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Taxes, treasures and technology

I’m sure we’re all eagerly 
anticipating this month’s 
Budget, where news can 
be expected from the 
chancellor on pensions tax 

relief, benefi ts in kind and digital tax accounts – and perhaps 
some as yet ‘untrailed’ changes that seek to address the 
current political and economic uncertainties. Meanwhile this 
edition of Accounting and Business looks at some of the tax 
credits that are out there already but underused by small 
and medium-sized companies. SMEs may not think that these 
breaks apply to their business, but they could, in fact, make a 
real difference to their bottom line. See page 29.

We also hear from the FD of ‘the loveliest castle in the world’ 
– to use historian Lord Conway’s memorable phrase – about 
transforming the money-pit that is Leeds Castle into a successful 
visitor attraction. If you thought the task of keeping your own 
home in good working order was onerous, spare a thought for 
Robin Richman FCCA, who explains in the interview on page 12 
how the £9m annual revenues of this 900 year-old monument 
translate into £500,000 profi t after non-recurring maintenance. 

Speaking of the family silver, we look at the government’s 
programme to sell off public assets and where the proceeds 
might best be invested (page 68).

We also catch up on some technological developments in 
a couple of features. Our article on business ‘disruptors’ (see 
page 20) considers this possibly overused term – which has 
come to describe all sorts of innovations that may or may not 
be around in fi ve or 10 years’ time – and seeks to weed out the 
genuine game-changer from the fl ash-in-the-pan. Meanwhile 
the latest feature in our ‘Back to basics’ series looks at search 
engine optimisation and how, by using a few relatively simple 
techniques, you can help move your company’s website up the 
Google search rankings, which should enable more potential 
customers to fi nd you – see page 64.

Finally, this month sees the annual celebration of International 
Women’s Day. Watch out for the #clearthepath campaign on 
ACCA’s social media, including LinkedIn, Twitter and Facebook. 
We will be featuring updates on ACCA’s activity on the day, 
Tuesday 8 March, in the next edition of AB.

Jo Malvern, editor, joanna.malvern@accaglobal.com
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Channels and media

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

AB hub
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www.accaglobal.com/ab 

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

AB digital archive
The latest issue and an 
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to 2009

Twitter
Accounting and Business tweets 
at @ACCA_ABmagazine 

Videos and podcasts
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Webinars
On a raft of topical issues
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► Virus fears
The mosquito-borne 
Zika virus, which 
has been linked to 
thousands of birth 
defects in Latin America, 
has now been detected 
in over 20 countries 

▲ Waiting game
The timing of an EU 
referendum remains 
unclear, while prime 
minister David Cameron 
claims victory in securing 
concessions on the UK’s 
EU membership

▲ The big crash
Steve Carrell, Ryan 
Gosling, Brad Grey and 
Brad Pitt star in The Big 
Short, which documents 
the lead-up to the 2008 
financial crisis

▲ On the shelf?
Swedish furniture 
giant IKEA’s head of 
sustainability, Steve 
Howard, has a ‘Ratner 
moment’, claiming 
consumers’ appetite for 
‘stuff’ has peaked 
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▼ Not so sweet
EU officials say they  
will consider whether 
or not to investigate 
the UK’s tax deal 
with Google as part 
of a crackdown on 
‘sweetheart’ deals

▼ Bondman
David Bowie’s album, 
Blackstar, was released 
days before his death. In 
1997 he sold US$55m of 
‘Bowie Bonds’, backed 
by revenues from his 
pre-1990 recordings

◄ Feel the Force
Disney has been ranked 
top of the Brand 
Finance Global 500, 
thanks to the success  
of the Star Wars 
franchise, estimated to 
be worth US$10bn
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News roundup
This edition’s stories and infographics from around the globe, as well as a look at the 
latest developments and issues affecting the fi nance profession

Audit exemption raised
Companies with a turnover of 
less than £10.2m will no longer 
be legally required to undergo 
an audit, providing they also 
have either a balance sheet 
total of less than £5.1m or 
under 50 employees. The new 
audit exemptions take effect 
for fi nancial years beginning 
on or after January 2016. 
Companies whose nature of 
business requires them to be 
audited will not be affected by 
the changes. The government 
said that 7,400 companies will 
be able to take advantage of 
the new audit exemption, but 
it expects only about 3,000 to 
do so, with the rest choosing 
to have an external audit.

