for the benefit of our clients.
I lead the technology arm, focusing
on global forensic investigations and
resolving disputes. My ACCA training
is critical to understanding a lot of the
accounting issues we face.
I am an expert in forensic investigation
of digital evidence. This involves looking
at data on computers, tablets and mobile
phones, and gathering evidence and
intelligence to support investigations. We
find the pieces of a jigsaw and put them
together to benefit other investigators
and help present a coherent picture.
Common areas include fraud, money
laundering and intellectual property
cases. We also analyse and filter data
to pass to lawyers as part of e-discovery
and disclosure exercises. We are
increasingly using data analytics to derive
intelligence out of big data and solve
business problems.
Every day in this role is different. I enjoy
my job hugely. It’s a positive process
to be involved in helping people solve
problems and produce positive outcomes.
When you find the key piece of evidence
it is very rewarding. My knowledge of
accountancy lies at the heart of this. ■

Snapshot: corporate
and international tax
Change is part of life, but the pace
of change in corporate tax is ever
increasing. Tax laws are amended
frequently and staying up to
date is challenging, but it is also
intellectually stimulating.
The recent BEPS project
to reform the international tax
environment, led by the OECD
and G20, is probably the biggest
upheaval in corporate tax ever and
certainly the issue of the decade.
The proposed approach is not just
relevant to major multinationals; it
also impacts on smaller companies
with international aspirations and
on other corporates caught by
consequential law changes as
countries update their tax rules.
The days where one person
could retain sufficient expertise
across all taxes to deal with
every possible scenario are
gone. The best practitioners
are those who can assimilate
masses of information quickly and
distil it down to the key points.
Understanding clients’ businesses,
in terms of operations, financing
and the goals of management, is
vital to make sure the advice is not
only technically correct but also
relevant and comprehensible.
Tax is complex, and that is
not going to change, but a great
adviser is someone who can move
from a highly technical analysis to
a practical solution and bring the
client with them.
Rebecca Reading, tax partner, RSM
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Practice | Digital tax accounts

Controversial claims

The government’s move to put all taxpayers’ details online has been controversial: not
only has its rationale been questioned, but it is likely to affect the role of the tax adviser
In December, the UK government
released more details of its ambitious
attempt to move every taxpayer’s
details online in a bid to become ‘one
of the most digitally advanced tax
administrations in the world’.
This early Christmas present set out
a roadmap to 2020, by which time the
humble paper tax return should have
been abolished. But it is a journey that
could be fraught with problems – the road
to similar digital transformations in the
public sector is littered with false dawns
and delayed launches as civil servants and
an army of consultants grappled with the
enormity and complexity of such projects.
The plan is that by 2020 most
businesses, including companies,
partnerships, individual taxpayers who
are self-employed and those letting out
property, will be required to keep track of
their tax affairs digitally and update HMRC
at least quarterly.
Individual taxpayers, by this April,
will have access to their own digital tax
account, which will then begin to make
use of the real-time data received through
the PAYE system, alongside other thirdparty information such as from banks and
other financial institutions. In theory, this
should help reduce the volume of income
tax overpayments and underpayments.
But tax advisers, while welcoming the
theory behind the intentions, have also
raised concerns, many of which will no

doubt be debated in the series of events
that HMRC is hosting in the early part of
this year.
Chas Roy-Chowdhury, ACCA’s head
of tax, says it is ‘grotesquely unfair’ that
taxpayers will be required to submit
tax returns to HMRC four times a year.
‘This is all about the government having
sufficient data for itself rather than helping
businesses or taxpayers,’ he says. He fears
that the end-game is more about moving
from annual or six-monthly to quarterly
tax payments.
The government has denied this
intention in its response to a petition,
saying: ‘Quarterly updates will largely be
a matter of checking data generated from
record-keeping software or apps, and
clicking Send.’

‘This is all about
the government
having sufficient
data for itself
rather than
helping businesses
or taxpayers’

Chris Sanger, head of tax policy at
EY, says the new plans could work well
if accompanied by a simpler tax system.
‘Tax returns on a quarterly basis would be
easier if the system were simpler than it is
today,’ he says.

New role in the new world
There is also alarm in the profession as
to where tax agents fit in this brave new
digital world. Will they be cut out of
the process as more taxpayers do it for
themselves, perhaps using basic software
to calculate their liabilities, file a return
and make payments without an adviser?
Such fears may prove groundless. ‘We
don’t envisage a change in relationship
here for individuals, who will continue to
trust their accountant to file on time and
ensure as little tax as possible is being
paid,’ says Jo Nockels ACCA, senior
manager at TaxAssist.
The nature of the work and the
timing of it will change, particularly once
quarterly reporting is in full flow, but,
as Roy-Chowdhury says, there will be
opportunities for tax agents. ‘They are
resilient and inventive,’ he says.
Nockels adds: ‘The obligation to
use software and report four times
a year may be the tipping point that
such clients need to seek the services of
an accountant.’
Of course, much of the success of
this transformation will depend on the

The road to making tax digital

2016

2017

January-June

July-December

January-June

July-December

All of the UK’s five million
small businesses and
every individual taxpayer
will have access to their
own digital tax account,
seeing information that
HMRC holds about them.

Testing starts for digital
reporting of accounts by
small businesses.
Authorised agents will
be able to manage
their clients’ digital tax
accounts.

Taxpayers will be able to
report additional sources
of income through their
digital tax account.
New online billing
system begins.

Digital tax accounts show
taxpayers an overview
of their tax liabilities in
one place. Automatic
tax code adjustments
prevent PAYE under and
overpayments.
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broadband because of where they live,
if it makes no provision for their needs.
Furthermore, the burdens placed on
the taxpayer and businesses to provide
quarterly accounting data to HMRC are
huge, in spite of HMRC’s comments to
the contrary. It is simply wrong to ride
roughshod over the citizen.’
Others agree. As Iain McCluskey, tax
director at PwC, says: ‘It will be important
to ensure that sufficient HMRC capacity in
the old way of doing things is maintained
for taxpayers who, for numerous reasons,
are unable to use a digital system.’

Age and ability

▲ DIY approach

Will tax agents become
increasingly marginalised
as more taxpayers decide
to file their own quarterly
digital tax returns?

strength of the government’s own IT
systems, a ‘known unknown’, as RoyChowdhury puts it. ‘It’s not unknown for a
government system to fall over,’ he says.
‘They need to make sure the systems
talk to each other,’ says Sanger. ‘There will
be a lot of information feeding into the
digital tax accounts, so the government
needs to resource it and perhaps look at
modular ways of delivering it.’
Also of concern will be how to
accommodate those taxpayers who are

simply not able to access their accounts
online. ‘Proposals for a digital tax account
for individuals and businesses have
much to commend them,’ says Anthony
Thomas, chairman of the Low Incomes
Tax Reform Group. ‘However, every public
authority must respect the rule of law and
HMRC is no exception.
‘The courts have previously found
that digital mandation can infringe
the human rights of older or disabled
people, or those who cannot easily access

2018

Roy-Chowdhury says there should be
provision based on age and ability for
those who are not equipped to deal with
digital tax accounts, rather than the value
of tax deemed payable.
He points out: ‘It could be that a
70-year-old is able to file their tax return
online without any difficulty, but by the
time they are 80, they might not be able
to do so. There should be an exemption
that is not related to the level of income.
A monetary de minimis is not good
enough; it needs to be based on ability.’
Sanger believes that these fears could
be overstated. ‘Most startups these days
make full use of the internet in any case,’
he says, adding that there may well be
old companies that keep paper-based
records, ‘but they will become a smaller
part of the population as time goes by’.
But these issues aside, there seems
to be general support for the move. As
Sanger says: ‘This is a sensible place for
HMRC to be. There is a definite trend
towards this around the world and it makes
good use of the digital economy.’ ■
Philip Smith, journalist

2019

January-June

July-December

Interest paid by banks
and building societies
starts to be shown in
digital tax accounts.

Most businesses, the selfemployed and landlords
start updating HMRC
quarterly for income tax
and National Insurance
obligations through their
accounting software.

Most businesses, the
self-employed and
landlords start updating
HMRC quarterly for VAT
obligations through their
accounting software.

2020
Most businesses, the selfemployed and landlords
start updating HMRC
quarterly for corporation
tax obligations via
accounting software. All
HMRC services available
via digital tax accounts.
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Don’t be taken in

The ‘Flag it Up’ campaign aims to raise awareness of advisers’ due diligence
responsibilities in order to comply with money laundering regulations, reports Tania Hayes
The fact that criminals use the services
of accountants in order to disguise
the origins of their illicit funds is
nothing new. But would you be
able to spot the warning signs?
This is something that the ‘Flag
it Up’ campaign – developed
by the Accountants
Affinity Group (AAG), a
subgroup of the Anti-money
Laundering Supervisors’ Forum,
of which ACCA is a member –
is encouraging accountants
to think about in order to
safeguard their businesses and
themselves.
The most sophisticated of criminals
will have built what looks like a
legitimate enterprise, with a keen eye
for detail, to ensure that nothing triggers
suspicion. For finance professionals,
the consequences of being involved –
wittingly or unwittingly – can be severe,
with criminal sanctions such as a prison
sentence, significant fines or even loss
of their professional licence to practice.
So we can’t take anything for granted
when it comes to complying with the
money-laundering regulations, particularly
the obligations to conduct client due
diligence.
The recent conviction of Harpal Singh
Gill emphasises the point. A former textile
merchant, Gill turned his hand to building
a criminal business empire through
which he laundered £35m over a six-year
period with the help of an accountant.
Paul Risby, branch commander at the
National Crime Agency, said that Gill
‘knowingly took advantage of the respect
afforded to him, persuading [his family
and local businessmen] to be part of his
criminal enterprise.’
It’s important to remain vigilant and
look out for the red flags by considering
whether there are reasons not to trust your
client, inconsistencies in the information
they provide, unusual amounts or
sources of funds, or discrepancies in their
transactions. And there are processes that
advisers can put in place to ensure these
threats don’t materialise.

If something doesn’t stack up, and
asking the client directly elicits answers
that are evasive or don’t sound right, this
should trigger suspicion. Visiting potential
clients’ premises can also be revealing.
Be careful not to be ‘blinded’ by client
relationships. The length of time you
have been engaged by the client and
consequentially developed knowledge
of their business can be an antidote to
criminal enterprise – but only if you spot
the signs. If a change doesn’t make sense,
then seek clarification.
It’s a good idea to conduct internet
searches on the client and all beneficial

owners with a controlling interest
(over 25%) in any entity, in
addition to other due diligence.
Remember that close associates of
criminals and corrupt, politically
exposed persons are unlikely
to share their name, and their
purpose would be to distance an
obvious name from their dirty money.
You should also scrutinise, where
you can, the supply chain of the business,
including suppliers and customers. If
there are cross-border business dealings,
you should evaluate the impact that
these might have on your exposure;
Transparency International’s Corruption
Perception Index is a good starting
point. The Financial Action Task Force
also evaluates all jurisdictions for their
anti-money laundering compliance and is
due to conduct an indepth investigation
into UK systems and processes in 2017; it
is therefore in the interests of British firms
to get up to speed with this organisation’s
work and standards.
The best way to disrupt a threat is to
terminate access to professional services.
This is a legal requirement if you cannot
complete your required due diligence
(Money Laundering Regulations 2007).
However, it is not enough in isolation.
Where you are suspicious, you are also
legally required to report suspicious
activity. Remember that you might
well be holding the final piece of law
enforcement’s jigsaw.
The criminal’s aim is to be a chameleon
in the legitimate regulated sector and
they are only limited by their imagination.
Don’t be unwittingly abused because ‘my
clients don’t do that’. ■
Tania Hayes is chairman of the
Accountants’ Affinity Group and head
of conduct and compliance at the
Association of Accounting Technicians
For more on fraud, turn
For to
more
page
information:
64.
View Transparency International’s
Corruption Perception Index at
bit.ly/ti-ind
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Strength in being different
Accountancy firms are beginning to recognise that creating an environment in which a
neurodiverse workforce can excel has advantages for both sides
When EY senior partner Iain Wilkie
started out in accountancy more than 30
years ago, he chose to join Arthur Young
‘because I knew I’d never stammer
on the letter A; I didn’t join Deloitte
because I knew the letter D was a
nightmare for me.’ Wilkie’s stammer may
not have held him back, but how have
attitudes, perceptions and recruitment
processes at accountancy firms changed
for those with neurological conditions
such as stammering, autism, dyslexia
and dyspraxia?
In fact, EY could be held up as a
paragon of neurodiversity. Wilkie is
among the growing ranks of professionals
at the firm who have excelled in their
roles despite their condition. He heads
the ‘Stammering and Speech Network’ at
the firm, where those who stammer can
openly share their experiences and help
others understand any issues they face.
The firm also has networks for those
with autism and dyslexia, for the deaf
and hard-of-hearing, and for mental
health, wellbeing and mobility, all under
the ‘Ability EY’ umbrella. ‘What we’re
trying to do is identify the strengths and
superpowers of those with neurological
conditions,’ says Paul Scantlebury, head
of recruitment for the Middle East and
North Africa and co-chair of Ability EY.
‘Some people with dyslexia, dyspraxia
and Asperger’s syndrome are among the
top 2% in the country for certain skills. We
want to draw out these skills – whether
it’s someone with attention to detail
that might be suited to our assurance
business, or technical capabilities for our
IT team – and give them all the support
they need to thrive.’
It’s a similar story at KPMG, where
the Disability Network has streams for
conditions including stammering and
autism. Claire Harvey, senior diversity and
inclusion consultant at KPMG, explains:
‘Within these streams, the members
support each other, share best practice,
provide training for managers, and produce
toolkits for our “people leaders”. We also
have events where we bring in speakers
and clients to talk about relevant issues.’

Open process
However, many firms have shied away
from actively or consciously recruiting
people with neurological conditions,
choosing instead to stress that they have
an open recruitment process, accept a
diverse range of people and encourage
applicants to disclose any condition.
‘Disclosing a disability to an employer
is a personal decision. Understandably,
people worry about possible negative
effects. However, this information can be
used to help them and it’s really important
that people think of that angle too,’ says
Angela Cooke, a diversity, inclusion and
employee wellbeing consultant at PwC.
Caroline McCague, senior HR
manager at Baker Tilly, agrees. ‘We
encourage people to share what they’re
going through. People with dyslexia and
dyspraxia tend to be more open and
specify what they need so we can set

up appropriate support for them in the
recruitment process. This could mean
things like giving them more time on
psychometric tests and case studies.’
EY also adopts this approach. Wilkie
says, ‘I encourage our recruitment teams
to regard people with different conditions
as bringing different qualities, positive
attributes and strengths, having lived
through a condition or disability that
they’d perceived as a weakness. Those
with a stammer, for example, are often
more resilient, arguably more patient,
better listeners and very creative, having
spent their whole lives finding alternative
ways to do things and communicate.’

Active programme
EY actively recruits autistic people
through an ‘Autism at Work’ programme,
in partnership with Specialisterne, a
social enterprise that brings autistic
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candidates and employers together. There
have been a few teething problems and the
numbers coming through have been pretty
low, but the intention and desire is there.
‘Fundamentally, we are trying to fill that
void between the pool of talented autistic
individuals who can’t find work – currently
a staggering 85% of those with autism –
and the employers looking for the skills
they have,’ says Tom Brundage, general
manager at Specialisterne. ‘A big part
of what we do is educating employers
about the skills that group possesses. In
particular, matching their talent to the
relevant role, helping accommodate their
needs, and supporting them to make
the adjustments necessary so they can
perform effectively and thrive in their role.’
Once the candidates are on board
an organisation, Specialisterne conducts
an autism awareness session for the
managers and teams who will be working
with the person. They’ll explain what
autism is, issues pertaining to autism in
the workplace, necessary reasonable
adjustments that need to be made, and
provide a ‘how to’ set of tutorials. Each
recruit is also assigned a buddy, and
designated managers can flag up any
problems to Specialisterne.
The autism spectrum is, of course,
extremely varied, which is why it is so
important to identify the strengths and
challenges of each individual. Bringing in
outside help can be beneficial.
‘We provide one-to-one sessions
with autistic people, including those
with mild forms of autism, known as
STEMs – scientists, technologists,
engineers and mathematicians – often to
address any social communication issues
they’re having with colleagues,’ explains
Emma Seward, a consultant business
psychologist. ‘Normally when we’re
coaching, we won’t tell people what to do,
but with STEMs we often need to explain
simple things like greeting your work
mates when you come into the office. We
also talk with their colleagues so that they
understand that the person isn’t being
rude, they just process information and
communicate differently, and can find it
hard to empathise.’
There can be an obsession in business
with social and emotional competence,
asserts Sally Moore, director at Top
Stream Coaching. You only have to look
at some of the job adverts specifying
the need for ‘good interpersonal skills’,
and ‘team players’, she says. But actually,
if you ‘reduce social expectations and

Living with a stammer
‘It’s been a massive effort for me to overcome stammering, and a painful journey.
It was particularly difficult for me at EY in the early days. I wouldn’t speak up in
meetings, held back good ideas and turned up late for events to avoid having to
introduce myself because I felt ashamed at not being able to say my own name.
‘I was a pretty withdrawn guy. I was fortunate to get promoted at the right times,
but my communications skills were behind my colleagues, which was challenging,
particularly in a services-led industry where communication is so important.
‘By the time I was hoping to be a partner, I was really quite poor in a lot
of the required attributes. The first time I went through a partner assessment
programme we were put through a number of group discussion exercises, and
I failed because I was essentially trying to hide the fact that I have a stammer.
Fortunately, they came up afterwards to tell me they knew I had one, and that I
was taking way too much time to make points because I was trying to find words.
‘They invited me back the next year and told me it didn’t matter if I
stammered, they’d prefer to hear the quality of what I had to say. Since then I’ve
had lots of stammering disasters pitching for major pieces of work, but actually
I’ve managed to get most of them, and the clients have realised that actually
stammering isn’t a problem for them. Others have perhaps thought they don’t
want someone with a stammer because it implies you can’t take the pressure,
when actually I think the opposite is the case: if you’ve come through a career
with a stammer and are still doing meetings, it shows your resilience. ‘If I can
influence other sufferers to think it’s okay and that they can achieve, then great.
Whoever made a rule that you can’t stammer? We have a lot of young people at
EY who now know they can stammer and it’s okay.’
Iain Wilkie, EY senior partner and co-chair of the Employers Stammering Network

accommodate differences in approaches,
companies find they can get the best out
of their autistic employees, managing
challenges and avoiding vulnerabilities’.
The same goes for those with other
conditions. At Deloitte, for example,
employees with dyslexia are offered a
variety of forms of support to help them
excel. For example, they are given access
to an occupational health colleague and
a private internal social network group for
dyslexia and dyscalculia where people can
share ideas, tips, challenges, resources and
the like, as well as access to workshops,
dictation machines for recording
conversations, mind-mapping software to
assist with collecting ideas, constructing
reports or presentations, and more.

Understanding the difference
All the contributors to this article agree
that appreciating and valuing different
perspectives and abilities can only be
a good thing. Steve Williams, head of
equality at the Advisory, Conciliation
and Arbitration Service, agrees that
‘Sometimes adjustments might need to
be made in terms of resources, clearer
communication and strategies. For
example, some autistic people don’t like

ambiguous information, such as “I’ll get
back to you later”, without specifying a
time, or changing meeting times at the
last minute. But actually, clarity on these
issues can benefit all employees.’
Autistic people are also increasingly
being considered and hired for a greater
variety of roles within organisations.
‘I’ve worked with and spoken to autistic
people in a variety of departments and
roles, including social media experts,
human resources and finance,’ says Emily
Swiatek, employment training consultant
at the National Autistic Society. ‘They can
do any job that matches their skills, just
like anyone else. It is wrong to pigeonhole
them into technical roles.’
Brundage at Specialsterne insists that
a lot of the doors he’s pushing on are
open already, with firms increasingly aware
of the autism advantage. ‘It’s a case of
getting enough clients into the funnel so
it drips down over time. There’s no such
thing as walking through the door of a
large company, talking to one person,
and getting someone with autism starting
the next week, or month even. But we’re
getting there.’ ■
Chris Evans, journalist
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Security 2016: crisis point?
The security and political risk outlook for the coming 12 months appears worse than at
any point in the past decade, according to consultancy Control Risks

Reasons to be pessimistic

Top IT attack techniques

Terrorism, Middle Eastern instability, cyber-risk, a Chinese economy in
transition, and European financial and political uncertainties mean a
potentially more volatile world in 2016, according to Control Risks’ RiskMap
2016 report. Optimists, however, can reflect on stable growth in most
Western economies, and a gradual rise in commodity prices.

A score of 7 and over means organisations
should take immediate corrective action.
‘Advanced persistent threat’ (APT) ops are
typically state-sponsored.

Direct action incidents by perpetrator type 2014-15
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For more information:
To access both the RiskMap 2016 Report
and an interactive version of it, visit
www.controlrisks.com

Government and finance the most tempting targets of all
The number of criminal cyber-attacks with specific preselected targets doubled in the year to October 2015. Nearly two-thirds
of all of them were directed at the public sector (which was the biggest target of all, accounting for 36% of all attacks) and the
finance industry (26%).
Sectors targeted (% total attacks)

Oil and gas

8%

Government
Retail

36%
14%

Financial
Telecoms

26%
16%
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Talking about my generation
Generation Z may seem like a world apart from the rest of us but they are tomorrow’s
employees, customers and influencers. How will you engage them, asks Kate Parry

A

s businesses start to consider a time of revived
consumer activity following the recent economic
downturn and to plan for the longer term, they
are thinking about what the world will look like and what
people’s needs will be. In 10 years’ time, the cynical
Generation X will be well into middle age and the optimistic
Generation Y will be roughly in their 30s (see box overleaf).
Generation Z will be in their 20s and fully active as social
influencers, employees, entrepreneurs and consumers.

Born after 9/11, numbering over two billion globally and with
an average life expectancy of 98, the ‘always-on’ Gen Z has a
freedom of expression, enjoys unparalleled access to information
and is completely unconstrained by the rules and order that have
shaped the Baby Boomer, X and Y Generations that have gone
before them.
Every generation will try to fix the flaws of the previous
incumbents. They share mindsets caused by a common set of
parenting behaviours – a set of filters that live with us as we go
through the journey of life.
These ingrain a common
but contrary mindset in the
generation that follows. In
the seminal 1997 book The
Fourth Turning, Harvard
professors William Strauss
and Neil Howe laid out their
theory of a cycle of four
generational archetypes –
‘prophet’, ‘nomad’, ‘hero’
and ‘artist’ – which form a
long-established pattern
of societal behaviour.
They discovered that each
generation goes through
four shifts in mindset during
their life and that these
patterns have repeated
themselves so consistently
as to be predictable going
back 400 years.
By taking this model
forward, we are able to
better predict the core
characteristics of Gen Z and
begin to consider how to
adapt to the needs of this
emerging customer and
employee of the future. The
key challenge is to see this
generation beyond your
own filters and ask yourself
‘What does each expect
of my business, product
or service experience
depending on where they
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are in their life?’ Those who take the wider-angle view of the next
generation are more likely to future-proof ideas and strategies
and anticipate challenges before they become problematic.
Gen Z are being raised during an era of rapid and decisive
change. The post-9/11 period has seen traditional Western
superpowers challenged by the new Eastern giants, the
meltdown on Wall Street and the crisis on the high street
that followed, the fragmentation of power across the Middle
East, inter-religious tension and social inequality rising at
unprecedented levels. The disruption of this social turbulence
has been amplified by the exponential growth of the digital
realm. For Gen Z, the world is becoming ever more fragmented,
yet ever more connected.
There are key macro trends emerging at a global and societal
level which are, and will be, critical in forming the mindsets,
behaviours and expectations of Gen Z. Here are three of them:

1 Data, data, everywhere
The internet is a world of big
numbers, but consider this:
90% of all the information
ever produced has been
created in the past two
years. We are in the age of
big data where, more than
ever, all human activity is
documented and stored.
Being able to analyse this
data holds big rewards. The
McKinsey Global Institute
recently estimated that
the US healthcare system
could save US$300bn a year
through optimised crunching
of the data produced by
everything from clinical
trials to health insurance
transactions to ‘smart’
running shoes. However,
how we navigate this mass
of information is a problem
for people and organisations
alike. Facing this data
deluge, Gen Z will be crying
out for tools for filtering
the data, so only the truly
valuable reaches them.

37

of the social media age and the dominance that it plays in
these young people’s lives. By 2020 Gen Z will be receiving
direct performance information from a whole host of devices
(watches, toothbrushes, cars); almost everything they use will be
automated, controllable and trackable at the touch of a button.
This complete openness in terms of privacy may feel unnerving
to some, but Gen Z are digital natives and have few concerns
over the impact of this.

3 Us versus them

Gen Z is growing up in a world that is increasingly factionalised,
globally and locally, with different tribes turning inwards and
setting themselves in opposition to the ‘other’. This can be seen
in the global rise in nationalism and regionalism. It can also be
felt in the increased distance between the top and bottom of
society as inequality has grown to beat even the disparities
of the Victorian age. From 1993 to 2012, the incomes of the top
1% of US earners grew 86%, while those of the bottom 99%

»

2 Digital natives

Gen Z is the first generation
to have the ability to be truly
connected 24/7. Access to
technology via smartphones,
tablets and unlimited wifi
has seen the rapid rise
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grew 7.3%. Counterintuitively this may
Generational cycles
mean that, while they
are more connected
than ever globally, Gen
Z will want approaches
specifically aimed at
‘people like me’.
Although Gen Z
are growing up in
Baby boomer
Generation X
an arguably tougher
Born 1944-1963
Born 1964-1980
world than ever
before, in the face of
previous generation’s mistakes they look to work together for
the greater good. They’re the first generation for whom digital
is a fundamental way of life as opposed to simply a medium
for communication and entertainment. The development
of technology allows Gen Z to have access to the means
of production and creativity in a way that was never before
possible. A business can be one person and their laptop;
content can be curated; personalisation is moving away from
something designed with a consumer in mind to content
created by the consumer, for the consumer.
So what are the emerging characteristics of Gen Z and what
might this mean for them as adults, given what we know about
generational behaviour patterns?

Overprotected
In Denmark, Gen Z has been aptly dubbed ‘the curling
generation’ because their parents have been diligently
sweeping away the ice that lies in their path, with the intent of
helping their offspring glide effortlessly towards their future.
Throughout the research carried out by innovation agency
Happen, we saw many instances of parents assuring kids that
they’re ‘special’, and thanks to anxiety of these over-protective
parents, Gen Z live largely in a bubble, discouraged from
dipping a toe into the perilous ocean that is ‘the real world’.
Having never been exposed to risk or been allowed to fail,
they are less likely to want to try things where success is not
guaranteed. This may make them fragile and vulnerable in
real-world situations, ill-equipped with coping mechanisms and
lacking independence of thought.
Commonly known as the Young Fogies, Gen Z possess a
healthy dose of pragmatism. While Gen Y are defined by a
full-transparency (even reckless) approach to social media,
Gen Z share more judiciously, and are used to filtering through
and evaluating large amounts of data each time they search
for an answer. As adults, they may be unwilling to invest their
time in finding out information, given they are so used to the
instantaneous transmission of data. However, as they strongly
develop their skills for navigating and using information, their
base level of factual knowledge can remain naïve.
When asked ‘Which characteristics do Gen Z display more
than children of your generation?’, 59% of our global survey
cited ‘worldliness’. The average Gen-Z child will have travelled

to 11 countries by age
16 but, more than this,
from a very young age
they will have a truly
global perspective.
They’re very culturally
accepting, already have
large, mixed-culture
friendship groups and
have grown up listening
Generation Y
Generation Z
to and communicating
Born 1981-2002
Born 2003+
with people from all
over the world via
digital technology. Their habitual access to the wider world
means they will look across the globe when seeking out products
and services, and their multilingual abilities will further break
down geographical boundaries.
Gen Z is empowered to connect with people and will be the
first generation to have an active online profile throughout their
lifetime (from baby pictures posted by their parents through
to their own personal profiles as they grow up). Over a third
of children admit to using digital platforms to communicate
with family members in the same house as them. Social media
is seen by Gen Z children not only as a fundamental means of
communication but also as a primary source of information (90%
of online purchases are said to be influenced by social media, and
almost 50% of high-school students said social networking sites
were highly influential in decisions about colleges and courses).
The ubiquity of social media and its influence on so many
elements of Gen Z’s lives means that a robust strategy is going to
be vital for any business looking to engage these digital natives.
Gen Z are a ‘we’ generation, in whom teamworking skills have
been strongly embedded. Their communitarian inclinations are
partly due to rebelling against a sheltered upbringing; when they
are let off the leash from parental control, it tends to be in the
direction of their peers. This generation of community minded
individuals will enjoy a collaborative working environment, and
in the future it is expected that work undertaken for altruistic
reasons will be increasingly the norm.

Remove your filters
It’s highly likely that if you have read this article and are over the
age of 33 (Gen X or older), you will find it hard to fathom Gen
Z’s attitude to a variety of life factors – from ‘Why bother with
university?’ and ‘I share everything with everyone’ to ‘Why do I
need a career?’ But removing your own filters and understanding
these attitudes is fundamental to planning successful strategies
to engage and influence this new generation now entering the
public consciousness.
As an employer, manufacturer or service provider, you can
future-proof your business using generational cycle theory to
anticipate people’s needs and spot winning opportunities. ■
Kate Parry is a consultant at innovation agency Happen
www.happen.com
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Let decarbonisation begin

The historic deal struck at the Paris COP21 meeting in December is good news for global
climate change, but there is still much work to be done in slaying the fossil fuel dragon

I

t looks as if the river is changing
the scale of the opportunity. It found
course. Following the climate
COP21 at a glance
wind and solar fully cost-competitive
change agreement at the
with gas and coal for generating
United Nations (UN) talks in
To reach peak greenhouse gas emissions
power in the UK and Germany
Paris in December, many activists
as soon as possible and strike a balance
once carbon costs are taken into
believe that the world economy is
between sources and sinks of greenhouse
account. In the UK, onshore wind
unhooking itself from a century of
gas in the second half of this century.
cost an average of US$85/MWh in
fossil fuel addiction. Some suggest
To keep the global temperature rise ‘well
the second half of 2015 compared
a 2014 agreement between China
below’ 2°C (3.6°F) and to pursue efforts to
with US$115 for both combinedand the US was the critical lever,
limit it to 1.5°C.
cycle gas and coal-fired power. In
others that it was the decision to
To review progress every five years.
Germany, onshore wind was US$80
let each country set bottom-up
To offer US$100bn a year in climate
compared with US$118 for gas and
climate measures. Either way, there
finance for developing countries by 2020,
US$106 for coal. In Europe overall,
is some confidence as 2016 begins
with a commitment to further finance after.
more fossil fuel plants are being
that the world is now in with a
decommissioned than installed.
chance of halting global warming.
Source: BBC
As renewable energy generation
‘Our analysis shows we are now in
industries start achieving economies
a low-carbon technology transition,’
of scale, they attract partners. The
argues Anthony Hobley, chief executive of think-tank
▲ Done deal
US, the EU and 14 other countries in the World Trade
Carbon Tracker and investment activist. ‘Another big
COP21 president
Organisation are negotiating a new Environmental
change is the fact that the technology in solar, wind,
Laurent Fabius
Goods Agreement that aims to liberalise and
energy efficiency and so on has matured dramatically
announces
therefore expand trade in environmental goods
and dropped in price significantly, so world leaders
success in
and services such as wind turbines and solar
see how they can do this technologically.’
the climate
water heaters. The goal is to cut the tariffs on
A 2015 study by carbon industry expert
conference talks in
environmental goods, whose trade is estimated at
Bloomberg New Energy Finance drew attention to
Paris in December
nearly US$1 trillion annually.

*
*
*
*
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At the same time, India’s prime minister
▲ Eco-activism
companies, boards and decision-makers to design
Narendra Modi and French president François
Some campaigners
and implement low-carbon economy solutions
Hollande launched a solar alliance of more than 120
dressed as angels
as part of their business strategically with a good
countries at the 21st session of the Conference of
and others laid
understanding of the risks and opportunities for their
the Parties to the UN Framework Convention on
flowers to show
specific business.
Climate Change (COP21). At the Paris summit India
support for a binding
‘Governments cannot do this alone, and it’s
committed itself to extracting 40% of its electricity
deal in Paris
vital that at a national level policy frameworks
from renewables by 2030. It plans to establish 1,000
are developed with business to deliver rational,
GW peak of solar generation capacity by 2022, and put forward
affordable and progressive action on climate change.’
the concept of a global public-private partnership to promote
Paris is thought to be the first of the 21 climate summits that
solar energy.
have been held to attract the governor of a central bank – the
The ambitious targets of the global deal struck in Paris are
Bank of England’s Mark Carney. Whereas previous summits were
likely to have a dual effect on the financial community. First,
populated by non-governmental organisations (NGOs), civil
it will rechannel a swathe of capital. After the agreement was
servants and diplomats, Paris attracted more asset managers,
signed, the Institutional Investors Group on Climate Change, a
financial institutions, accountants and CEOs than before.
group that manages €13 trillion in assets, stated: ‘There is now
Yet, Chinese and US agreement notwithstanding, the scrape
unprecedented and irreversible momentum within the global
of dragging feet is within earshot. Negotiated by national
investor community for action to curb stranded-asset risk and to
environment ministers, the agreements struck at COP21 have to
tackle climate change.’ It cites investors divesting or committing
be taken back to ministries and national governments, many of
to divest from fossil fuels – among them are French insurance
which still dish out big fossil fuel subsidies. This causes conflict.
group Axa, Norway’s state pension fund, the University of
Hobley explains: ‘A number of studies show that fossil fuel
California and the British Medical Association.
subsidies are significantly higher than clean energy subsidies. In
the Powder River Basin in Montana/Wyoming, US, the mines are
The clout of finance
operating on government land designated as coal mining land,
Second, it will engage financial organisations more closely
thus obtaining licences and royalties at a fraction of what they
with climate change mitigation. Sometimes the finance sector
should be – this makes coal much cheaper.’
can take action more quickly than governments suffering from
The organisation’s research on the Galilee basin in
political conflict. Hobley says: ‘I think that until recently the
Queensland, Australia, also found that coal would not be viable
financial markets have been ignored in this debate. A lot of
but for subsidies. Since subsidies are allowed in international
pressure has been put on companies, but everyone forgot that
trade rules, it is unlikely they will be abolished any time soon.
companies are owned by shareholders. Once the shareholders
Many countries have also held back on carbon pricing. This
and financial markets are engaged, the directors take it seriously.’ gaping hole in policy was demonstrated by the Organisation
Celine Herweijer, PwC sustainability and climate change
for Cooperation and Development (OECD) in a December 2015
partner, says: ‘An explicit reference to the role of business
study of global carbon pricing. It estimated the effective carbon
and the private sector in the agreement gives the licence for
rate (ECR) for all OECD countries along with Argentina, Brazil,
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China, India, Indonesia, Russia and South Africa. The
▲ On the march should be priced at the social cost of carbon – our
ECR was composed of carbon tax, carbon pricing
On the last day of the low-end reference figure of €30. This ideal is not
resulting from an emissions trading system, and
climate conference,
within immediate reach, and our ECR work shows a
excise taxes such as those paid at the petrol pump.
thousands
lot of progress can be made by… moving away from
The research found that 60% of the CO2
demonstrated in
zero or very low prices for very large shares of energy
emissions coming from energy use in the 41
Paris for global
use,’ says Van Dender.
countries studied was not subject to any ECR
climate justice
Some of these more recent moves show that the
measure. ‘To me, 60% is a shocking rate,’ says Kurt
door is at least open to economic decarbonisation.
Van Dender, head of tax and environment at the OECD. What’s
However, some financial experts are not expecting global carbon
more, 10% of those emissions pay a very low rate of up to €5
markets to come into full operation for a couple of decades.
per tonne of CO2, and 90% are priced below the low end of the
Taxation is therefore a realistic choice if the Paris climate goals
climate cost of CO2 emissions, which is put at €30 per tonne.
are to be met. The other option is the business angle grasped by
Although a strong carbon price is probably the fastest way to
Carbon Tracker – steering investors away from poorly performing
decarbonise economic activity, many governments have shied
oil and coal commodities.
away from levying carbon taxes and opted for carbon markets
instead. More palatable to industry, these markets can also be
Coal in terminal decline
manipulated. However, the OECD research also reveals the
Hobley says: ‘The financial analysis is that it does not make any
beginnings of a carbon tax trend: ‘Sweden and Norway were the
financial sense whatsoever to open a new coal mine now. The
first, and the Canadian state of British Columbia also introduced
only way coal mines will get built now is if government subsidies
a carbon tax in 2011. Definitely more places are introducing
underpin them because of the price. And there is mounting
carbon taxes – they are slowly developing as a trend, but it is still
evidence that coal is not in a cyclical downturn but structural
a very small share of the price signal.’ Typically, more revenue
decline.’ Pollution in China, which is by far the world’s largest
is generated from traditional fuel excise tax. Overall, many very
coal producer, is another major driver affecting this outcome.
large OECD countries set very low energy taxes.
As global trade increases, environmental businesses are
Mexico introduced a carbon tax in 2014. ‘It’s not very high,’
likely to become more powerful, and technology and project
says Van Dender. ‘They debated between cap and trade and
developers better able to flex their muscles and demand
carbon tax, and went for taxes on the grounds of it being easier
proper treatment. Meanwhile, the incompatibility of conflicting
to handle and because it’s not so easy to get the carbon trade
industrial policies will become more conspicuous now that the
going. They taxed upstream all sources except natural gas.’
Paris agreement has been sealed. ‘There’s a large degree of
Other governments have been equally bold. ‘One of the very
transparency here. Everybody will be able to see what everyone
nice features of the British Columbia tax is that it is levied across
else is doing, so it will be difficult to hide,’ says Hobley.
all industries – very broad-based. Probably the British Columbia
Yes, the international agreement is good news, but the fossil
carbon tax is closest to the theoretical ideal of the carbon tax.’
fuel dragon has yet to be slain. ■
According to OECD research, a price on carbon is the
cornerstone of cost-effective climate policy. ‘Ideally, all carbon
Elisabeth Jeffries, journalist
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Sharper reactions