Offshoring threat rises
An increasing number of 
accounting and fi nance 
jobs will be offshored at 
the expense of incumbents, 

the UK’s corporate tax base. 
Committee chairman Andrew 
Tyrie said: ‘The complexity 
of tax law is turning what 
should be a straightforward 
principle – that everybody 
should pay the correct 
amount of tax – into a piece 
of elastic... It should be the 
duty of those making tax 
policy to fi nd better ways to 
limit the elasticity. Google 
may be the symptom, but it is 
not the cause.’ Copies of the 
February issue of Accounting 
and Business, which featured 
a curtain-raiser column on 
untangling tax complexity 
(page 26), were circulated 
to members of the Treasury 
committee and witnesses 
appearing at the inquiry.

31 sign up for fair tax
An agreement to adopt 
country-by-country reporting 
has been signed by 31 
countries, including the UK, 
Germany, France, Australia, 
Nigeria, South Africa and 
Ireland. Signatories will 
automatically share country-
by-country information. 
This is intended to give tax 
administrations a complete 
understanding of the way 
multinational corporations 
structure their operations, 
but the information will be 
restricted to those authorities. 
‘This is a much needed tool 
towards the goal of ensuring 
that companies pay their fair 
share of tax and would not 
have been possible without 
the BEPS [Base Erosion 
and Profi t Shifting] project,’ 
said the secretary-general 
of the Organisation for 
Economic Cooperation and 
Development (OECD), 
Angel Gurría.

according to the latest edition 
of the Robert Walters global 
salary survey. ‘There is a 
trend towards streamlining 
processes and reducing 
staff costs,’ concluded the 
survey. The contracting out 
of core fi nance services is 
one approach being taken by 
organisations, it said. More 
positively, the report added: ‘In 
a bid to stop this outward fl ow, 
companies placed renewed 
focus on retaining key talent 
by restructuring their fi nance 
teams to provide better and 
more clearly defi ned career 
development paths.’

Tax policy reviewed
The House of Commons 
Treasury select committee 
has launched an inquiry to 
consider the capacity of the 
Treasury to design tax policy, 
how the tax system should be 
simplifi ed and the erosion of 

Digital tax guidance
HMRC has issued guidance on 
the introduction of digital tax 
accounts, which it says will end 
the need for annual tax returns. 
Five million small fi rms and 10 
million individual taxpayers are 
to be given digital tax accounts 
in the early part of this year, 
and every taxpayer will have 
a digital tax account by the 
next election. The Federation 
of Small Businesses expressed 
concern at proposals that will, 
it argued, effectively require 
four tax returns a year. It has 
proposed to the Offi ce for Tax 
Simplifi cation that small fi rms’ 
tax bills be computed by using 
just sales, payroll and interest 
cost statistics. HMRC said the 
new system simplifi es existing 
reporting requirements.

Easier auto-enrolment
The government is considering 
technical changes to simplify 
the process of automatic 
pension scheme enrolment. 
While auto-enrolment began 
in October 2012 for the largest 
employers, large numbers of 
small employers will be drawn 
into the auto-enrolment net 
over the next three years. 
The Department for Work 
and Pensions is proposing 
amending the regulations 
to make compliance easier, 
helping employers bring 
forward staging dates and 
providing some exemptions to 
auto-enrolment.

Cameron pleads for yes
David Cameron is urging 
voters to support continued 
EU membership in the 
referendum expected this 
summer. The prime minister 
claimed success in his 
negotiations with other EU 

Bosses’ pay still the biggest concern

Executive pay topped the list of major business ethics 
concerns in 2015, and executive remuneration and the 
mistreatment of employees received more press coverage 
in 2015 than in 2014, according to research by the Institute 
of Business Ethics. Stories about professional services 
providers were more prominent in 2015 than in 2014. The 
fi nance sector received less media coverage last year than 
in 2014, but it remained the industry most reported about. 

Executive pay
Mistreatment of staff

Fraud 
Mistreatment of customers 

Tax 
Fair competition 

Data protection/privacy 

                        Ethical issue Number of reported lapses

Executive pay
Mistreatment of staff

Executive pay
Mistreatment of staff

Fraud 
Mistreatment of staff

Fraud 
Mistreatment of customers 

Fraud 
Mistreatment of customers 

Tax 
Mistreatment of customers 

Tax 
Fair competition 

Tax 
Fair competition 

Data protection/privacy 
Fair competition 

Data protection/privacy 

36
33

29
28

27
27

23

Ethical issues most reported in the media in 2015
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Find out 
more about 
Siobhan 

Pandya’s career 
inspiration at bit.ly/
ACCAplaylist

Pandya started out at 
Shell as a 19-year-old 
with little clue as to 

just how big, culture-rich and 
opportunity-packed the oil 
giant is, but 16 years later she 
has made the most of a career 
she loves. Find out about:

* how the lure of accountancy 
trumped her Bollywood 
dancing dreams

* her keenness for coaching 
to help colleagues think in a 
new way

* why accountancy is a 
foundation for a move into 
any area of business.

Take one
‘Think big but think realistic’ is the advice for up-and-coming professionals from Siobhan 
Pandya FCCA, senior continuous improvement expert at Shell US in Dallas, Texas

member states, where he 
won agreement on limitations 
on in-work benefi ts for EU 
migrants in the UK, opt-outs 
for the City of London on 
fi nancial regulations and a 
‘red card’ for EU national 
parliaments against unpopular 
European Commission 
proposals. Leading business 
representative bodies joined 
the call to remain in the EU. 
Carolyn Fairbairn, CBI director-
general, said a fi nal deal ‘could 
deliver positive changes to the 
EU that will benefi t not just the 
UK, but the whole of Europe’.

EU tackles tax avoidance
EU member states will share 
tax-related information on 
multinationals operating 
across the EU and block 
common tax avoidance 
devices under new rules 
proposed by the European 
Commission. Member states 
will be advised on how to 
prevent tax treaty abuse. The 

commission will also promote 
good governance in tax 
affairs internationally and list 
third countries that ‘refuse 
to play fair’ in tax policy. The 
commission said that the tax 
laws in the 28 member states 
need to be aligned to fi ght 
aggressive tax avoidance. 
The measures are based on 
the BEPS recommendations 
of the OECD. 

Apple negotiates on tax
Apple chief executive Tim 
Cook has met with EU 
competition commissioner 
Margrethe Vestager in an 
apparent attempt to reach 
agreement on tax liabilities to 
member states. Bloomberg 
Intelligence has calculated 
Apple could have to pay more 
than US$8bn in additional 
tax to EU member states. 
The European Commission is 
investigating tax deals between 
Apple and Ireland to determine 
if these constitute breaches 

of EU state aid rules. After the 
meeting, Cook said that Apple 
helps employ more than 1.4 
million people in the EU.

Google strikes tax deal
Google has agreed to pay 
£130m in tax in a deal with 
HMRC that the chancellor, 
George Osborne, described 
as a ‘major success’. Labour 
criticised it as equivalent to 
paying corporation tax at just 
3%. Google’s total corporation 
tax payments over the last 
10 years will be £200m on UK 
profi ts of more than £7bn. 
Both Labour and the Scottish 
National Party have requested 
the European Commission 
to investigate. Google did 
not respond to a request 
for comment. 

Bailey to lead FCA
Andrew Bailey has been 
appointed chief executive 
of the Financial Conduct 
Authority. He is expected to 

take up the role in July, and 
moves over from his current 
roles as chief executive of 
the Prudential Regulation 
Authority (PRA) and deputy 
governor of the Bank of 
England. The appointment 
follows the early departure of 
former CEO Martin Wheatley 
in September last year and 
the announcement that FCA 
acting CEO Tracey McDermott 
would not seek the position. 
The FCA denied that the staff 
changes were the result of 
interference by the chancellor, 
George Osborne.

FRC probes HBOS audit
The Financial Reporting 
Council is undertaking 
preliminary enquiries into 
KPMG’s audit of the failed 
HBOS bank following pressure 
to do so from the Treasury 
select committee. The FRC 
said the decision resulted from 
its review of the PRA and FCA 
report on the bank’s failure. »  
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A spokesman for KPMG said: 
‘We were pleased that the 
PRA and FCA’s report issued 
last November recognised 
that KPMG provided robust 
challenge and delivered clear 
warnings to HBOS, and that 
this resulted in a more prudent 
approach to provisioning than 
would otherwise have been 
adopted.’ The FCA and PRA 
separately announced they 
will investigate the actions of 
former HBOS executives.

Stonewall praises firms
PwC, KPMG and EY performed 
strongly in the annual 
Stonewall Index, which ranks 
employers for their positive 
treatment of lesbian, gay, 
bisexual and transgender 
staff. PwC was ranked 11th 
and KPMG 44th, while EY 
is a member of the ‘star 
performers’ group of nine 
organisations that are not 
included in the rankings but 
work closely with Stonewall to 
develop their policies. MI5 was 
the top-ranked employer.

Assets ‘undervalued’
The government is 
undervaluing public assets 
it is selling, according to the 
House of Commons public 

accounts committee. The 
committee says departments 
rely on a small pool of fi nancial 
and legal advisers, and are 
dependent on external 
advisers for corporate fi nance 
skills and expertise. The 
committee’s comments came 
in a report examining the sale 
of the government’s stake in 
Eurostar. Meg Hillier, chair of 
the PAC, said: ‘The public’s 
stake in Eurostar was sold 
for signifi cantly more than 
valuations had anticipated, but 
also signifi cantly less than the 
total invested by taxpayers.’ 
(See feature on sale of public 
assets, page 68.)