With information overload the prime suspect in a study that found frequent corporate
disclosure wasn’t necessarily reflected in the share price, the question is what to cut

R

ecent research examining the link
between companies’ governance,
disclosure practices and equity
market transparency has produced some
surprising results.
The study looked at over 5,000 listed
companies in 23 countries. As might be
expected, better-governed companies
were found to make more frequent
disclosures to the market. But the
surprise lies in the finding that
better corporate governance
was associated with the less
timely reaction of share
prices. The researchers
concluded that, even if
information is disclosed
more frequently, it does
not necessarily follow
that that information is
reflected in share prices
on a more timely basis:
‘We think people are
shocked by the amount
of information produced
and they just can’t process
it. It looks like a case of
information overload.’
Professionals and
corporate governance experts
would welcome further analysis
of the study findings. ‘There are
so many things going on in a market
that it’s difficult to isolate any specific
factor as affecting the share price,’ says
Hilary Eastman, head of global investor
engagement at PwC. She also points out that
the period covered by the study – 1 January
2003 to 31 December 2008 – includes the start of
the global financial crisis, when trust in the market
collapsed. ‘So analysis of that period is difficult,’ she says.
Mala Shah-Coulon, executive director and corporate
governance specialist at EY, agrees. ‘A lot has happened
since then,’ she says, noting that in the UK, for example, 2007
saw the introduction of the disclosure and transparency rules,
including the requirement for listed companies to issue interim

management statements – an element that is no longer in force.
‘We’ve also had several revisions to the corporate governance
code,’ Shah-Coulon says. ‘A lot has changed.’
Nevertheless, the research fuels the debate about the
challenges of information overload and the responsibilities of
companies and investors to manage information flows so as to
support efficient markets.

Logjam
One of the challenges in digesting corporate information is that
it can all seem to come at once. ‘In the UK we have tended to
default to a reporting year-end of 31 December,’ says Guy Jubb,
global head of governance and stewardship at Standard Life
Investments. ‘Many annual reports arrive in a short space of time,
so we have an information logjam.’ He refers to the enhanced
auditor reports introduced in the UK, highlighting key audit
risks and conclusions. ‘There’s a significant risk that they don’t
get read in the manner that was intended,’ Jubb says. ‘Timely
scrutiny is challenging to achieve.’
One problem in addressing information overload is that
investors are a disparate group, so disclosure reduction is
difficult. ‘Different investors or analysts play different roles in the
investment chain, and they all have different information needs,’
Eastman says. ‘You might cut out something not relevant to
one party that is very relevant to someone else. I know forensic
analysts who read the annual report from cover to cover and
dissect every word. Those are the people that usually uncover
fraudulent accounting practices, so you don’t want to take
information away from them.’
Another challenge is that some listing rules and regulations
may require the reporting of potentially immaterial information.
‘Timely disclosure of price-sensitive information has been one
of the cornerstones of the London Stock Exchange listing rules,’
Jubb notes. ‘That needs to be upheld, but it’s a moot point
these days as to whether all the information that gets disclosed
is price-sensitive. In a takeover situation, for example, we get a
never-ending stream of disclosures when investors have changed
their positions by relatively small amounts. Do they make any
difference? There perhaps needs to be a greater sense of the
materiality and relevance of the information.’

Investors’ responsibilities
‘Part of the problem is that investors are investing in so many
companies,’ says Andrew Hobbs, partner, public policy and
corporate governance, at EY. ‘They have too much waterfront
to cover. That’s why proxies are used so much. The investors we
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talk to are always looking for flags – for the auditors or preparers
to disclose information in a way that flags up issues for them
on the governance side. They don’t have the bandwidth to be
investigating things themselves. But it takes two to tango. You
can’t constantly ask companies to keep on making up for their
[investors’] shortfalls. They need to invest in resources as well.’
George Dallas, policy director at the International Corporate
Governance Network, says: ‘The issue of how investors are
resourced to look after governance and stewardship is key. They
probably are under-resourced – particularly institutions with
hundreds if not thousands of holdings. How do you look after all
these companies? It doesn’t mean companies should be let off
disclosing material aspects about their businesses, but there is
also a responsibility on investors. Some will subscribe to service
providers that highlight anomalies, or they can develop other
tactics that might be risk-based. If a problem does emerge, they
then want to be able to go to a company’s public disclosures and
get a handle on what’s happening that way.’
Investors’ responsibility for monitoring company behaviour
is increasingly recognised by the spread of stewardship codes –
around 10 countries now have them. Dallas is working with the
World Bank on a stewardship code in Kenya. ‘They are popping
up all over the place, recognising that investors have rights, but
they have responsibilities as well,’ he says. ‘They’re part of the
equation in terms of what good governance looks like.’

How often?
Information overload could be partly caused by reporting being
too frequent, which is also thought by some to encourage a
short-term outlook among companies and investors. Debate
about the pros and cons of quarterly reporting has been under
way in Europe for some time. ‘Quarterly reporting can create a
lot of noise in the short term that isn’t relevant for the long term,’
says Jubb. UK-listed insurer Legal and General announced last
month that it is to stop quarterly reporting.
Dallas supports coupling six-monthly disclosure with the
principle of fair and continuous disclosure, so that if something
significant happens outside of reporting cycles it is disclosed to
everyone at the same time. ‘That’s probably getting the right
balance between having a regular reporting cycle that’s not as
short-term as it could be, and ensuring that events or actions
that pass the materiality test are disclosed even if ahead of the
end of the six-monthly period,’ he says.
Eastman, however, finds that investors express a range of
views: some want quarterly information, others don’t. Those that
do perhaps have less trust in management and are looking for
‘an early indication of something going wrong that they need to
know about’, she says.
There is little expectation that the US Securities and Exchange
Commission will remove quarterly reporting requirements any
time soon. That said, if a move away from quarterly reporting in
UK and European markets results in fewer short-term swings in
share prices, that might strengthen the argument for SEC action.
In the meantime, it may be that the need for comparability
with US companies (or others in markets that require quarterly
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reporting) creates pressure for companies to report equally
frequently on a voluntary basis, even if they are not required
to do so.
‘If you are a sell-side analyst or a fund manager in New York
following the global auto sector, you’ll have US and perhaps
Japanese companies publishing quarterly,’ Eastman says.
‘You’ll have to be really engaging with UK companies [that
don’t report quarterly] so you trust them and don’t worry there’s
something you’re missing – or those companies could end up
getting penalised. It will be interesting to see what happens to
companies that are part of global portfolios.’

Effective communication
‘Any form of communication, whether the annual report or a
trading update, has to be fair and balanced,’ says Shah-Coulon.
‘Companies need to give the reader a good sense of how the
business is performing, and how risks might affect strategies or
their achievement. It should place equal weight on good and
bad news, and shouldn’t have spin.’ ■
Sarah Perrin, journalist

Fewer surprises
Do companies with better corporate governance and
more frequent disclosures build up a stronger relationship
with investors, with the result that their share price is less
vulnerable when new information emerges?
‘Trust is partly a function of information, but arguably
it’s more a function of relationships,’ says Standard Life’s
Guy Jubb. ‘The companies that tend to get the benefit
of the doubt are those that take the time and trouble
to engage with their longer-term shareholders to set
expectations appropriately within regulatory constraints,
and invite their investors to enter a two-way dialogue
– and do so consistently over time as opposed to just
in times of need. If that is underpinned by high-quality
reporting, that bodes well for trustworthiness.’
EY’s Mala Shah-Coulon says: ‘If you have built up a
track record of high-quality reporting, you might get
some goodwill. To some extent corporate governance
is about long-term success, so I don’t expert knee-jerk
reactions from long-term shareholders to every company
announcement. There should be an element of risk
already priced in.’
PwC’s Hilary Eastman also thinks it credible that better
governed companies build up more goodwill in the
market because they are open and transparent. ‘If there
are fewer surprises, that’s because they are communicating
more,’ she says. ‘They’re engaging with their shareholders
more, so they know what’s going on. Share prices move
when there are surprises. So perhaps better-governed
companies should experience less share price volatility.’

02/2016 Accounting and Business

GL_I_Shareprice.indd 43

05/01/2016 15:55

44

Insight | Careers

Career boost

One of the secrets to success at work is to feel engaged with your job and enjoy
what you do, says Rob Yeung; plus the perfect etiquette for remote working

Talent doctor: engagement

Dr Rob Yeung is an
organisational psychologist
and coach at consultancy
Talentspace
How inspired do you feel by your
work? How enthusiastic do you feel
about it? To what degree are you
proud of what you do?
These three questions are part
of a questionnaire developed by
researchers at Utrecht University under
the leadership of professor of work
psychology Wilmar Schaufeli. The
questionnaire has been used to survey
tens of thousands of employees to
measure their level of engagement
at work. Across many studies, the
conclusions have been the same:
people who feel more engaged,
switched on and alive at work tend
to outperform colleagues who are
disengaged, stressed or wishing they
could be doing something different.

That probably doesn’t surprise you, but
it’s important, so allow me to say it again:
people who feel truly engaged by their
work perform better. If you want to do well
in your career, you must enjoy it. You have
to find your work sufficiently interesting
that you actually want to do it – rather than
feeling you only do it to pay the bills.
Unfortunately, surveys conducted
worldwide indicate that a massive
proportion of people – somewhere
between 60% and 80% – are disengaged
from their work. If you are one of the
disaffected masses, then consider this:
you’re probably never going to get
promoted. Instead, it will be one of
your engaged colleagues who gets
the exciting assignments, the corner
office and those big pay rises.

When I work with clients who
feel stuck, I offer them one of
three options. The first is to switch
employer. Start talking to recruiters
or, if advertised positions are scarce,
consider networking more. Set up
at least two meetings a week – a
coffee before work, a quick lunch, a
drink after work – to catch up with
former colleagues, clients and other
contacts. Don’t ask for a job, but do
mention that you are looking for new
opportunities and subtly remind them
of your skills and experience.
Your second option is to engage
in what organisational psychologists
call job crafting: pursuing projects
that you find either personally fulfilling
or professionally career-enhancing
in order to shape your role at work.
Take time to consider what work you
might enjoy. Think about projects that
could improve your employability
and career prospects. Ask colleagues
for ideas on how you can do more
of what you enjoy. Ask your boss or
other colleagues for that work and
make a strong enough argument that
they give it to you.
This second option isn’t easy. It will
take months, but gradually you will
find that you not only enjoy your work
more, but also get more attention for
your efforts.
Your third option is to stay as you
are. Be unhappy. Complain about how
tedious or awful your job is and do
nothing about it. If you choose this
option, don’t be surprised if it only
leads to continued misery and financial
disappointment.
So take charge. Make a plan. Figure
out what you need to do to craft the
career you desire. ■
For more information:
www.talentspace.co.uk
@robyeung
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CFO influence rises
The role of the CFO is set
to become more significant
over the next three years,
but almost one in three chief
executives feels their CFO is
not up to the challenge. These
are two of the key findings
from The View from the Top, a
KPMG survey of more than 500
executives from six continents.
Since data and analytics
increasingly drive strategy and
profits, 85% of CEOs think
CFOs can bring strategic value
by applying financial data to
achieve profitable growth. The
regulatory environment will
also have a strong influence,
with 61% of CEOs seeing
regulation as an opportunity to
derive competitive advantage.
While these findings
reaffirm the critical role that
CFOs play, 30% of CEOs
globally said their CFOs don’t
understand or assist them
enough with the challenges
they face in running their
organisations. Furthermore,
only 33% of respondents gave
their CFOs a passing grade in
talent management.

Climate change toolkit
The global accountancy
bodies, ACCA among them,
have committed to equipping
accountants with the skills,
knowledge and behaviours that
will help their organisations
respond to climate change.
In an open letter to world
leaders, the chief executives
of members of the A4S
Accounting Bodies Network
said professional accountants
have an obligation to act in
the public interest, ‘which
must now include helping
organisations to address
climate change’.
The letter continued:
‘Accounting is central to
successful decision-making
and professional accountants
can provide relevant analysis,
reporting and assurance to
help organisations generate
and preserve value, and can
therefore be influential in

The perfect: etiquette for remote working
More and more people are working remotely for a day or more each week as part of flexible
working. You shouldn’t underestimate the challenges. Remote working gives you freedom
to work at your most productive and convenient times rather than in strict office hours.
However, you still need to structure a decent level of contact with the mother ship to ensure
your work is aligned and your contribution understood just as if you were in the office.
So, set some targets each day and share them with other team members or a manager.
Keep in touch on progress and be realistic about when and what you will be delivering. And
don’t be tempted by the notion that you can work anywhere, any time. A home office or
corner, with the resources
you need to hand, will
prove invaluable. Keep
in mind also that a Skype
or video conference may
be necessary – you will
score more points if your
backdrop does not include
a stack of ironing.
Make sure your shared
calendar is up to date – and
be considerate about when
and how you get in touch
with colleagues. Firing off
queries in successive emails
after everyone else has
gone home for the day may
put people under undue
pressure to respond after
their working day is over –
and that’s no way to make
others comfortable with
the arrangement.

driving sustainable behaviours.
Acting together with
businesses, we can help to
deliver environmental, social
and economic sustainability.’

leading rather than managing,
she says: ‘They need to be
able to bring a team together
so the whole is better than the
sum of its parts.’

Investment reminder

Internal auditors top

Finance leaders in Asia should
ensure they are investing in
their continuing development,
says recruiter Hays.
‘Once people get to the
very top of an organisation, it
might seem they’ve reached
the end of their learning
curve,’ says Lynne Roeder,
managing director of Hays
in Singapore. ‘But directors
can benefit from specialised
training to help them meet
the unique demands of the
boardroom and the heavy
responsibilities they face.’
Finance directors need
to develop strong skills in

The salaries of many finance
professionals in the US are
expected to rise by more
than 4% in 2016, with internal
auditors achieving up to 5%.
According to Robert Half’s
2016 Salary Guide, next-best
expectations were for chief
compliance officers, enjoying
an increase of 4.9%. The
survey, which features salary
ranges for over 400 positions
in corporate and public
accounting, finance, banking

and financial services in the
US, found that companies
are seeking accountants
with specialised experience
in revenue recognition and
Securities and Exchange
Commission reporting. It also
reports that businesses are
struggling to keep pace with
technology and to understand
the associated risks and
opportunities. ‘In response,
they seek individuals proficient
in enterprise resource
planning systems, integrated
financial reporting systems,
cloud-computing platforms,
and information security and
data-mining tools.’ ■
Compiled by Sally Percy
For more information:
www.accacareers.com
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Howdy, partner!