Consultants cut
The government has reduced 
its spending on consultants 
and temporary staff by 
£1.5bn since 2010 through 
better scrutiny of proposals, 
according to a review from 
the National Audit Offi ce. 
However, since 2011/12, 
government spending has 
risen by about £500m because 
of the use of temporary 
staff while cuts were being 
made to permanent staffi ng 
levels. The NAO found that 
departments did not always 
follow agreed procedures 

to gain approval to appoint 
temporary staff. 

Governance quality high
Corporate governance quality 
remains high in the UK, 
according to the Financial 
Reporting Council in its 
Developments in corporate 
governance and stewardship 
2015 report. A slight dip in 
strict compliance with the 
code of conduct last year 
was largely explained by new 
entrants to the market still 
developing their governance 
policies and practices, and 
because some companies are 
awaiting the implementation 
of the EU audit regulation and 
directive, said the FRC. The 
quality of explanations for 
not adopting the code in full 
has improved.

Concerns over austerity 
Business confi dence saw 
a marked improvement at 
the end of 2015, according 
to ACCA and IMA’s global 
economic conditions survey. 
Household spending was 
helped by low infl ation and 
rapid wage growth. The 
recent drop in oil prices, 
keeping infl ation lower for 
longer, will give consumers 
another boost. Low infl ation 
has also reduced the chances 
of the Bank of England raising 
interest rates any time soon. 
However, the survey, which 
attracted views from 447 
fi nance professionals in the 
UK, revealed some areas 
of concern, including a dip 
in the capital expenditure 
index – which suggests 
that investment growth 
could be about to fade – 
and businesses bracing 
themselves for the next round 
of austerity, with government 
spending expectations close 
to a record low. Two-thirds 
of fi rms were expecting 
government spending to be 
cut. To those risks can be 
added the referendum on 
leaving the EU promised by 
the end of 2017. 

PLCs viable
More than half of UK PLCs 
that have reported on future 
prospects and viability claim 
they are fi nancially viable 
for the next three years, 
reports EY. The fi rm looked 
at a sample of 14 of the fi rst 
wave of companies required 
to ‘comply or explain’ their 
adherence to the 2014 UK 
corporate governance code. 
Ken Williamson, partner and 
head of corporate governance 
at EY, said: ‘Most companies 
did well to explain the process 
they went through to make 
their assessment, and the 
better ones highlighted 
the risks that directors 
specifi cally focused on to 
assess their viability.’

Profit warnings soar
UK quoted companies issued 
100 profi t warnings in the last 
quarter of 2015 – the highest 
number since 2009 – according 
to EY’s latest Profi t warnings 
report. The fi gure for the year, 
313, was the most since 2008. 
Some 17.3% of UK quoted 
companies issued warnings 
last year. Half of all companies 
in the oil equipment, services 
and distribution sector issued 
profi t warnings. There was 
also a rise last year in county 
court judgments as a result 
of defendants being unable 
to pay bills. Debt recovery 
solicitor Lovetts said that 56% 
of last year’s CCJs were the 
result of cashfl ow problems. 

Investors to sue Tesco
Investors are intending to 
sue Tesco for damages 
resulting from a reporting 
mis-statement. Bentham 
Europe – which fi nances 
lawsuits – is representing a 
group of institutional investors. 
Bentham’s chief investment 
offi cer Jeremy Marshall said 
a pre-action protocol letter is 
being sent out ‘before things 
kick off at Easter time’. The 
Tesco share price dropped 20% 
when the retailer admitted in 
September 2014 to a ‘serious 

Audits ‘need 
to give clearer 
warnings’

Audits of charities should 
provide clearer warnings 
of fi nancial problems, 
according to a review of the 
collapse of Kids Company 
by the House of Commons 
public administration select committee. Kids Company 
was funded by government until August last year. ‘It is 
surprising that [auditor] Kingston Smith did not consider 
its duty to alert the Charity Commission to the extremely 
high risk of failure in this charity,’ said the committee, 
which added: ‘This lesson should be learned by the audit 
profession as a whole.’ 

A spokeswoman for Kingston Smith said ‘we are unable 
to comment on client matters’, and the trustees of Kids 
Company dispute the report’s fi ndings.
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The social profession

Almost four-fi fths (79%) of accountants use some form of social media in either their 
professional or social lives, according to the Wolters Kluwer 2015 social media survey. 
LinkedIn was ranked the most important tool by social media users, with 62% using it 
in their professional lives. The report found that ACCA’s LinkedIn member network 
(bit.ly/acca-li) is the second most popular in the profession. Non-members can also join 
ACCA’s public network – at www.linkedin.com/company/acca.

How are professionals using LinkedIn?