In the second in a series about the strategic role of finance professionals, Tony Grundy
looks at what it means in practical terms to be a business partner

F

inance, as we keep hearing, is
well-developed strategic partner roles are a
increasingly a strategic business partner
Lights! Action!
rarity. And it’s not just something that afflicts
rather than a grudge, support function.
finance. HR, for example, often strives to be a
Catch up on
But what exactly is a strategic partner?
value-added partner but finds it hard to shift
our collection of
One definition is: an advisory unit that can
from operational issues to more value-added
Tony Grundy’s
proactively or reactively assist in the financial
interventions for similar reasons to finance.
management and
and commercial evaluation of opportunities
Partnering might mean embedding finance
strategy videos at
to improve business performance, or develop
staff in their ‘client’ organisations – in terms of
bit.ly/Grundy1
the business in new areas and directions.
physical location and dual reporting, or both.
This means finance doesn’t act only as a
Where a business is geographically spread, that
passive reporter or analyst of performance, nor
approach may have logistical advantages.
does it just turn plans into numbers; it actively contributes to the
Other choices in deploying finance as a business partner
thought process of business and commercial design. That means
include whether or not staff should be assigned to a particular
working with other areas of the business, including sales and
business department indefinitely. Doing so could enhance
marketing, operations, R&D, IT, HR and – most importantly – with
relationship-building and trust but may be too rigid. Many think
the CEO. It means putting together plans and business cases,
it is better to reallocate staff through constant rotation as a way
and helping translate these into strategic projects.
of keeping their ideas fresher.
In practical terms, having one foot in strategy and another in
But what does it all mean in practice?
finance could require your input with the following:
sales and marketing decisions on new products, markets and
New behaviours
channels, and international development
As a senior finance professional, you can’t just sit there in
operations and R&D decisions on new facilities, technology
meetings and listen, or do no more than chip in a bit to the
and processes, cost management projects, outsourcing and
conversations; you should also sometimes initiate or lead the
lean management
discussion, or act as a facilitator, perhaps putting up ideas on
IT decisions on new technologies, outsourcing and business
a flipchart or steering the debate. There might even be an
process re-engineering
opportunity to make some sparing use of financial concepts and
HR decisions on organisational changes and HR interventions
tools such as strategic gap analysis.
CEO decisions on acquisitions, alliances and divestments.
The finance professional may be co-opted onto strategic
project teams as a member or even team leader. This allows
Core activities
a finance professional to bring to bear the skills that are their
The core activities for a partnering role with the business are:
strengths – structuring, problem-solving, etc – and could involve,
ensuring transparency of financial performance across the
for example, things like acquisition evaluation, integration, or the
business
turnaround of a particular business area.
working to achieve breakthroughs and continuous
It may entail working in parallel with a group of managers
improvements in business performance with line managers
to produce a business case for investment or change, such as
jointly identifying and evaluating growth opportunities
outsourcing. Finance staff seem to struggle with this, particularly
efficiently and effectively allocating resources, particularly in
because the core paradigm of their work is so often, even today,
terms of investment and costs
management reporting. A good business case should have an
assessing and evaluating key business and financial risks, and
executive summary, key issues and key objectives, strategic
testing decisions for the mix of reward and risk
options and evaluation, assumptions and uncertainties, financial
focusing further on economic value added throughout the
projections and sensitivities, and appendices.
business and in all decision-making
It will also mean adopting a different style to the traditional
managing the finance function on a lean basis.
controller role (the ‘financial police’). The strategic partner
So how much of all this are you actually doing now as a finance
is more likely to be a catalyst (for new ideas and change),
unit? And how much transaction-specific work and routine
a collaborator (in jointly solving problems or addressing
reporting are you doing by comparison? Studies suggest that
opportunities) or a consultant; above all, they will be the

*
*
*
*
*
*
*
*
*
*
*
*
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organisation’s conscience, reminding the CEO/directors not to
overlook issues. In the latter context, an easy but highly valueadded question to ask is: ‘So what’s the one really big thing that
we have forgotten?’ You can follow that up with: ‘So what’s the
second really big thing we have forgotten?’

Turning the sceptics
If finance is a strategic business partner, the CEO can’t just use
the function as a stick to beat other departments. Where there
has been a history, and memories still exist of this (maybe under
a previous CFO), other directors may well view such a change of
emphasis with cynicism. Becoming a strategic partner is not just
about internal rebranding but real change; it’s about having a full
communication and influencing strategy to win over sceptics.
It also demands a shift in skills, as we are no longer looking at
just number-crunching. These skills might include:
commercial awareness – a good knowledge of the business
model and how it does or doesn’t add value, its value and
cost drivers, its market and the macro environment
strategic thinking and analysis – challenging skills, which
might not come naturally
influencing, facilitating, relationship development – these
demand patience, sensitivity and even flexibility, and may sit
uneasily with senior finance staff below the CFO
educational – and not just on finance matters but also on
commercial and legal issues, and external trends such as
economic and market growth.

*
*
*
*

Finally, some thought needs to be given to getting the right
staff for these roles. This is perhaps the biggest challenge of all,
as the staff already in place in the finance department may not
be capable of playing a strategic partner role particularly well.
Training and coaching may help here, as will assigning those staff
who lack the temperament to 100% reporting and control roles.
But other choices may also have to be made that natural wastage
won’t deal with.
A precondition of finance becoming a true strategic partner is
that the core reporting and budgetary systems are working well
and that users are happy with them. Otherwise there may be a
feeling among line managers that finance should be fixing itself
before it comes around trying to fix the rest of the business.
Although becoming a strategic partner might represent
a huge challenge for finance, it nevertheless offers a more
interesting and perhaps more sustainable career than that of
being a number cruncher and nothing more. ■
Dr Tony Grundy is an independent consultant and trainer, and
lectures at Henley Business School
For more information:
www.tonygrundy.com
For previous Tony Grundy articles on strategy and
management theories, visit www.accaglobal.com/abcpd
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Hiring headaches

We’ve all made mistakes when recruiting key staff, but taking the time to get it right will
save a whole lot of bother. David Parmenter shares some tips to help you avoid the pitfalls

I

Next steps

*

that the CV and the interview will be a set of smoke screens.
We need to use modern recruiting techniques such as indepth checking of references and qualifications, simulation
exercises, psychometric testing and assessment centres, and
involve members of the team who the candidate will manage.
Talk to candidates’ previous bosses and colleagues. Jack
Welch, CEO of General Electric, would call a previous
employer and ask, ‘We have Joe Bloggs shortlisted for a
general manager position. If he was re-applying for a similar
position in your organisation, would you want him back?’
Welch was surprised at the honesty: if he got a ‘no’, that was
enough for him to cease the recruiting of that candidate.
What he wanted to hear was, ‘We would love to have him
back; he made a significant contribution.’
Once the choice is made, make sure the appointee understands
the assignment. They should hit the ground running, aided by a
thorough induction and some easy goals. ■

n every workshop I ask the question, ‘Who has made
a recruiting decision they have lived to regret?’ Every
manager puts their hand up. Why does this happen?
Many will recall occasions when the interviewee has arrived
and you have not yet reviewed the CV or prepared for the
interview. This puts you on the back foot, and a smart interviewee
will be in control.
Yet recruitment should be seen as a key activity. It should be
the most invested and well-prepared exercise, for three reasons.
Firstly, it’s like putting a fence on the edge of a cliff. It’s better
to spend 40 hours doing it properly than 400 hours cleaning
up after a mistake. Secondly, you can recruit for technical skills
and, through training, improve skill levels, but you cannot
change a person’s values. If these are different from those of the
organisation, you will always have conflict. Finally, better recruits
will lead to more internal promotion, which saves costs and
maintains institutional knowledge.
Management guru Peter Drucker noted five recruitment tips:
Understand the job – not just the duties, but the skills and
expertise required – so you have a better chance of a good
fit. If you have a previously high performer in that role, model
the job on their traits. However, Drucker said you should
never give a ‘new job to a new person’. He believed that
outsiders don’t stand a chance of implementing new systems
due to concerns over change, a lack of credibility and the
overpowering nature of the default future. Instead, appoint
and train a well-respected in-house manager who has a pile
of ‘I owe you’ favours they can call on.
Have three to five people on the shortlist to maximise
your chances of the best fit. There are often only one or
two suitable candidates, but Drucker warns that this is not
enough: cast your net wider to attract more interest.
Study candidates’ performance records to find their strengths
so that you can ascertain whether they fit the job. Remember

*
*

1 As a priority, read Winning by Jack Welch and Suzy
Welch, published by Harper Business, 2005.
2 Train your managers in 21st-century recruiting techniques.
3 Email me (parmenter@waymark.co.nz) for 14
questions you should consider asking in an interview.

*

*

David Parmenter is a writer and presenter on measuring,
monitoring and managing performance
For more information:
www.davidparmenter.com
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IAS 37, Provisions,
Contingent Liabilities and
Contingent Assets, issued in
1998, substantially improved
financial reporting at that
time. Prior to its issue, there
was significant scope for
earnings manipulation as,
for example, entities could
make provisions for future
costs that were not present
obligations. IAS 37 only
allows provisions which
meet the definition of
a liability. However, the
standard is not perfect and
there are concerns about
some aspects of it.
The International
Accounting Standards
Board (IASB) is considering
amendments to IAS 37 for
several reasons. There has
been difficulty in interpreting
IAS 37 guidance on
identifying liabilities. Also,
the recognition thresholds
in IAS 37 have been
questioned, as they are
higher than in other
international financial
reporting standards
(IFRSs). In addition, existing
measurement requirements
are unclear. There is also
inconsistency in the standard,
as some provisions are subject
to outcome uncertainty and
some to existence uncertainty.
Examples would be warranty
provisions and possible
litigation damages.
The Conceptual
Framework exposure draft
is likely to have significant
implications for any review of
IAS 37 because of the change
in the definition of a liability.
IAS 37 provides guidance
in the interpretation of the
definition of a liability where,
for example, an obligation

49

Calling for clarity

The IASB is considering possible amendments to IAS 37. Graham
Holt discusses the areas that require clarification and consistency

is not legally enforceable or
is conditional on the future
actions of the entity. The
IASB is likely to wait until the
publication of the Conceptual
Framework in 2016 before any
revisions to IAS 37.
IAS 37 partly defines a
liability as a ‘present obligation
… arising from past events’.
The guidance it gives as
regards the identification of
present obligations appears
contradictory.
IAS 37 states that only
obligations that exist

independently
of the future
conduct of the
entity’s business are
recognised as provisions: if the
liability can be avoided, then
a liability is not recognised.
On the other hand, IAS 37
defines an obligating event
as one where the entity has
no realistic alternative but
to settle the obligation.
Preparers have interpreted this
statement as the entity having
a liability for obligations that
could be avoided through its

future actions, where those
actions are unrealistic.
As a result, it is often
unclear how avoidable an
obligation must be for it not
to be recognised, and this
can give rise to problems.
The IFRS Interpretations
Committee has concluded
that an entity does not have a
present obligation if it could
avoid the transfer through its
future actions, irrespective
of whether those actions
are realistic. However, the
interpretations have not

»

02/2016 Accounting and Business

GL_T_HoltCPD.indd 49

05/01/2016 15:55

50

Technical | IAS 37

populations, the obligation
is estimated by using a
probability weighted expected
value technique. However, for
single obligations the most
likely outcome may be the
best estimate of the liability.
However, even in such a case,
the entity considers other
possible outcomes.
There are different views
in practice as some think that
expected value measurements
should be used for a single
obligation that is an estimate
of the amount an entity would
rationally pay to settle a liability.
This diversity in applying IAS 37
is currently not readily apparent
from disclosures.
Although several existing
IFRSs specify the types of
costs that should be included
in measuring an item, IAS 37 is
completely silent. There is no
guidance on how obligations
to provide goods and services
should be measured. The
implications of this lack might
become more problematical

completely
clarified IAS 37.
An entity must
recognise a provision
where it is more likely than
not that a liability exists; it
is probable that an outflow
of resources will be required
to settle the liability and
a reliable estimate can be
made of the amount of the
liability. The recognition
criteria in IAS 37 have been
the subject of debate, which
has focused on the ‘probable
outflows’ criterion. The IASB
has proposed removing that
criterion from IAS 37 to make
the standard consistent with
other standards, but many
feel it serves a useful purpose.
The view of the Conceptual
Framework exposure draft
is that consistency with
other standards is not a
reason for removing the

‘probable outflows’
criterion and states
that recognition
requirements may vary
between standards.
The liabilities falling within
the scope of IAS 37 can be
distinguished from others
as generally they cannot
be measured by reference
to an observable current
market price. Moreover, there
is normally no exchange
transaction that provides a
transaction price for the liability.
Although the Conceptual
Framework exposure
draft discusses the same
recognition criteria, it does not
necessarily imply thresholds
as high as the ‘more likely
than not’ thresholds in IAS
37. The IASB is only likely
to lower existing thresholds
if there are examples in
practice of liabilities that are

The recognition
criteria in IAS 37
have been the
subject of much
debate, which
has focused on
the ‘probable
outflows’ criterion

not recognised
under the existing
IAS 37 but whose
recognition would
provide useful
information at a
cost which does
not exceed the
benefit of that
information.
The ‘more
likely than not’
threshold for recognising
litigation liabilities is lower
than the threshold applied in
US GAAP, which means that
entities recognise liabilities for
litigation that they are currently
engaged in. Entities in the US
are concerned that valuable
information would be given to
the plaintiffs if they used IAS
37 recognition criteria.
IAS 37 discusses how the
‘best estimate’ of a liability
can be determined. With large

when construction companies
start to apply IFRS 15,
Revenue from Contracts with
Customers, instead of IAS 11,
Construction Contracts.
IAS 37 does not state
whether provisions should
include costs such as legal
costs expected to be incurred
in the settlement of a claim.
Often entities do not provide
for future legal costs, as the
service has not yet been
performed. However, some
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entities do provide for such
costs where it is considered
that an outflow of economic
benefits is probable.
IAS 37 states that risks and
uncertainty should be taken
into account in reaching the
best estimate of a provision,
but does not identify the
nature of the risk adjustment.
Standards such as IAS 36,
Impairment of Assets, and IFRS
13, Fair Value Measurement,
set out the purpose of the risk
adjustment, which is to reflect
the uncertainty inherent in the
future cashflows. In the case
of IAS 37, the risk adjustment
would measure the amount it
would cost to be free of risk.
Although IAS 37 requires
discounting of future cashflows
to present value, it gives no
guidance on non-performance
risk by the entity that is the
entity’s own credit risk. Nonperformance risk is taken into
account by discounting the
liability at the entity’s own

borrowing rate instead of a
risk-free rate, and the effect
can be a significant reduction
in long-term liabilities such
as environmental provisions.
IFRSs often omit requirements
for recognising and measuring
onerous contracts with the
result that IAS 37 applies for
the purpose of recognition
and measurement of these
contracts. Examples are IFRS
15, and IAS 41, Agriculture.
IAS 37 prohibits recognition
of contingent assets, unless
the realisation of income is
virtually certain and so the
threshold for recognition of
contingent assets is higher
than the ‘probable outflows’
threshold for recognition of
contingent liabilities. However,
entities have been critical of
the timing of recognition of
contingent assets.
IAS 37 states that if it has
become virtually certain that
an inflow of economic benefits
will arise, the asset and the

related income are recognised
in the financial statements
of the period in which the
change occurs. Because of
this requirement, plaintiffs and
defendants often account for
court settlements that occur
after the year-end differently,
with defendants treating
them as adjusting events and
plaintiffs as non-adjusting
events. Although IAS 10 sets
out the way that a defendant
should treat a judgment
in a court case, it does not
deal with the impact for the
plaintiff, who needs to account
for the contingent asset.
IAS 37 states that where
some or all of the expenditure
required for settling a
provision is expected to be
reimbursed by another party,
the reimbursement shall
be recognised only when
it is virtually certain that
the reimbursement will be
received if the entity settles
the obligation. However,

establishing virtual certainty
can be quite difficult.
A car manufacturer may
have contractual rights to claim
reimbursement for specified
costs of a warranty claim from
its component suppliers.
However, because the future
claims have not yet occurred,
the manufacturer might find
it difficult to establish that
reimbursement is virtually
certain and as a result may
not recognise reimbursement
assets, even though future
inflows are both probable
and can be measured with a
degree of certainty. ■
Graham Holt is director of
professional studies at the
accounting, finance and
economics department of
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 audit, financial reporting, tax, access to finance and law

*

Audit
Audit exemption
You can find the audit
and accounting exemption
limits at www.accaglobal.
com/advisory.

Reporting
LLP SORP changes
CCAB has completed its
annual review of the LLP SORP
with the conclusion that no
major revision is required
but consideration should be
given to the changes made to
FRS102 in July 2015.
It is highlighted that:
‘Paragraphs A4.43-A4.47
of the updated
“Appendix IV: note on
legal requirements”
that accompanies the
latest version of FRS
102...further explain the
situation and provide
additional guidance
for LLPs. We would
therefore refer all of
those involved in the
preparation and audit of
LLP financial statements to
these paragraphs.
It should also be
noted that LLPs cannot
currently access the
micro-entities regime and
therefore cannot apply
FRS 105.

*

*

Some changes could
be made to the SORP
in the wake of the new
and revised standards
issued in July 2015. These
changes are, however,
minor in nature and would
not affect any of the
recommended practices set
out in the SORP.’
As highlighted in January’s
issue, the government’s
response to feedback
relating to the LLP and
qualifying partnership
consultation, and a
proposed timetable for the
laying of the regulations,
will be published within
12 weeks of the closing
date of the consultation,
which was 21 December.
This includes the audit and
accounting changes proposed
for financial years ending
on or after 1 January 2016,
which proposes increases
in the thresholds. More at bit.
ly/ccab-rev.
ACCA will be revising
the model LLP accounts
and technical factsheet 175:
Guidance on audit exemption
for companies and LLPs,
following the consultation
outcome and revisions
to FRS 102. These model
accounts are free to ACCA
members. If you would like
to pre-order the accounts
please email advisory@
accaglobal.com using the
subject line ‘LLP model
accounts pre-order’.