68%
Keeping in 

contact with 
professional 

network

52%
Joining 

groups and 
associations

38%
Networking 

and 
meeting 

new people

38%
Keeping up 
to date with 

industry 
news

34%
Letting 
people 

know what 
I’m doing

32%
Sharing 

knowledge

27%
Generating 

business

issue’ in its accounts. Tesco has 
settled a class action lawsuit in 
the US, paying US$12m on a 
no-liability-admitted basis. The 
Groceries Code Adjudicator 
meanwhile criticised Tesco for 
mistreating suppliers, delaying 
bill payments and generating 
duplicate invoices to suppliers 
for promotions.

Sage goes real time 
Sage has launched its Sage 
Live real-time accounting 
system. The cloud-based 
system provides users with 
a single source of real-
time fi nancial information, 
accessible using mobile 
wireless technology. Sage Live 
is based on the Salesforce app 
cloud, an enterprise platform.

RSM income up 6%
RSM grew its fee income 
globally by 6% last year to 
US$4.64bn. Revenues rose by 
10% in the US and Europe, 
by 9% in Latin America, by 
6% in the Middle East and 
North Africa and by 1% in Asia 
Pacifi c. Audit and accountancy 
fees increased by 4% to 
US$2.27bn, tax grew by 7% 
to US$1.35bn and consulting/
advisory was up 6.9% to 
US$1.02bn. Member fi rms 
adopted the RSM brand and 
trading name during the year.

Praxity 12% fee hike
Praxity members’ fees rose last 
year by 12% on a like-for-like 
basis. Members’ fees increased 
by 3% from US$4.36bn in 2014 
to US$4.5bn last year. Asia 
Pacifi c recorded the highest 
regional revenue growth at 
40%. Partner numbers grew 
in the year by 16% to 3,287. 
Rick Anderson has stepped 
down as Praxity chairman 
and been replaced by Hilton 
Saven of Mazars South Africa. 
Praxity is the world’s largest 
alliance of independent 
accountancy fi rms. 

McCoy charged
KPMG’s head of investment 
advice and fi duciary 

management, Patrick McCoy, 
has left the fi rm after being 
charged with tax evasion. 
McCoy was one of 10 
people charged in relation 
to their involvement in a 
fi lm investment scheme. A 
spokesman for KPMG said: 
‘We are aware that charges 
have been made against 
one of our former partners, 
following an investigation by 
HM Revenue and Customs, 
which relate to his personal 
tax affairs. The individual 
concerned is no longer a 
partner of the fi rm. It should 
be stressed that the matter 
does not relate to client work 
conducted by the partner 
or KPMG or to KPMG’s 
own affairs.’ McCoy has 
denied any wrong-doing.

KPMG leapfrogs PwC
KPMG has the most audit 
clients among UK listed 
fi rms, according to the 2015 
fi gures from Adviser Rankings. 
KPMG has 412 audit clients, 
while PwC has 366. Ten years 
ago PwC had the most audit 

clients, with KPMG second.
In the current rankings, 
Deloitte is third with 264 
clients, EY fourth with 234, 
and BDO and Grant Thornton 
not far behind, with 207 and 
197 clients each. In the latest 
audit changes, EY won the 
Stagecoach contract from 
PwC; PwC London has been 
appointed PureCircle auditor 
in place of PwC Malaysia; 
KPMG is now auditor of Great 
Western Mining, replacing 
LHMCasey McGrath; and EY 
has been appointed Vedanta’s 
auditor in place of Deloitte.

Big Four outgunned 
Consultants with the Big 
Four accountancy fi rms are 
typically paid much less 
than those with Boston 
Consulting and McKinsey, 
according to statistics 
collated by Emolument.com. 
A consultant on median pay 
would receive £63,000 from 
Boston Consulting, £52,000 
from OC&C and £48,000 with 
McKinsey. Pay for equivalent 
positions at each of the Big 

Four is £34,000. A senior 
consultant can expect to 
earn £98,000 at Bain & Co, 
£97,000 at Boston Consulting, 
£91,750 at McKinsey, but only 
£44,800 at EY, £49,000 at PwC, 
£53,450 at KPMG and £55,400 
from Deloitte. Bonuses are 
also much lower at the Big 
Four fi rms.

PwC buys Outbox cloud
PwC has acquired Polish 
cloud-based services provider 
Outbox Group. The acquisition 
brings PwC’s presence in 
the technology sector up 
to nearly 3,000 practitioners 
across the EMEA region. PwC 
says the Outbox acquisition 
will help it to support clients 
in delivering digital and 
customer transformation 
projects. PwC has also entered 
into a long-term strategic 
relationship with LRN, a New 
York-headquartered fi rm that 
advises on ethical cultures and 
leadership. ■

Compiled by Paul Gosling, 
journalist
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Rocking the moat
As finance director of the Leeds Castle Foundation, Robin Richman FCCA must manage 
the competing demands of historical preservation and maximising commercial potential 

Brandon Gough, former chairman of Coopers & Lybrand and 
head of the foundation’s trustees at the time), the list of work 
that needed to be done urgently was intimidating. ‘Before the 
new CEO arrived [shortly before Richman], nothing had been 
repaired until it broke,’ he says. ‘The infrastructure was in an 
appalling state, and planned preventative maintenance was 
a new concept.’