CAA/ATOL reporting
ACCA and the Civil Aviation
Authority (CAA) have
signed a memorandum
of understanding that
sets out obligations on
ACCA members, ACCA

and the CAA that will apply
from April 2016.
Members wishing to
undertake CAA and ATOL
reporting work are required
to register with, and
have a licence issued by,
ACCA. Some of the basic
requirements are that:
each principal in the
firm should be subject to
disciplinary arrangements;
there should be at least
one designated ATOL
reporting accountant for
the relevant category of
registered ATOL work.
The firm must show that:
it has professional
indemnity insurance at
least sufficient to cover
the liability gap in the
CAA Guidance Note
10 (the current liability
gap information can be
found at www.accaglobal.
com/advisory and

*
*

*

ranges from £250,000 to
£20,000,000);
the principal business of
the firm is the provision of
accountancy services;
it is independent of the
ATOL holder; and
it has appointed a
contact principal.
The reporting accountant is
also expected to demonstrate
competence and must:
have reviewed guidance
(including but not limited
to Guidance Note 10 –
‘Advice for Accountants’)
issued by CAA/ATOL
and their professional
body for ATOL reporting
accountants;
have successfully
completed the CAA
ATOL training package
(as updated from time
to time), and ensure
the training package
and assessment has

*
*
*
*

*

HMRC contact
As a reminder, it is important to be vigilant and know
that when contact is made by HMRC it is genuine. HMRC
publishes regular updates on how to recognise phishing/
bogus emails. View the latest at bit.ly/hmrc-contact.
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been shared with the
professional bodies within
this arrangement;
have taken and passed a
professional examination
covering assurance work
as approved by the CAA
(this may be limited to
individual modules of a
professional qualification
but which must include an
assurance qualification);
be a member of an
approved professional
body, as determined by
CAA, and hold a practising
certificate where required
by the professional body.
The individual designated
ATOL reporting accountant
must be independent of
the ATOL holder. Find out
more at www.accaglobal.
com/advisory.
As previously highlighted
we are retaining a list of
members who have indicated
that they are involved in this
area and we will send them
further information in addition
to our normal member
communications. Email
supportingpractitioners@
accaglobal.com

53
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*

FRS 101 and FRS 103
amendments
The Financial Reporting
Council (FRC) has issued
exposure drafts for its updates
to FRS 101 and FRS 103
and highlights that both are
limited amendments. The
drafts state that FRED 63
reduces costs for entities
and that FRED 64 should not
result in additional costs for
entities because it does not
require them to change their
accounting policies.
FRED 63 arises as a
result of the annual review
of FRS 101, Reduced
Disclosure Framework.
It principally proposes
disclosure exemptions
in relation to IFRS 15,
Revenue from Contracts with
Customers, and is open for
comment until 31 March.
FRED 64 meanwhile

Reasonable excuse – tax returns
You can remove tax return-related penalties if there is a reasonable excuse for not sending
the return in on time. As previously highlighted, HMRC does not require supporting
evidence to be submitted with any claim but may later ask for evidence. A reasonable excuse
is normally something unexpected or outside the taxpayer’s control that prevented them
from meeting a tax obligation. HMRC provides the following reasonable excuse examples
within the guidance they issue:
Your partner or another close relative died shortly before the tax return
or payment deadline.
You had an unexpected stay in hospital that prevented you from dealing
with your tax affairs.
You had a serious or life-threatening illness.
Your computer or software failed just before or while you were preparing
your online return.
You had service issues with HMRC’s online services.
A fire, flood or theft prevented you from completing your tax return.
There were postal delays that you couldn’t have predicted.
You can find out more, including information on businesses and individuals impacted by
recent floods, at www.accaglobal.com/advisory.

*
*
*
*
*
*
*

proposes amendments
to FRS 103, Insurance
Contracts, to reflect changes
in the regulatory framework
with the introduction of
Solvency II. The FRC highlights
that established accounting
policies can continue to
be applied. It is open for
comment until 28 February.
More at bit.ly/64-103 and
bit.ly/63-101.

Reporting: clear and
concise
The Financial Reporting
Council (FRC) report, Clear
and concise: developments
in corporate reporting, sets
out the clear objectives of
the FRC project to improve
reporting. The report
highlights that the objectives
are to encourage:
communication that is

*

focused on the needs of
the audience,
greater emphasis on the
application of materiality,
improvement in the
relevance and readability
of annual reports, and
consideration of other
channels for reporting
information.
One of the areas that causes
difficulty is the application

*
*
*

»
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of disclosure requirements,
with the FRC highlighting
that preparers are cautious
and less likely to remove what
the FRC refers to as immaterial
items. The report addresses
questions such as:
Do companies need
to provide every
disclosure set out in

*

standards or other
regulation?
Does the Corporate
Reporting Review take
the same approach to
materiality as set out in
accounting standards or
other regulation?
A useful reminder of the
importance of not cluttering

*

reports is available to all
preparers at bit.ly/frc-clear.

Tax
Consultations and
discussion documents
A number of consultations
and discussion documents
were issued late in 2015

Making tax digital
Thank you for your comments on ‘Making tax digital’. Many of you agree that there is
minimal detail on any true tax simplification measures to support businesses and reduce
cost. You have also pointed out that the measures are just an acceleration of tax payments
by business to the government. Rather than tax simplification for business, the result
seems to be that businesses will have four tax reporting dates instead of one. There is,
however, benefit for business in being able to access a digital tax account and, presumably,
manage all taxes and correct HMRC errors. The article on page 30 has more on this topic.
ACCA has sent comments to HMRC. You can view the ACCA letter at www.accaglobal.
com/advisory, where you will also find details of a parliamentary petition (petition.
parliament.uk/petitions/115895) to scrap plans forcing the self-employed and small
business to do four tax returns yearly. The petition has gathered more than 100,000
signatories and so qualifies to be debated in parliament; the debate will take place on
Monday 25 January, which is after we go to press. Meanwhile, you can continue to send
your views to advisory@accaglobal.com with the subject line ‘Making tax digital’.

with short comment times
closing in late January and
early February.
Higher rates of Stamp
Duty Land Tax (SDLT) on
purchases of additional
residential properties.
This consultation
highlights how the
additional SDLT charge
of 3% is likely to apply to
those purchasing a nonreplacement main residence
from 1 April. It includes
a number of purchasing
scenarios, guidance on
application and information
on the new 14-day
reporting regime.
For example, it states
that ‘Individuals will not be
able to elect which of their
residences is their main
residence and therefore
the treatment of a main
residence for the purposes of
the higher rates of SDLT may
differ from the treatment for
capital gains tax.’
The guidance on joint
ownership states: ‘B and C
are purchasing a property
together. This will be B’s
first property, but C owns
another property that she
is not selling. For C, this will
be an additional property
as, at the end of the day of
the transaction, she will own
two properties and is not
replacing a main residence.
Therefore, the higher rates of
SDLT will apply.’
Consultation on
abolishing Class 2
National Insurance and
introducing a contributory
benefit test to Class 4
National Insurance for
the self-employed. This
consultation sets out the
proposed structure and
working of class 4 NIC
that would follow class 2
NIC abolition. The good
news is that the consultation
closes on 24 February; it is
acknowledged that this will
be a difficult change and will
not be rushed. More at www.
accaglobal.com/advisory.
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64-8 authorisation
The interactive form and
software needed to fill in
the form can be found at
bit.ly/64-8-agent.

Hybrid mismatches
HMRC has published the
proposed clause 33 of
the Finance Bill 2016 with
explanatory notes, examples
(including financial instrument
mismatches) and a policy
paper. HMRC states that ‘this
will impact large multinational
groups with UK parent or
subsidiary companies involved
in cross-border or domestic
transactions involving a
mismatch in the tax treatment
within the UK or between the
UK and another jurisdiction’.
The measure applies to
payments made on or after
1 January 2017 involving
hybrid entities or instruments
that give rise to a hybrid
mismatch outcome.
The proposed clause is
intended to substitute Part
6 of TIOPA 2010. HMRC
describes the impact as
resulting in a ‘disallowance
of deductions where the
UK is the payer jurisdiction
in respect of a deduction/
non-inclusion mismatch.
Where the UK is the payee
jurisdiction, and the primary
response has not been
applied in another jurisdiction,
then the UK will bring the
receipt into charge.
Where a double deduction
arises, the UK will deny the
deduction where it is the
parent jurisdiction or, if the
deduction is not denied in
the parent jurisdiction, the UK
will deny the deduction as the
payer jurisdiction.’
You can see further
information at bit.ly/tax-hyb.

Access to finance
Local authorities
In the Spending Review the
chancellor of the exchequer
announced that, to support
local authorities in delivering

more efficient and sustainable
services, the government will
allow local authorities to spend
up to 100% of their capital
receipts (excluding Right to
Buy receipts) on the revenue
costs of reform projects. Draft
Guidance on the Flexible
Use of Capital Receipts has
now been issued, with further
guidance expected soon.
The guidance applies with
effect from 1 April 2016 to
31 March 2019, with the key
criterion to use when deciding
whether expenditure can be
funded by the capital receipts
flexibility being ‘that it is
forecast to generate ongoing
savings to an authority’s,
or several authorities’,
and/or to another public
sector body’s net service
expenditure’. You can see the
guidance at bit.ly/rec-cap.

Law
Insolvency
The Ministry of Justice has
announced that it is ending
the exemption for insolvency
litigation from the Legal Aid,
Sentencing and Punishment
of Offenders Act 2012. The
exemption provided that
certain costs (for example, the
Conditional Fee Arrangement
uplift) could continue to
be reclaimed from losing
defendants in insolvency
litigation. This sort of litigation
is used to retrieve money
owed to insolvent companies
by individuals or organisations
that are refusing to pay it
back. The provisions will
come into force for cases in
April 2016. More at www.
accaglobal.com/advisory.

Auto enrolment
The minimum contribution
increases have now been
aligned to the tax year.
This means that the increase
in contributions from 2% to 5%
due in October 2017 and from
5% to 8% in October 2018 will
now take place in April 2018
and 2019 respectively.

VAT on food
VAT Notice 701:14 has been updated to highlight
the treatment of Scottish snowballs. These are a
dome of marshmallow coated with chocolate or
coconut, aerated and boiled (not baked); they
have a short shelf life, harden rapidly when removed
from the packet and are zero rated. The guidance
highlights that Swedish snowballs with a longer
shelf life are standard rated. You can see VAT notices at
bit.ly/vat-notices.

Rent checks
From 1 February, anyone
who rents out private
property in England,
including those subletting or
taking in lodgers, should make
‘right-to-rent’ checks. See bit.
ly/r2rent.

Company ownership
and control: register
implementation
The government has
announced that it intends
to lay the People with
Significant Control
Regulations before parliament
in January 2016. Companies

will be required to keep a
PSC register from 6 April
2016. They will need to
send the information to
Companies House with their
confirmation statement from
30 June 2016.
The government has
also stated that it intends
to lay regulations to bring
LLPs into the PSC regime
alongside companies.
It is expected that
government guidance will
be published as Accounting
and Business goes to press;
this will be highlighted in the
March issue. ■
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Lightening the load?

HMRC plans to streamline the processing of benefits in kind for companies, but the more
frequent reporting might offset any intended reduction in the burden, says Kate Upcraft

Back in the summer of
2014, HMRC published a
consultation on a package
of measures to reform the
processing of benefits in kind
by employers (and HMRC).
The plan at that point was to
introduce a voluntary – but if
adopted, statutory – way to
process benefits in kind per
pay period from April 2016,
with a pilot from April 2015.
It is not known how many
employers volunteered for
last year’s pilot, but progress
on the live roll-out has been
painfully slow. The final
regulations were laid on 23
November, as The Income Tax

(Pay As You Earn) (Amendment
No. 4) Regulations 2015 No.
1927. See www.legislation.
gov.uk/id/uksi/2015/1927.
There was no consultation
on the significant changes
from the initial draft and,
as we go to press, still no
IT specification has been
forthcoming from the HMRC
software developer support
team. This is crucial. The final
regulations require the grossto-net engine within payroll
software to be rewritten (more
on this later), and software for
April 2016 had to be signed off
by the end of December 2015.
Quite why there has been such

a lack of momentum in this key
project is a mystery.

Why does it matter?
The lack of momentum is
even more surprising given
the importance of this
policy to three government
departments. HMRC is keen
to move to payrolling in order
to remove the resource-heavy
processing of P11Ds each
July; the Treasury would like
tax paid in-year rather than
on a deferred basis; and the
Department of Work and
Pensions could reduce the
Universal Credit bill if they
could take benefits in kind into

account in real time.
HMRC could see the 4.5
million P11Ds produced
annually reduced to as few
as 45,000 if the most popular
benefits of health insurance
and company cars were
moved to being payrolled –
quite a prize. HMRC believes
that up to 3,000 employers
are already payrolling, but
as this has always been by
informal local agreement,
there are no accurate records.
There’s already lots of interest
in adopting payrolling next
year from large employers,
particularly those who pay
an agent to complete P11Ds.
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They presumably think if
it’s done within their payroll
service, it won’t cost any
more. Where their payroll is
outsourced, they may well be
in for a surprise, as there is
potentially work to do every
pay period rather than just at
year end.

Ask first, register later
If you are one of those 3,000
existing payrollers, or an
agent looking after such
clients, you need to make
an urgent call to your payroll
software developer. A number
of the key software players
have already said they will
not be developing the new
functionality, as there is no
specification and no time. The
worry is that clients may have
completed the registration
process for payrolling with
HMRC without realising that
it requires a payroll software
upgrade; equally the 3,000
or so existing payrollers also
need to register if they want to
continue what they have been
doing for years but crucially
dispense with the substitute
listings that still had to be
submitted even if you were
payrolling.
Registration opened
mid-October and can only be
completed by an employer,
as it has to be accessed from
their business tax account
(an agent can do this if they
have the client’s ID, as some
agents do). When registering,
the default position is that all
the employees within a PAYE
scheme will have the chosen
benefits payrolled. There is
then an option to exclude
some employees for whom
payrolling may not be an
option: expats, employees on
long-term absence – basically
anyone with insufficient cash
‘headroom’ for a notional
amount to be added to taxable
pay to allow the resulting
additional tax to be collected.
Having excluded
individuals, the next step is to
select the section, or sections,

of the P11D that will move to
periods left in the tax year
being payrolled. All sections
Add this value as a notional
apart from loans, vouchers
addition to taxable pay (not
and living accommodation are
NI-able pay).
available for 2016, with the last
If the benefit value changes
three introduced in April 2017
in-year – perhaps a new car
once legislative changes have
is provided or a medical
been made.
insurance premium changes –
That must be everything
then this calculation will have
that would have been in that
to be redone. Equally, at year
section. So if, for example,
end if the predicted ‘made
you are selecting Section I for
good’ amount has not been
medical, every item in Section
possible, a recalculation will
I must be payrolled. That
be needed.
might be dental insurance,
The tricky bit for the
medical insurance and medical software developers is the fact
treatment, for example.
that HMRC wants to protect
Following registration,
employees from excessive
HMRC will remove the chosen
tax deductions based on the
benefits in kind from the
notional amount, so they
employees’ codes
for 2016/17 and
send them, and
the employer, an
If you are one of
amended code.
It’s therefore
the 3,000 existing
sensible to alert
payrollers, or
employees that
an agent for
you are moving to
payrolling and that
such
clients, you
in 2016/17 they
need to call your
may still have some
trailing tax to pay
payroll software
for any benefits
developer
urgently
reported for the
first time on P11Ds
in July 2016, but
after that the tax
on their benefits in kind will be
require the 50% regulatory
collected in-year along with
limit to be applied to the cash
the tax on their salary.
earnings value before the
notional amount is added in.
Where this prevents all the
Practicalities
Moving a year-end process to
tax due being collected, any
each pay period will require
under-deductions will have to
rewriting data flows and
be carried forward to the next
deadlines to ensure that the
pay period, even if that means
payroll department gets the
that at year end the full amount
information it needs ahead of
of tax has not been collected.
the payroll run. The legislation
Alternatively, if it is clear that
requires the following steps to
there will be insufficient cash
be undertaken to calculate the
earnings to collect the tax that
notional amount:
is due because of a permanent
Step 1: Establish the cashdip in earnings (maternity
equivalent value for the tax
or sick leave perhaps), the
year concerned
employee can be excluded
Step 2: Reduce this by any
from payrolling in-year.
amount that the employee
intends to ‘make good’
Reporting
Divide the result of steps 1
When it comes to year end,
and 2 by the number of pay there will no longer be any

*

*
*
*
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reporting requirements for
benefits that have been
payrolled. This means a mixed
economy of:
P11Ds for employees
excluded from payrolling
Partial P11Ds for
employees who have some
benefits payrolled and
some not
Partial P11Ds for employees
who were part-payrolled
and part-excluded.
It follows then that the P11D(b)
form will not balance back to
the Class 1A NI contributions
on the accompanying P11Ds,
as some of the Class 1A NI
contributions will be due on
the amounts that have been
payrolled. You might need
to design an in-year report
to accumulate this as you
go along.
You are also required by
31 May each year to provide
employees with information
about the value of the benefits
that have been payrolled. The
legislation is not prescriptive
on this, so you could provide it
on each payslip or an end-ofyear reward statement.
Where cars are payrolled, it
is important that the employer
doesn’t submit P46(car) forms,
nor the employee inform
HMRC about car changes
using the new company
car online reporting tool.
However, it has dawned on
HMRC that if cars are not
submitted on P11Ds, they no
longer get the list price and
emissions data that informs
the future of company car tax
policy. So from April 2017 a
new reporting obligation will
be introduced to capture this.
So in summary, while this
may be voluntary, those who
elect to go this way must now
follow a statutory set of rules
that need payroll software to
automate the tax calculation
correctly even for those who
think they have been payrolling
satisfactorily for years. ■

*
*
*

Kate Upcraft is a payroll
consultant
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The view from

Jenny Fenton FCCA, co-chief executive officer and head of
operations at private equity advisory firm Altius Associates
equity, especially for our large US-based
institutional investors, with deals realised at
100 times their original investment.
After a break for the birth of my first
son, I returned to the workplace and
then was asked to establish an advisory
fund for Altius, a private equity advisory
business, in 1998. When IMRO visited to
conduct a compliance inspection, I had my
son balanced on my knee!