Money needed to be spent, but in 2009 that was in short 
supply. The foundation is a charity but has no external funding. 
‘We have to trade,’ says Richman, ‘which means we have to 
be good at what we do.’ The castle attracts over half a million 
visitors a year but, as he points out, competition for the leisure 
pound in this part of the world is intense. ‘Hever Castle, 
Canterbury Cathedral, Rochester, Chatham Docks, Bluewater, 
Dreamland, they’re all competing with us.’ On top of that, 
income from day visitors is dependent on any number of things 
that the foundation has little or no control over – from the 
weather to striking French port workers (‘Operation Stack’ closed  
the M20 and the main access route for tourists to the castle 
several times in 2015). 

‘It was clear that if we were going to improve turnover we 
needed other income streams,’ says Richman. Fortunately he 
had gained experience in this very field during a career spell in 
the 1980s and 90s at United Racecourse, which at the time » 

Robin Richman has a lengthy daily commute from his 
home on the Surrey-Sussex border to his office at 
Leeds Castle, just outside Maidstone in Kent. But as 

you drive through the estate gates and ‘the loveliest castle 
in the world’ (according to the historian Lord Conway) comes 
into sight, it is difficult to feel sorry for him. As views from 
the office go, this one is impossible to beat.

A castle has stood in this part of Kent since 1119. The Norman 
foundations survive, but the rest of the moated castle has 
undergone a succession of transformations over the centuries. 
For 274 years (from Edward I to Edward VI) the castle was in royal 
hands, and Henry VIII’s first wife, Catherine of Aragon, made 
it her home. It was then owned privately by a succession of 
families before falling into disrepair at the beginning of the 20th 
century. In 1926, though, it was bought by an American heiress, 
Olive Wilson Filmer (later Lady Baillie), who snapped it up for 
£180,000 in spite of fierce competition from the newspaper 
tycoon William Randolph Hearst.

Lady Baillie devoted the rest of her life and much of her 
inheritance to transforming the castle into one of the great 
country houses of England; Hollywood stars, including Charlie 
Chaplin and Errol Flynn, politicians and foreign royalty flocked 
to Leeds castle during the 1930s and 40s for Lady Baillie’s 
famous and lavish house parties. When she died in 1974, 
Lady Baillie left the castle and its surrounding 500-acre park 
to a charitable trust, the Leeds Castle Foundation, on the 
understanding that it would be preserved for the enjoyment 
of the public and used for important national and international 
meetings, especially for the ‘furtherance of peace’. Her wish 
has been fulfilled; the castle opened to the public in July 1976 
(10 million people have visited in the past 30 years) and it has 
hosted, among other things, the Northern Ireland peace talks 
and a G8 summit on climate change.

Money pit
The successive rebuilding and remodelling over the years 
means the castle is an eclectic mix of period architecture, 
including a medieval gatehouse, a Tudor tower and a 19th-
century manor house. It is also the mother of all money pits 
– it takes £2.7m a year just to maintain it, and that’s assuming 
nothing crumbles, cracks or falls down. 

‘Financially this place could be like a sponge,’ says Richman, 
who has been finance director of the Leeds Castle Foundation 
since 2009. ‘We spend £200,000 a year on non-recurring 
maintenance alone. We could easily spend our resources 
10 times over.’ When he joined the foundation (hired by Sir 

2009 
Director of finance and company 
secretary, Leeds Castle Foundation

2000 
Finance director and company 
secretary, English National Ballet 

1995 
Finance director, United Racecourse

1987 
Financial controller, United Racecourse

1983 
Qualified as ACCA

1981  
Financial accountant, Racal Electronics
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Basics Tips

to turn another building on the estate into nine-bedroom 
accommodation and function rooms for corporate events. It also 
hopes to add a new visitor entrance and ticket office – the castle 
attracts anything from 300 to 7,000 visitors on any given day so 
has to be prepared for any eventuality.

Overall, the castle now brings in around £9m a year in 
revenue. ‘We look to make an operating bottom line of 
around £0.5m after non-recurring maintenance,’ says Richman, 
‘and after that we build up money to do the next big thing. 
My job is to make sure we have the reserves to do what the 
trustees decide to do next.’ A new nine-year plan for castle 
work and maintenance has been put in place, which includes 
£400,000 a year to repair the curtain walls around the castle 
itself. ‘That’s a once-in-a-generation job because of the 
nature of the stonework,’ he says. 

History versus commerce
All investments have to be approved by the foundation’s board 
of trustees for non-charitable activities, and there is a constant 
tension between preserving and promoting the castle’s rich history 
and maximising its commercial potential. ‘The history of the castle 
is hugely important, but a lot of visitors come back many times, so 
we have to offer more and keep the offer refreshed,’ says Richman. 
‘We base the entrance fee [of £24] on it being good value for a 
day out and excellent value if you return within 12 months.’ Each 
project has to have a strong business case behind it, he adds. ‘We 
get feedback from the trustees early on to gauge their appetite 
for projects. So with something like the new visitors’ entrance, we 
have to convince them that it will pay back the investment.’

The fight between head and heart is not new to Richman either. 
After leaving United Racecourse he joined the English National 
Ballet (ENB) as its finance director, at a difficult time for the 
company. ‘It was running a deficit, which I was working with 
the CEO to eliminate. But then the ENB’s home, the London 
Coliseum, closed for refurbishment and we moved temporarily to 
the Hammersmith Apollo. Our Christmas season at the Coliseum 
effectively supported our work for the rest of the year and » 

owned Epsom, Kempton Park and Sandown Park racecourses.  
‘It was a fantastic company with a very forward-looking CEO,’ 
he says. ‘His view was that there were only 59 race days a 
year, and the company needed 365 days-a-year assets. So we 
introduced events, exhibitions and outdoor markets on non-
race days. I learned a lot about using the synergies of the group 
while making each site distinct, so none of them stole business 
from the others. The CEO added 50% to the group’s turnover.’ 
Richman stayed at the group for 13 years, rising from financial 
controller to finance director, and remaining in position after it 
was sold to the Jockey Club in 1996.

Medieval sleepovers 
He brought these same principles to Leeds Castle, seeking 
out ways to increase revenue through hospitality and 
accommodation. It was possible to stay overnight in the castle 
in 2009, but only if you were attending a wedding, conference 
or other specific event. Over the next few years, and with the 
agreement of the trustees, significant investment was made in 
developing the stable courtyard into 17 new rooms, offering bed 
and breakfast to paying guests. The Tudor Maiden’s Tower on 
the castle island was also refurbished and now has five bedrooms 
and two event rooms. Another 20 bedrooms are available 
in the castle itself, as well as five separate holiday cottages 
scattered around the estate. Medieval ‘glamping’ (glamorous 
camping) was introduced in 2013 and has proved popular, with 
80% occupancy between April and September.

‘We now have three separate venues on the estate where 
you can get married,’ says Richman. ‘We had 120 weddings 
here in 2015; it’s been a real growth area.’ The golf course on 
the estate, which was in decline and losing money in 2009, 
has also been revived and a membership scheme introduced, 
and in recent years two children’s playgrounds and a land train 
have been added. The cumulative effect of all this work has 
been a boom in revenue. ‘The contribution from non-visitor 
activities has increased seven-fold since I joined,’ he says. ‘I’d 
like to increase that to 10-fold. The thing I’m most proud of here 
is the way in which we’ve built up hospitality income.’ 

The target for 2016/17 is to bring the business user back 
to Leeds Castle. Corporate events tailed off after 2008 but 
interest is slowly returning. ‘It’s a great place for an event or 
conference and we can offer a lot on top of the basic facilities, 
from a golf course to balloon flights and falconry displays,’ says 
Richman. The foundation is currently applying for permission 

573,249 
The number of visitors in 2014

£8.98m 
Revenue for the year to 31 March 2015

£4.59m 
Revenue for the year to 31 March 2010

* ‘Even if you don’t have an official 
mentor, look at people you admire 
and learn from them. Why do they 
do well? Take it on board. There’s 
nothing wrong in copying the best.’

* ‘I was told once by an accountant that we don’t bat 
or bowl, we just keep the score. I wanted more than 
that – accountants can contribute to business planning 
and be at the front line to sort things out when 
something goes wrong.’

* ‘Always apply for jobs where you feel you can 
make a difference.’
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while he was working for a diving company in Yarmouth, has 
certainly paid off: ‘I was having fun but I decided I needed to 
knuckle down, so began studying to be an accountant. The 
ACCA Qualification has opened up so many opportunities. I’ve 
been lucky in my career – I’ve moved into areas where I find real 
enjoyment.’ 

Which begs the question: how on earth do you follow working 
somewhere like this? ‘I’ve worked in such wonderful places and 
interesting jobs,’ he says. ‘If I move, it would have to be to the 
right one.’ An office with a view, perhaps, is optional. ■

Liz Fisher, journalist

when our move to the Apollo didn’t work, we had to apply for a 
bailout from the Arts Council and went into special measures.’