Snapshot:
shared services
Outsourcing and shared service
models for accounting and finance
functions continue to grow in
volume. In terms of low-cost
locations for these, countries such
as India and the Philippines still
lead, but new locations across Latin
America, eastern Europe, Asia and
Africa are also in the running.
However, technology is on the
move, too. The options that robotics,
cloud-based enterprise resource
planning or in-memory processing
might provide are bringing the
discussion back to first principles: can
you automate, eliminate or reinvent
tasks rather than offshore them?
Most suppliers suggest that a
range of solutions is the best way
forward. The core proposition, after
all, remains simpler, cheaper and
more efficient processing of routine
elements so that clients can focus
on key strategic issues.
In terms of new skills, the
‘data scientist’ – a specialist who
really knows how to gain insights
from large volumes of data – is
gaining currency. And data is
also the focus for regulators. The
European Union’s upcoming data
security standards call for greater
transparency. The imperative to
know where your data resides and
how it is secured has never been
greater, so individuals who are
familiar with governance issues are
much in demand.
Simon Seymour, UK shared services
and outsourcing leader, PwC

I joined Legal & General’s ACCA trainee
scheme after completing a degree in
economics and accounting at Reading
University. I soon found myself, at 24,
managing 12 people in the insurance
division before moving into venture capital.
This led to me sitting on the board of an
investee, a precision engineering company.
They must have wondered what this
person, ‘still wet behind the ears’, could
contribute. It was valuable experience.
I applied for an FD role with VenCap
International in Oxford. I was 28, didn’t
wear a pin-stripe suit or fit their view of
what an FD should be like, and I was
passed over. However, I impressed
enough to be invited to head up their
fund investing team. The early 1990s
was a fantastic boom period for private

I have an
accountant’s
mindset and am
conservative.
Working with
others has
broadened my
outlook

We haven’t looked back since opening a
US office in 2000 and one in Singapore
in 2009. Today we employ 44 staff, have
over $35bn in assets under management
and advice and have clients worldwide,
including the UK, US, Australia, Japan,
Denmark, Germany and Sweden. Altius
advises on $3-4bn a year of commitments
into the private equity market.
Regulation will continue to be a
challenge for private equity in 2016.
We will also see an increasing focus from
the Securities and Exchange Commission
and the Financial Conduct Authority, while
the EU referendum, interest rate rises and
commodity prices in the energy sector
also present particular challenges.
I became co-CEO in 2013; together we
bring a unique blend of skills. I have an
accountant’s mindset and lean towards
being conservative, but working alongside
others has broadened my outlook.
People realise the back-office function is
important. It’s not just about investment
returns anymore; you need good corporate
governance, compliance practices
and accountants to help make strong
investment decisions.
I couldn’t have achieved all this without
the ACCA Qualification. I recommend it
to anyone going into the corporate world.
I travel a lot. There’s nothing like a faceto-face meeting, especially when pitching
for business. I’ve visited the US and
Canada at least six times in the last year. ■
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Tesco’s turnaround king

Alan Stewart faces his biggest challenge yet as CFO of Tesco, administering the financial
medicine that will get the UK’s ailing retail giant back on its feet
When South Africa-born Alan
Stewart talks about his early days
as an investment banker at HSBC,
he recalls learning some valuable
lessons. ‘Having the experience as an
investment banker from an advisory
perspective has proven very useful
in my corporate career in helping
companies raise cash,’ he says.
Fast forward 25-plus years and
Stewart will undoubtedly be calling on
those early lessons as he tackles perhaps
one of the most complex challenges of
his professional career. Today, as CFO
of Tesco, the largest retail grocer in the
UK, Stewart and CEO Dave Lewis are
spearheading what, if successful, could
be the most remarkable turnaround
story in UK history.
It clearly wasn’t only for his savvy as an
investment banker that Tesco put Stewart
in charge of its finance function. The board
wanted someone at the financial helm
with the experience to shake things up.
Known as the ‘cost-cutting supremo CFO’,
Stewart fits the bill, particularly as retail
experience figures prominently on his CV.
As far as that moniker is concerned,
Stewart’s tenure at Thomas Cook was
characterised by cost reduction in the face
of lower sales, including halving capital

Anatomy of a turnaround CFO
Alan Stewart was an investment banker for 10 years on the
advisory side. The first company he joined on the corporate
side was backed by a number of private equity firms.
‘Discovering it actually had run out of cash when it should
have been flush was a great lesson for me in terms of what
the nuts and bolts of running a company are,’ he says. ‘It was
a tremendously challenging time, but successful for me in
terms of learning about cash management. It really formed an
important part of my understanding of the CFO role.’
What inspires Stewart in his role as a turnaround CFO?
It’s really the same in Tesco as it would be in any other
company, he explains. ‘I’ve been in a number of companies,
all of which have needed quite significant change. It’s making
the necessary decisions to ensure the ongoing viability of a
company, as well as bringing value to our shareholders, that
has always been a key motivator for me.

‘There’s a lot to do in any 24-hour period. Staying focused
on immediate needs while dealing with longer-term strategic
questions is always an important balance.’
As to the key requirements of someone working in an
environment of significant change, he says: ‘First you need
to look at the big picture – the issues of capital structure,
cash and the drivers of the business. Then there needs to be
a recognition that there’s probably a lot more that could be
done than in the immediate term.’
Second, the communication of those issues is very
important. ‘In a business that is strongly people-based,
addressing the issues openly with colleagues in the first
instance, and then with the broader external stakeholders and
interested parties’, are fundamental priorities.
Success for Stewart as a turnaround CFO comes down
to managing cash, capital discipline, putting the right capital
structure in place and ‘not promising the stakeholders
too much too early’.
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expenditures and axing 2,600 jobs.
At WHSmith, Stewart and then CEO
Kate Swann were credited with turning
around the performance of the high
street chain, doubling pre-tax profits.
At the same time, he was instrumental
in developing innovative cost-saving
strategies, such as putting timers on
fridges and rerouting delivery vans.
In July 2014, Tesco managed to lure
Stewart away from Marks & Spencer, where
as CFO he arguably had the highestprofile finance job on the high street.
The Tesco group is diversified into
clothing, petrol, financial services and
mobile devices. It has more than 480,000
employees in 11 countries. It has a near28% share of the UK grocery market (as
of mid-2015); Asda and Sainsbury’s, with
16.5% market share each, are distant
seconds.

The wheels come off
When Stewart joined the company, Tesco
was in serious trouble on almost all fronts.
The rules of the game in the retail grocery
business had changed, as discount
retailers such as Aldi and Lidl, as well as
online shopping options, were gobbling
up market share quickly. Between
November 2013 and November 2015,
Tesco’s market share dropped from 30.3%
to 27.9%, whereas Aldi’s increased from
3.7% to 5.6% over the same period.
Tesco’s sales were also shrinking year
on year, as were profits, buckling under
the company’s crushing £22bn debt
burden. Sales of £69.7bn in 2014/15 were
1.4% below the preceding year’s figures,
and trading profit declined by 58.1% from
£3.3bn to £1.4bn over the same period.
Earnings per share consequently tumbled
from 32.05p in 2013/14 to 9.42p in
2014/15. By year end, Tesco would record
group losses of £6.4bn.
As if things weren’t bad enough,
the Serious Fraud Office then opened
a criminal investigation – which has yet
to be resolved – into Tesco’s accounting
practices, which produced a £263m profit
overstatement in 2014. Meanwhile, a
class action lawsuit was filed in the US
against the company and a number of its
former directors for alleged breaches of
US securities law – again in connection
with the overstatement of commercial
income. A settlement was reached in
late 2015, after Tesco agreed to pay
US$12m, with no admission of liability.
Against this backdrop, Stewart’s job is
clear: help Tesco restore competitiveness

in its UK business, strengthen and protect
the balance sheet, and restore trust and
transparency – no small feat. He says
the scale and depth of the challenge
was a surprise, ‘but the fact that it was a
turnaround was very clearly understood’.
Stewart began a comprehensive
review in October 2015 of all the costs
in the business, which ultimately led to
the decision not to pay a final dividend
in 2014/15. At the same time he will be
capping capital expenditure at £1bn for
2016, down from £2bn the year before.
The Tesco-defined benefit pension
arrangement – which as of the end of 2015
was £3.9bn in deficit – will be replaced
with a defined contribution scheme, with
the company reducing its contribution
from 11% of employee pay to 7.5%.
Meanwhile, Tesco’s assets went on
the chopping block. All three Blinkbox
businesses (movies, music and books)
and Tesco Broadband have been sold or
closed, as has its Korea-based Homeplus,
for £4bn. Tesco has also closed 43
unprofitable stores and will not proceed
with 49 new developments.
In terms of addressing the fallout
from Tesco’s accounting misstatements,
improving disclosure and transparency
has been high on Stewart’s agenda. ‘In
2015 we changed the metrics we use to
describe our performance, and we’ve
aligned our reporting into segments to
mirror the way we’re running the business.’
As to how the previous misstatements
will affect the company’s risk profile, he
says: ‘We’re still working through the
implications of that from a regulatory
perspective, and how that impacts our
overall reputation is unknown at the
moment.’ If it’s not resolved, though,
it may impact Tesco’s reputational risk
going forward, he adds.
With assets turned into a pile of
cash, pension risk eliminated, a grip
exerted on spending, and windows for
investors opened into the business’s
performance, does Stewart think he has
pushed all the right buttons for Tesco
to regain its reputational and business
traction over the coming 12 months? ‘My
focus for 2016 and beyond is to continue
to find ways to improve our business
performance,’ he says. ‘I’ll continue to
look at ways to mitigate costs, whether
that’s from energy or operations.’ ■
Ramona Dzinkowski is a Canadian
journalist and editor-in-chief of the
Sustainable Accounting Review

*

‘Always be
open to
learning
new things
– whether
that’s in
terms of
people or industries, ways of
operating, or the impact of
technology. All thee things will
impact your ability to move
through different roles.’

Tips

*
*
*
*

‘When faced with significant
change, it’s important to engage
at all levels of the company.’
‘Investors clearly look at
the experience of any
new person in the role of
CFO. Understanding the
investor community is always
an advantage.’
‘Focus on cash, and be clear
and consistent in the priorities
that you’ve set as you follow
through with them.’
‘From a leadership perspective,
being positive without being
naively optimistic is vital.’
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The chain gang

LinkedIn has evolved far beyond its original goal of being the recruitment site of choice,
with firms and individuals using it to exchange ideas and develop business opportunities
LinkedIn is the virtual reality where
hundreds of millions of professionals
from around the world meet, share and
exchange. It is no longer just a place
to find a job; it is the default social
network for today’s well-connected
businessperson.
It is the world’s largest professional
social media platform, and its latest fullyear accounts reveal that its revenue in
2014 was $2.2bn, an increase of 45% on
the $1.5bn it took in 2013.
LinkedIn’s popularity shows no sign of
slowing. In 2014, cumulative membership
grew 25% year-on-year to 347 million
members (it’s even more today – see box),
unique visiting members grew by 19%

to an average of 87 million a month, and
member page-views rose by 31%.
LinkedIn has been diversifying rapidly,
upgrading its functionality and offering
more and more services. It is growing
into a professional knowledge network,
although its aspirations appear firmly
rooted in the area of recruitment: it still
wants to realise its vision of having ‘every
job in the world on LinkedIn’.

Brand enhancer
So how are accountants and professional
services firms using LinkedIn, and are
they maximising the professional and
personal opportunities it offers? It seems
they are. Many are embracing LinkedIn as

a way of sharing information and thought
leadership, and reaching the people they
want to be connected with.
‘LinkedIn is much more than a
recruitment tool or online Rolodex,’ says
Simon Bussell, practice development
manager at accountancy firm Kingston
Smith. ‘It’s a brand enhancer, business
development tool, referral network and
information hub all wrapped up in one.’
Kingston Smith uses LinkedIn as part
of a wider strategy to strengthen its
brand and grow its business. ‘Connecting
online and offline networking is extremely
important and improves one’s social
capital,’ Bussell says. ‘While it’s important
to have an up-to-date company website,
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In numbers

*
*
*
*

LinkedIn operates the world’s
largest online professional
network, with more than
364 million members in over
200 countries.
Professionals are signing up to
join LinkedIn at a rate of more than
two new members per second.
In the first quarter of 2015, more
than 75% of new LinkedIn members
were from outside the US.
There are over 39 million students
and recent college graduates
on LinkedIn. They are LinkedIn’s
fastest-growing demographic.

we really find the benefit of LinkedIn at an
individual level, as it is often the first port
of call for contacts to look you up.’
Gábor Balázs FCCA, partner in
PwC Hungary’s Accounting Consulting
Services, says that LinkedIn has
transformed into a business tool with real
and tangible value. ‘One of my main roles
is to reach out to finance professionals
all over the world who are interested
in International Financial Reporting
Standards [IFRS]. I’m also part of our
internal “getting famous” campaign,
which aims to increase personal reach
and to build a better online presence
in the field of IFRS. The initial results
for PwC and personally for me are
very encouraging. I have made a lot of
interesting connections on LinkedIn from
all over the world, and some of these have
turned into live business opportunities.
‘I believe LinkedIn is very important
to build your personal brand. Even if
you don’t have plans at all for a career
change, it’s very important to keep an
external profile and to be known in
the marketplace. Locally, for example,
I volunteered to act as a social media
ambassador, teaching more junior
colleagues how to build a better profile
on LinkedIn. Some leaders are afraid that
their employees are only using LinkedIn
for job-hunting, but things have moved
on, and now it has become an important
aspect of any professional’s life to be seen
on LinkedIn.’
Developing the notion that LinkedIn
has a much broader role than was
probably originally envisaged by its
founders is the PwC report Adapt to
survive, which analyses two of the most

US

Europe,
Middle East
and Africa

133m

127m

Latin
America
55m

comprehensive sources of talent data
in the world: real-time behaviour drawn
from LinkedIn’s 277 million (at the time
of the research) members, and employer
information from PwC’s Saratoga
database of people and performance
metrics, which covers more than 2,600
employers across the globe.
The report concludes that online
professional networks give organisations
access to a larger talent pool and,
critically, to passive candidates as well as
those actively looking for a job. Similarly,
talented people can explore well beyond
their own borders and have access to far
more information on potential employers.

Groupies
This breaking down of industry barriers
can also be used to an individual’s
advantage in the workplace. ‘My primary
specialisation is within the telecoms
sector,’ says Balázs. ‘The “Group” feature
in Linkedin is a great tool to connect with
professionals within the same industry. I

‘It’s a brand
enhancer,
business
development tool,
referral network
and information
hub all wrapped
up in one’

Asia
South-East and Pacific
Asia
78m
15m

follow the latest trends that are affecting
the industry through Linkedin. This goes
far beyond my narrow specialisation of
accountancy and helps to broaden my
industry knowledge.’
Joseph Opeyemi Owolabi ACCA,
a consultant at EY in west Africa
championing the firm’s climate change
and sustainability services, sees the same
benefits. ‘LinkedIn helps me connect
with professionals across industries
and from diverse backgrounds and
jurisdictions,’ he says. ‘It also provides
the visibility I need to demonstrate my
competence, interests and passion
to future employers, individuals and
organisations interested in collaboration
on ethical, environmental and other
issues. I participate in groups focused on
specific industries and business issues –
such as oil and gas, financial services, IFRS
and corporate governance.’
This idea of being seen is also picked
up by Bussell. He says: ‘Visibility is key to
increasing an individual’s and the firm’s
profile, and our internal communications
strategy ensures it’s as easy as possible for
everyone across the firm to share content.
Making the best use of content by
repurposing it and sharing with different
groups and forums is also an effective way
of raising your profile.’
Owolabi agrees: ‘It provides a
platform for dissemination of ideas,
articles and other knowledge content. It
serves as a tremendous way to connect
with colleagues and friends from all
over the world, as well as initiating new
relationships and collaborations.’ ■
Beth Holmes, journalist
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Reading the signs

The workforce can be a business’s pride but also its Achilles heel, and spotting signs of
fraudulent activity within is now a requirement for many companies. Andy Sutton reports

We’ve all heard it before: an
organisation’s biggest asset is its
people. That’s because things like
innovation, problem-solving, ingenuity
and high standards are in the hands
of individuals.
So it stands to reason that while
people can be the organisation’s biggest
asset, the law of zero (all ups have equal
and opposite downs) means they can also
be its biggest liability. This could simply
be incompetence: staff who are honest
but simply not very good at what they

do or not very interested. Or it could be
more deliberate: they may be feeling
undervalued, badly treated, in debt,
divorcing or just generally cheesed off.
Many organisations now place high
importance on COSO compliance,
particularly when allied to the need to
comply with Sarbanes Oxley. It requires
users to consider ‘the potential for fraud
in assessing risks to the achievement
of objectives’.
Robust recruitment processes clearly
guard to some degree against fraud

risk within the workforce by ensuring
individuals with a wilful disposition and
poor record are not hired in the first place.
However, people can and do change,
usually as their circumstances and lives
change. From a business perspective
those changes need to be identified,
particularly in relation to how a manager
or employee changes in their attitudes
towards work. Many convicted big-league
fraudsters have no previous record or
form whatsoever; often it is a change of
some kind in their lives that is the trigger
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that different. The fraudster requires an
incentive or must be under some pressure
to have a reason to commit fraud.
Second, they have in their minds a
rationalisation for committing the act,
often driven by negative feelings or
because of an absence of any sense of
decency. The case not too long ago of the
Lloyds Bank head of fraud and security for
digital banking is interesting and provides
an insight into the mindset. The individual
was jailed for five years for committing a
£2.5m fraud and told investigating officers
she deserved the money because she
was getting up at 5.30am and returning
home at 8pm: ‘I saw the opportunity and
thought: given the hours I work, I deserve
it. If I went to work for another company I
would probably be earning four times as
much.’ This last bit was the justification.
Which leads on to the third condition:
opportunity. In many cases, absent,
ineffective or overridable controls
will eventually lead to acts of fraud,
particularly when allied with one or more
of the other conditions mentioned above.
Control overrides are interesting as,
almost by definition, they are imposed by
management, often senior management.
It is therefore essential not to have any
dubious officials in place at high levels

Many big-league
fraudsters have
no form, and
often it is some
change in their
lives that is the
trigger for them to
commit fraud
for them to commit fraud. Employee
opinion surveys may help prevent this,
but they are no substitute for a properly
conducted ongoing risk assessment.

Motive, means and opportunity
Any such risk assessment should first
consider the conditions in an environment
where fraud is likely to occur. When a
serious crime takes place such as murder,
the investigators typically focus on motive,
means and opportunity. The perpetrators
of fraud and other serious crimes are not

in the organisation. If managers are
not trustworthy, it can be very difficult
indeed to address fraud from within
the organisation. Assuming – and it’s
a very big assumption – that all the
senior management team are honest,
well-meaning and diligent individuals,
then it is perfectly possible for the
rest of the organisation to implement
an effective ongoing assessment and
monitoring process.
The basis of this process is that heads
of department and business managers

65

must have their fingers on the pulse of
their areas at all times and be able to
gauge their staff’s motivation, happiness,
demeanour, attendance and general
intent towards their daily work. Likewise,
these heads and managers must be
monitored by their superiors. The key is in
identifying changes.

Identifying changes
The first stage in ensuring effective
internal controls is to identify the areas
of the business that are susceptible
to a high degree of fraud risk. These
areas typically include wherever staff
are handling client monies, processing
receipts and payments, dealing with third
parties, exercising significant accounting
or management judgment or override,
processing accounting transactions (in
particular, posting journals), working on
debt write-offs, dealing with refunds,
controlling accounts, doing bank
reconciliations, handling cash and dealing
with vulnerable clients.
Once areas of high and medium risk
have been identified, then managers
on the ground need to assess – on a
quarterly basis at least – the current
position and fraud-risk rating by paying
particular attention to any changes
affecting their people. This will include
such things as the impact of pending
reorganisations or relocations, job threats,
absenteeism, changes in attitudes
to colleagues, usually sociable staff
becoming quiet and withdrawn, and other
behavioural changes.
This assessment process should not
replace existing anti-fraud measures
such as ensuring there are effective
whistleblowing and employee opinion
survey processes and sophisticated
transactional-level fraud detection
techniques in place. The assessment
is designed to supplement existing
processes and controls and to act as a
people control that gauges the effects of
pressure points on staff in their everyday
work. Done effectively, it is a very useful
fraud prevention measure and identifies
hot spots where risk is increasing and
performance deteriorating, and where
management action needs to be taken.
Remember, there’s nowt so queer as
folk, and fraudsters often turn out to be
the very last people you would expect to
swindle the organisation. ■
Andy Sutton FCCA, finance manager in
financial services
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Net value

For top football clubs, ticket sales are way down the list of revenue streams as they take
increasingly innovative commercial routes – from luxury clothing to hydroelectric power
At the end of last year, Liverpool FC
announced the launch of its limitededition, subtly branded, top-end
garments and luxury leather accessories
for its fanbase. Its chief commercial
officer Billy Hogan believes its
‘Signature Collection’ might be unique
within football: ‘I don’t know of any
football clubs that have these higherend product lines,’ he says.
This is just the latest development
in the diversification of Premier League
football clubs, which are finding
innovative new ways to bolster revenues.
Sky and BT Sport continue to pay billions
of pounds for the right to broadcast
Premier League, and Financial Fair Play
(FFP) continues to influence and curb
excessive club spend. But the new lines of
commercial revenue are helping in part to
offset rising wage and transfer fee costs.
Although English Premier League
clubs achieved record revenues and
profits in 2013-14, as increased TV
monies and FFP rules took effect, the 20
Premier League clubs currently spend
approximately 70% of their overall income
on wages. At that level it would mean that
around £3.5bn of the total £5bn TV money
the 20 clubs stand to receive over the
three years from 2016-19 will end up in the
pockets of players and their agents.
Infrastructure costs can be high,
too. Liverpool, Spurs and Chelsea,
for example, are spending hundreds
of millions of pounds on stadium
improvements or complete rebuilds.
But Dan Jones, head of Deloitte’s
Sports Business Group, says that despite
this, football is far from struggling. ‘With
significant future revenue growth already
secured through the recently agreed
domestic broadcast rights deals from
2016-17 to 2018-19, as well as the success
of cost-control regulations, the risks
associated with investment in Premier
League clubs seem to be diminishing.’

The gates are down
Broadcasting revenue currently accounts
for 54% of the league’s total revenue –
the highest proportion from any revenue

▲ Spurred on

A fan buys merchandise at the
Spurs stadium. The London
club is one of several in the
English Premier League that is
investing in its stadium

stream in the history of the division.
Conversely, the amount generated from
match day (primarily ticket sales) has
fallen to its lowest ever percentage. A
total of 14 of the top 20 clubs saw the
revenue they generate from matchday activities decline as a proportion
of total revenue in 2013/14, compared
with 2012/13.
This has been a steady and ongoing
trend. Whereas the top 20 clubs in
Deloitte’s Football Money League in

A total of 14 of
the top 20 clubs
saw the revenue
they generate
from match-day
activities decline
as a proportion of
total revenue

2004/05 generated around a third of
their revenue from match day, this has
now fallen to 20%. If this trend continues
– as expected – it will raise significant
questions about the nature of ticket
pricing and marketing of the match-day
experience within the business models of
the world’s biggest clubs.
While clubs continue to break new
ground in attracting record-breaking
deals with international commercial
partners and broadcasters – for whom
the live match crowd is a crucial part of
the appeal – it may be that the growth of
match day, the oldest revenue stream, is
reaching a plateau.
At the same time, the growing media
exposure and visibility of football clubs
means they have an increasing number
and percentage of fans who never or
rarely attend football matches at stadia.
While these fans do not buy tickets for
matches or merchandise from shops
on match days, clubs do have massive
opportunities to monetise by exploiting
the level of engagement they have with
their supporters, through social media
and e-commerce.
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◄ Striking a pose

Liverpool FC strikers
Daniel Sturridge (left)
and Divock Origi show
off the club’s range of
limited-edition, luxury
garments from its
‘Signature’ collection
Clubs are utilising the growth of
internet and mobile usage to sell digital
media content such as video-on demand
and video games. Manchester United,
through its international partnerships
with telecoms operators, offers digital
content to mobile devices, a revenue
stream that is now generating over £10m
a year.

Brand appeal
Football clubs are uniquely placed
to be able to transfer the use of their
brand outside of core activities given
their large and loyal following and
deeply entrenched brand qualities. As
a result, a number of clubs have been
attempting to leverage their brand
appeal outside of sports-related areas
to generate revenue from new markets
– as the launch of Liverpool’s product
range indicates.
According to a 2012 report by Value
Partners Management Consulting,
called Beating the offside trap: Driving
forward the commercial performance

of football clubs, a number of clubs
are exploring even more radical ways to
generate new revenues. These areas of
growth are varied. Manchester United
franchises its brand to a number of
branded cafés across Asia, while the
top four clubs in Turkey – Fenerbahçe,
Beşiktaş, Galatasaray and Trabzonspor
– have all launched mobile virtual
network operators.
Meanwhile, Arsenal and Turinbased Juventus have taken advantage
of their respective moves to new
stadia in recent years to invest in
the real estate business. This has
enabled them to generate significant
additional revenue from non-football
activities. Arsenal continues to take
advantage of its location in a desired
area of London to capitalise on the
booming housing market. The club

earned £156.9m from its property
development business in 2010 – the
equivalent to 70% of turnover from its
football operations.
Back in Turkey, Trabzonspor has
pursued an even more radical opportunity
by developing a hydroelectric power
plant. The club has invested over £35m
into the scheme and expects the new
facility to generate £6.5m a year in
additional revenue – significantly more
than the club generates through ticket
sales and shirts.
While these launches are innovative,
they are just the beginning. As wages and
transfer fees continue to climb, the desire
of clubs to generate additional revenues
will continue unabated in increasingly
unconventional ways. ■
Alex Miller, journalist
For more information:

See Tony Grundy’s video on ‘Arsenal and the business of football’ at
bit.ly/acca-grundy
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The view from

Paul Ronald FCCA, deputy director of finance at
Hertfordshire Partnership Trust and HFMA award winner
our long-term strategy. We spend a great
deal of time building collective ownership
of key decisions and in spreading
understanding of the implications.
As deputy director of finance, my
role is focused on managing internal
relationships, allowing executive directors
to look outwards and forwards.

Snapshot: government
companies
When the coalition government
abolished 285 quangos, it also
created 173 new public bodies, 66 of
which were registered as companies.
There are several advantages in
operating some functions through
companies. Breaking up a large
department into smaller units can
create greater clarity of roles and
costs. Their formation as companies
can be a precursor to privatisation,
and several companies spun out of
public bodies are now privatised. In
some instances, staff can be given
an equity stake in the company,
giving an incentive to improve
performance and efficiency. On the
downside, the use of arm’s length
or privatised companies can reduce
transparency and accountability.
Ronnie Patton FCCA, senior
lecturer in professional accounting
practice at Ulster University and a
member of ACCA’s public sector
panel, says: ‘There is a likely closing
of the gap here between public
sector culture and commercial
culture. This heightens the need
for accountants in such roles who
have commercial acumen. ACCA
students and members would be
well positioned to take up such
opportunities.’
According to the National Audit
Office’s Companies in Government,
there were 3,038 companies in
government as at March 2014,
2,591 of which were academy
trusts running schools. However,
the whole of government accounts
identifies just 69 companies.

My average day involves meetings
with senior managers within the
trust where we review progress – for
example, on key projects, tenders,
bid applications and performance
reviews. I will work with the finance
and performance teams on developing
our systems, particularly on service
line reporting and creating a business
intelligence system. I am discussing
with peer trusts the development of
benchmarks and use of data. I set aside
time – usually in the evening – to read
reports from Monitor (the foundation trust
regulator) and elsewhere.
I am responsible for overseeing the
financial and operational performance
of the trust. I advise and work with
clinical and corporate teams to deliver

The size of many
trusts’ deficits
could engender
a feeling of
hopelessness, so
a key challenge is
to maintain focus
on finance

The size of many trusts’ deficits could
engender a feeling of hopelessness,
so a key challenge is to maintain
focus on finance and our collective
responsibility. We also have the
challenge of working across organisational
boundaries to collaborate. After years
in which the focus was on organisations
working independently, with highperforming bodies expanding thanks to
the levers of PbR (payment by results)
and patient choice, this represents a
significant change.
I’d like to improve the quality and
collection of our performance
information. I’d also like us to be more
effective at making decisions across
organisational boundaries. An increasing
challenge is how we support innovation
and change with less funding.
Over time I have learned the need
to engage people in order to deliver
change. I once believed that the strength
of the argument was all that mattered,
but you need to stand in others’ shoes to
get their perspective, understand their
concerns and find out what matters most
to them.
My biggest professional achievement
came in 2012, when I won the
Healthcare Financial Management
Association’s Deputy Director of
Finance award. We also won the HFMA
Finance Team of the Year for our work
on year-end accounts processes. That was
a great night – although I suffered the
next morning! I still play five-a-side
football at work and tennis. My grandchild
keeps me young and imparts new wisdom
to me every day. ■
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Disruptive forces at play

An ACCA-sponsored report looks at the potential of big data to transform the way
higher education is delivered. Anthony Walters and Ros Goates explain
With current public debate firmly
fixed on the structure and funding
of education, you could be excused
for missing the revolution happening
in higher education. This has been
simmering away for a while now,
with some institutions seizing
ground early on and others following
more tentatively. This particular
revolution isn’t about independence,
funding or governance, although it
could have an impact on all three.
It’s about data – big data.
Disruptive technology and advances
in data gathering and analytics are likely
to bring about some of the biggest
changes seen in the higher education
sector since the web became mainstream
in the 1990s. Harnessing technology and
data will give higher education institutions
and their students a level of insight and
understanding of their performance that
has never been seen before – whether
that’s understanding which courses,
or course combinations, lead to which
career destinations, or using algorithmic
data to provide students with tailored
virtual coaching. The opportunities
seem endless, but the true impact of this
revolution is still unknown.

Understanding the scale
To learn more about what the future
might look like, ACCA has funded an
independent inquiry into the likely impact
of disruptive technologies on the higher

Harnessing
technology and
data will give
higher education
institutions [an
unprecedented]
level of insight into
their performance

education sector in the UK. It looks at the
potential of data and related technologies
to transform the way higher education
is accessed, delivered and managed in
what could be one of the biggest changes
to the sector since its creation, let alone
since the 1990s. The inquiry investigates
how the higher education sector is
using – and could be using – data and
digital technologies to enhance teaching
and learning, and create more efficient
business and delivery models.
The inquiry looks at what is already
happening in the sector and provides
an insight into how institutions use data
and digital technology. The research also
looks at how higher education is likely
to evolve in a future, data-driven world,
identifying the possibilities for the sector
and making recommendations about
where it could and should be in five to 10
years’ time. Putting students and learners

at the heart of the inquiry, it also looks at
the policy issues around privacy and the
regulation of data analytics and usage –
the ethics of big data.
The inquiry concluded as AB went
to press, and a full report was due to be
launched in parliament in January. Watch
this space for further insight into what
the future might look like. n
Anthony Walters is policy manager, and
Ros Goates is public affairs manager,
at ACCA
For more information:
Visit accaglobal.com/ri to read
the inquiry’s findings on big data
in higher education
See also the ‘Back to basics’ article
on data analytics on page 76
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Cabinet
minister
Kitchens business Poggenpohl may be
part of the large Nobia group, but its
finance function, under FD Sharon Wallis
FCCA, is as nimble as any SME

Poggenpohl kitchens are
renowned for their simplicity
and minimalist design. With
their soft-closing doors and
drawers, handles seem to
be treated by the designers
as an unbearable visual
intrusion. If you can afford
a Poggenpohl kitchen, you
can have one in almost any
colour combination you like,
although classic white and
grey are the best-selling
liveries. You get the idea.
Poggenpohl is rather like
a perfectly structured set of
accounts, a balance sheet that
whispers its symmetry. But
a kitchen serves no purpose
without food, and Poggenpohl
UK’s FD Sharon Wallis knows
that the accounts serve no

purpose unless they are useful
to the business.
‘A lot of people just focus
on the numbers,’ she says.
‘But you need to be able to
understand the business and
the operation because the
numbers alone don’t always
give you the right answer.’
Poggenpohl sells through
three channels: its own studio
outlets, independent dealers,
and projects with property
developers keen to promote
Poggenpohl kitchens as part
of an upmarket offering.
If a particular studio is
underperforming, Wallis
is clear that she needs to
understand exactly what’s
been going on – personnel
changes, for example, or, as in

2008

Promoted to finance director

2006

Joined Poggenpohl UK as financial
controller

CV

2005

Qualified with ACCA

2000

Trainee with Holmes Peat Thorpe in Milton Keynes

the recent case of the London
Waterloo branch, a two-month
closure for the total refit of a
new ‘concept’ kitchen display.
‘You need to understand
in moving forward how that
is going to affect your results,

and not just make a decision
based on what the numbers
say at this point in time,’ she
points out.
Like a good cook who
loves to welcome dinner
guests, Wallis also ensures

»
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1892

Poggenpohl Möbelwerke founded

1

Number of factories that make
Poggenpohl kitchens

Basics

15

Years since Poggenpohl was acquired by Sweden’s Nobia

SEK17bn

Nobia’s market capitalisation on the Nasdaq
Stockholm market – equivalent to £1.33bn

that financial information is
shared and understood across
the business. ‘We’ve tried
to be a lot more open with
results and key performance
indicators to try to encourage
[studio managers] to be
more responsible for them,’
she explains. ‘If everybody
is working towards the same
goal and they understand it,
you’re much more likely to
achieve it than if it’s just the
management team leading,
with everybody else coming
in behind.’

Part of the family
Poggenpohl UK is part of the
123-year-old German parent,
Poggenpohl Möbelwerke

with the other brands in
Nobia’s portfolio (the rather
larger but cheaper Magnet is
one of them). Just a few things
such as insurance are dealt
with by group head office.
But Nobia has cash and is
eager to spend it, so Wallis
is on the lookout for more
business growth opportunities.
‘There are many parts of
the UK where it would be
good for us to have a studio,
so it’s just finding the right
individuals and the right
property,’ she says.
Budgeting is another
top-of-agenda item for Wallis.
In Poggenpohl’s market, the
retail business is ‘reasonably
stable and straightforward’,
though the period before the
May general election last year
was ‘a challenge’.
Trickier to predict is
contract work. It’s keeping the
kitchen-maker busy, but it’s not
entirely within Poggenpohl’s
control, so timings can slip and
a project may not complete
till the subsequent reporting
period. ‘That’s the name of the
game, but it can be difficult
to manage,’ Wallis says.
Head office understands that,

‘You need to be
able to understand
the business and
the operation
because numbers
alone don’t always
give you the
right answer’

in Herford,
Westphalia, which
in turn is owned by
Nobia, Sweden’s
SEK12.4bn
(£975m) revenue
multibrand kitchen
retail group. But
Poggenpohl in the
UK has the look,
feel and finance
function of an SME
– apart from the fact that the
core of its financial reporting
system is SAP. The UK head
office is literally ‘above
the shop’, upstairs from the
high-street studio in St Albans,
Hertfordshire.
There’s a very small finance
team, and very little interaction

she adds, so from a targets
perspective, the important
thing is to be ‘demonstrating
that we’re doing everything we
need to be doing’.
The endless reporting
deadlines are, Wallis says, the
worst part of the job, although
they’re to be expected.

‘Probably the best part of the
job is seeing the business
grow, and seeing our efforts
and the efforts of the people
I work with being successful,
and achieving our targets.’

Sharing in success
She draws a distinction
between her time at
Poggenpohl and her
previous role with a small
local accountancy firm,
Holmes Peat Thorpe, where
Poggenpohl was a client.
‘As a practitioner you work
for the client, but you’re not
part of their success,’ she
says. ‘You’ve helped them in
terms of making decisions
and giving them information,
but you can’t influence.
Here I’m able to influence
situations and help people
to make decisions, and then
see them work and improve
our business.’
But her time at the firm
was ‘amazing’, she says. ‘They
supported me throughout
all my studies, exposed me
to a lot of different areas
– management accounts,
auditing, VAT, tax, cashflow,
budgeting, all sorts of
forecasting and client
interaction. They effectively set
me up for life.’
Her ACCA Qualification,
she says, generates
opportunities. ‘It opens doors
for you. I wouldn’t have any
worries that I wouldn’t have
a lot of opportunities if I ever
moved on from Poggenpohl.
I think it also gives you
confidence in your decisions
because you know that you’ve
got the knowledge, and ACCA
provides all the training.’
The Qualification’s strong
ethical thread also helps,
she says, when there are
commercial pressures ‘to make
the decision that’s right, not
the decision that somebody
may want’.
Just like the kitchens, then:
clean, simple and true. ■
Andy Sawers, journalist
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Back to basics

In the latest in our ‘all you ever wanted to know but were afraid to ask’ series, we look at
what big data and data analytics actually are – and what they mean for the profession
This year marks the 400th anniversary
of Shakespeare’s death, and one of
the most frustrating things is how
little we know about the most famous
playwright who has ever lived. The few
facts we do know are gleaned from
the rare moments when Shakespeare
popped onto the radar of officialdom
– court cases, house purchases, his
baptism, his marriage, his funeral. The
paper trail is scant.
For any aspiring world-class playwright
born in Stratford-upon-Avon today it
would be a very different story. From
medical records to shopping habits to

what they think of Zayn leaving One
Direction, just about everything they
did would leave a digital trail thanks to
‘big data’ – volumes of data so massive
and heterogeneous they require a new
generation of techniques and tools in
order to be analysed effectively.
Modern technology has brought about
this explosion in the quantity of data.
According to IBM, 2.5 quintillion bytes of
data are generated every day – and 90%
of all the data that exists in the world has
been collected over the past two years.
This vast volume of data falls into
two broad categories: structured

and unstructured. Structured data is
anything that is or can be contained in
a row-column field, such as a database
or spreadsheet (so far, so comforting).
But most data (three-quarters of it, in
fact) is unstructured – word-processed
documents, photos, emails, Facebook
updates, digital conversations, tweets,
browsing history, GPS signals, and so on.
An eye-watering volume of customer
information is collected by companies and
organisations every day. But all this big
data is only useful if there is something
that can be learnt from it – and that is
where data analytics comes in.
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Breaking it down
Data analytics allows companies to gather
historic, real-time or predictive insights
from electronic data that can be internal
or external to the organisation; it uncovers
hidden patterns and correlations that
allow companies to make better business
decisions. Unless you are determinedly
off-grid, you will see data analytics in
action every day. Those adverts that
appear on every web page you visit?
They are the result of data analytics – an
algorithm is furiously analysing your
browsing history, selecting and showing
you ads for things that it thinks you might
like to buy.
Annoying as it is to be offered a
mobility scooter because you once
bought your mother Saga insurance,
data analytics vastly improves many areas
of our lives. For example, IBM’s Watson
initiative – essentially computers that
learn from experience – is being used in
diagnostic medicine, in some cases to
predict infections in premature babies
before symptoms even appear. Traffic
flows in major cities are regulated using
predictive and time-sensitive information,
including weather reports and social
media information. And Toyota has just
launched a trial service in Japan that uses
data analytics to predict the likelihood of
serious injury during a car crash, relaying
that information to nearby hospitals to use
in deciding whether to dispatch ground or
air ambulances.
Accountants are comfortable with
data – the profession runs on it. Even
basic electronic spreadsheets are
analytical tools. However, accountants
deal principally with structured data – less
than 5% of the world’s unstructured data
is proactively managed – so the question
is, what does the profession gain from
jumping aboard the big data bandwagon?

Those adverts
that appear on
every web page
you visit? They
are the result of
data analytics

Key facts

*
*
*
*

2.5
quintillion
bytes of
data are
collected
every day.
Only about a quarter of all
data collected is structured
data – held in a set of
structured fields as in a
database or spreadsheet.
Data analytics provide historic,
real-time and predictive
insights from data.
The greatest use of analytics
in the finance profession has
been in audit.

Impact on the audit
So far, the biggest impact of data
analytics has been felt in internal audit
and its ability to allow organisations to
continuously monitor indicators and
identify risks. External auditors have
been slower to catch up, but analytics
has greatly improved the process in three
main areas:
Analytical software allows auditors to
test full datasets rather than sampling.
It makes it much easier to identify
anomalies and areas of risk. Auditors
can easily search a dataset for
duplicate invoices, journal entries
made at suspicious times, or
payroll payments made to fictitious
employees, for example.
It leaves a clear audit trail.
As the use of audit analytics spreads, it
is changing the audit profession. The
processing side, for example, can now
be done by software or shared service
centres, leaving auditors to concentrate
on what they see as value-added services,
such as identifying inefficiencies and
helping clients to manage risk.
The consensus is that external auditors
still have a lot to do to make the most
of data analytics (see ‘Big data auditing
dynamite’, AB, page 18, February 2015
– at bit.ly/AB-bigdata). In particular,
tapping external, unstructured data –
comments on social media, for example
– could alert auditors to a problem within
a company. For now, though, the focus

*
*

*
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is predominantly on internal information
provided by the company itself.
As far as companies are concerned,
data analytics has huge potential. A
2013 study by management consultancy
Bain found that large companies that
had adopted big data analytics early on
were significantly outperforming their
competitors, financially and operationally.
Data analytics in a corporate context
means anything from tracking the clicks
on a homepage to mining customer
transactions for insights, and analysing
management and financial information.
Analytical tools allow companies to gather
data quickly and efficiently from a wide
variety of sources and functions for use as
a basis in making forecasting, budgeting
and operational decisions – all with the
confidence of traceability and, as long
as the raw data itself is reliable, accuracy.
Finance teams regularly need access to
non-financial information (such as sales
data) for forecasting and budgeting,
and data analytics provides the power to
accurately collect and collate everything
they need in one place.
A survey of 435 global CFOs by
the cloud performance management
company Adaptive Insights showed how
important data analytics has become to
finance departments. The survey, for the
third quarter of 2015, found that a third
of CFOs expect the amount of data they
manage to increase by 50% over the
coming five years, and 41% said that their
finance team already manages data from
between three and five source systems.
The nirvana for CFOs, added the survey,
was a set of consistent and accurate data
providing a comprehensive picture of the
business and which could be used as the
basis of all decisions.
In terms of evolution, we are still in
the Ice Age of analytics at work and in
our wider lives. Used wisely, analytics
can bring huge benefits. For many, the
only question is whether handing over
personal information in the process is a
worthwhile trade. ■
Liz Fisher, journalist

Analytics analysis
See EY’s global head of
assurance on how data analytics
is affecting audit and the wider
profession at bit.ly/ACCA-playlist.
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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 some highlights of upcoming events
England
How to promote you
and your business using
social media

9 February, Canterbury, free
Learn all about what social
media is and how you can
start using this communication
tool in your business. Discover
what your goals and objectives
are and what you would like to
achieve with social media.

Cloud accounting

10 February, Croydon, free
Opening with a brief
explanation of the cloud,
this event will explain what a
hosted desktop is and how
the two are linked. It will
look at the potential benefits
of a hosted solution and
also address some of the
common concerns regarding
cloud computing and hosted
desktops, dispelling any
misconceptions, most notably
with regards to data security.

Auto-enrolment

10 February, Dudley, free
This event will begin with an
overview of auto-enrolment,
before examining procedures
and steps, classification of
employees, submissions and
how to use Sage when dealing
with auto-enrolment.

From boot room to
boardroom

11 February, Leicester, free
Leon Lloyd is a retired sports
professional and entrepreneur.
He played rugby for Leicester
Tigers for 14 years, winning
11 trophies and playing for
England. Lloyd has gone on
to build a successful business
career off the pitch and will
discuss highs and lows in

professional sport, teamwork,
dealing with setbacks and
planning for success and
career transition.

Bank of England update
16 February, York, free
Juliette Healey, Bank of
England agent for Yorkshire
and Humber, will cover the
state of the economy and
the economic outlook. The
presentation will be based
on findings from the latest
Inflation Report, which will
have been published at the
beginning of February.

How to communicate
like a star

23 February, Hull, free
You can’t not communicate.
Whether you are in front of
one or one thousand people,
every word you say and move
you make is being interpreted.
Learn why being authentic is
the most effective tool in your
toolkit, how to speak to your
audience’s hearts and not just
their minds, and how to banish
your nerves and make your
audience love you.

Scotland
Wake up to Holyrood
– election hustings in
Scotland

Edinburgh: 19 February
Glasgow: 26 February
Aberdeen: 4 March
Join ACCA Scotland and the
Institute of Directors Scotland
before the country goes to the
polls in May to determine the
next government. Who will
have the best policies to take
Scotland forward? This is your
chance to hear, and question
first-hand, candidates from
each of the four main parties.

Career development webinars
During 2016 you can benefit from a new series of 21 free
one-hour webinars that focus on career development,
technical issues and business-related case studies.
During February you can join the following career
development webinars:
Moving your career forward in 2016, Thursday
18 February (12.30–13.30)
Women on boards – seven reasons why being on
a board is good for your career, Friday 19 February
(12.30–13.30)
How to promote yourself as a credible business
adviser, Wednesday 24 February (12.30–13.30).

*
*
*

Wales
ACCA Wales and CMI
Cymru St David’s Day
Business Breakfast
1 March, Cardiff
Join 250 professionals from
across Wales to network,
entertain contacts and start
St David’s Day in style.

Professional courses
Saturday CPD
conferences for
practitioners

Birmingham, Bristol,
Glasgow, London,
Manchester, Sheffield and
Swansea: from February

This series of three
conferences is the ideal way
to keep your professional
knowledge up to date
and get your CPD without
disrupting your working
week. Conference One
will focus on: VAT update;
essential law update for
practitioners; National
Insurance contributions,
PAYE, P11Ds and benefits
refresher and planning; and
specialist accounting. ■
For more information:
For details of these
events, go to: members.
accaglobal.com
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Rulebook changes

Changes have been made to the 2016 edition of the ACCA Rulebook,
including consent orders, disciplinary, and membership regulations
Policy decisions, legislative
and regulator requirements,
and changes to the IESBA
(International Ethics
Standards Board for
Accountants) code of
ethics all require changes
to be made to the ACCA
Rulebook. Here are the
changes made to sections 2
and 3 of the 2016 edition.

Section 2 – Regulations
In suitable circumstances,
the availability of consent
orders may provide a more
nuanced set of outcomes to
investigations. The regulations
most affected by the
introduction of consent orders
in 2016 are the Complaints and
Disciplinary Regulations (CDRs)
and the Regulatory Board and
Committee Regulations.
In relation to the audit
qualification, changes made
in the 2015 ACCA Rulebook
amended the timescales within
which a student is required
to complete the ACCA
Qualification examinations to
achieve ACCA membership.
Further changes have been
made to the annexes to the
Global Practising Regulations
for those members wishing to
apply for the audit qualification.

Notice period
Amendments have been
made to the notice provisions
contained within the CDRs
and the Authorisation
Regulations, enhancing
consistency throughout the
regulations and providing
opportunities for greater
efficiency. ACCA must now
give relevant persons 28 days’
notice of hearings of both
the Disciplinary Committee
and the Admissions and

Licensing Committee. The
relevant person will then have
to respond at least 14 days
before the hearing.

Publicity provisions

*

Throughout the disciplinary
and regulatory regulations,
the publicity provisions have
been clarified to remove any
requirement for the committee
to determine whether to
name the relevant person.
This brings ACCA in line with
regulators, adheres to current
case law and the principles
of open justice, and enables
hearings to run more efficiently.
Provisions relating to open
hearings and private hearings
have also been simplified.

Other changes
Some other changes to be
found within section 2 of the
2016 ACCA Rulebook are
worthy of mention here:
Membership Regulations
To reflect the changing
roles of accountants and
the different skills sought by
employers, changes have
been made to the practical
experience requirement in
order to become an ACCA
member or a Certified
Accounting Technician.
Global Practising
Regulations It is now made
clear that bookkeeping
services are excluded from
the meaning of ‘public
practice’ for the purpose
of the Global Practising
Regulations only. Therefore,
bookkeeping would be
considered to be public
practice for the purposes
of the Code of Ethics and
Conduct. In Annex 2, it is
clarified that insolvency
practice falls within

*

*

*

the meaning of ‘public
practice’, and the definition
of ‘insolvency practitioner’
has been refined.
Complaints and
Disciplinary Regulations
The detailed provisions
relating to consent orders
are to be found within
regulation 8. Other
changes serve to clarify
the procedure for the
amendment of allegations.
These include a power
for the chairman alone
to be able to consider an
application to amend the
allegations in advance
of a final disciplinary
hearing. This helps to
avoid applications taking
up valuable hearing time
unnecessarily.
Interim Orders
Regulations The changes
to these regulations include
an express provision to
enable an Interim Orders
Committee to proceed in
the absence of the relevant
person where appropriate
notice has been given.

Section 3 – Code of
Ethics and Conduct
In addition to the changes
required to reflect
amendments to the
independence requirements
within the IESBA code, a
change has been made to
the internal complaintshandling procedures (within
section B9) to meet the
requirements of ACCA’s
authorisation as an Alternative
Dispute Resolution body. ■
For more information:
A detailed explanation of all the above changes is
available at www.accaglobal.com/rulebook
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makes mapping
accountants’ skillsets a
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ACCA member
benefits
Employability
Membership improves
earning power and job
prospects on a global
scale.
Influence and
representation
Members play key
roles in representing
and developing the
profession, backed by
cutting-edge research.
Knowledge and
connections
Keep up to date with
our publications and
social media feeds. Our
events let you network
with a large peer group.
Personal development
CPD, training and career
progression support.
ACCA Careers
Our careers 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-X goes global
The success of ACCA’s open-access online courses has led to
expanded rollout, bringing flexible learning to a wider audience
After piloting three paid-for
online accountancy courses
last year, ACCA has now
made them available in more
than 190 countries.
Since the ACCA-X online
tuition programme was
launched in spring 2015 in
Bangladesh, India, Nigeria
and Zambia, it has had nearly
68,000 enrolments.
The paid-for courses
are Accountant in Business,
Management Accounting and
Financial Accounting. All three
form part of ACCA’s Diploma
in Accounting and Business,
which can be earned by
registering for and passing the
three papers linked to these
courses, plus a Foundations in
Professionalism module. Each
course costs US$89.
There are also two free
ACCA-X courses: Introduction
to Financial and Management
Accounting and Intermediate
Financial and Management
Accounting.
The courses appeal to a
range of ages. The average
is 29, with 33% aged 25 and
under, and 13% 41 and over.
The reasons students sign
up with ACCA-X range from

needing new skills or starting a
business to returning to study
after life-changing events.
One student said: ‘I live
in Kabul, Afghanistan, where
financial and management
accounting courses are not
available, so the best way to
study for me is online.’
Another said: ‘Due to a
near-fatal accident in 2010, I
need to slowly retrain. Prior

to my accident I had achieved
an MSc in high-performance
computing and an MBA. I now
need to study within the safety
of my own home and at a pace
I am capable of.’
Delivered on the nonprofit edX learning platform
founded by MIT and Harvard,
ACCA-X’s open-access courses
are developed by education
provider Epigeum.
For more information:

See why Dinara Auyelbekova from Kazakhstan, winner of
ACCA-X’s YouTube testimonial competition, loves ACCA-X
at bit.ly/I-love-ACCA-X
Watch the ACCA-X demo video at bit.ly/ACCA-X-2

It’s all in the mind
Mindfulness is the new ‘must have’ for executives, supporting self-regulation, promoting
effective decision-making and protecting them from toxic stress, says a new ACCA report.
The report, CFOs and the C Suite – Leadership fit for the 21st Century, challenges the
assumption that traditional leadership training is sufficient to prepare the C-suite (executive
leadership team) for today’s environment. It puts forward the case for mindful leadership,
supporting sustainable behavioural shifts, enabling better decision-making and preventing
damaging corporate scandals.
‘Businesses are now operating in a brave new world where the only certainty is that
nothing is certain,’ says Jamie Lyon, head of corporate sector at ACCA. ‘Technology in
particular has increased the pace of change exponentially. In this new environment, the
ability to focus on what is important has become a prized commodity for the C-suite.’
See the report at bit.ly/22kLEdD
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