The company, he says, could easily have gone under: 
‘Technically, it was expendable.’ But the Arts Council agreed to 
a review of its operating model, which Richman carried out with 
the help of several prominent businesspeople who happened 
to be trustees. ‘It was very stressful because we had to balance 
artistic and commercial considerations. How many dancers 
should we have? How big should the orchestra be? But we 
traded through it, produced a strong touring model and built up 
strong reserves. We became a very strong company.’

His decision to train as an ACCA, made in his early 20s 
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Green is the new black
Asset managers and pension funds are ditching their holdings in fossil fuel businesses. 
They may well care about the planet, but it’s financial common sense that’s driving them

reconsidering the viability of some of their assets. Was it 
worthwhile to mine or drill? Better perhaps to leave them in the 
ground and wait for the commodity price cycle to turn. Now, 
however, with extraction costs higher because of carbon taxes, 
many more such assets are ‘distressed’. The long-term prospects 
for profit from their extraction are poor. Investors considering 
their current holdings and investing in the future face, at 
best, weaker investee companies and, at worst, considerable 
uncertainty as to their net worth.

Given the long-term investment objectives of, say, pension 
funds or sovereign wealth funds, uncertainty of returns is 
sufficient for them to revisit their asset allocation strategies. 
Political risk also drives such uncertainty. Investors do not know 
what strategies and polices governments may follow to meet 
their avowed climate change targets. A sudden announcement 
of a policy change could impact asset values significantly. 

In November last year, for example, the UK’s energy secretary 
announced that Britain’s coal-fired power stations were to be 
closed down by 2025. The market value of Drax, a large coal-
fired power generator, fell by £40m within half an hour. How 
many other high-carbon businesses around the world could 
be affected by new government climate change policies? Such 
political risk is a significant disincentive to investors to stay 
invested or to make new investments in high-carbon businesses. 
Conversely, low-carbon businesses are likely to be beneficiaries 
of the investor exodus from carbon-intensive ones – especially as 
government policies may tend towards clean sources of power, 
and incentives may encourage such investment.

How all this will pan out remains to 
be seen, but a number of decarbonised 
index products have already been 
created to attract institutional 
investors. As long ago as September 
2014, MSCI launched its Global 
Low Carbon Leaders indices. Other 
such benchmarks have since been 
introduced based on a methodology 
that essentially removes from an index 
those stocks, or even entire sectors, 
deemed to be polluters. This removes 
investor exposure to the sorts of carbon 
risks discussed here and may well bring 
superior returns compared with those 
standard indices dragged lower by 
carbon-intensive constituent stocks 
whose prices are falling.

In June last year, the Norwegian parliament authorised the 
country’s sovereign wealth fund – the largest in the world, 
with assets of around US$900bn – to sell off US$8bn 

worth of coal-related investments. The portfolio included 
holdings in Germany’s E.ON and RWE, and the UK’s Drax and 
SSE power generators. 

It was the latest development in a trend that had been 
gathering pace for some months. By 24 November, even 
before the COP 21 climate summit in Paris, the Portfolio 
Decarbonization Coalition (PDC) was able to announce it was 
‘overseeing the decarbonization of $230bn in assets under 
management, dramatically surpassing its target of $100bn’. The 
PDC includes some of the world’s largest and most influential 
investment businesses, formed in conjunction with the United 
Nations Environment Programme Finance Initiative. PDC’s 
executive chairman Paul Dickinson said at the time: ‘We have 
reached a tipping point in the way investors view the impacts of 
climate change.’

Whether sovereign wealth funds, pension managers, 
insurance companies and asset managers take an ethical stance 
on climate change is not the issue. The financial arguments in 
favour of divesting the equity and debt of polluting companies 
are compelling enough on their own for them to take action.

Hitting the bottom line
First and foremost, carbon-producing businesses face the 
risk of taxes or other government impositions. Although the 
outcomes of COP 21 were vague, governments agreed to limit 
the effects of climate change. As 
yet there is no global agreement on 
how to price carbon emissions, but 
as more countries impose fees for 
carbon licences or otherwise tax the 
cost of pollution, the pain will be felt in 
companies’ income statements.

Lower profitability and earnings 
per share will in turn affect the returns 
earned by portfolio managers and the 
value of their holdings. Investment 
managers cannot ignore such effects if 
they are to fulfil their responsibilities to 
investors. And there is worse to come.

Even before commodity prices 
around the world fell to their 
current levels, businesses involved 
in commodity extraction were 

The financial 
arguments 

in favour of 
divesting the 

equity and debt 
of polluting 

companies are 
compelling 
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Concentration risk
These are relatively early days for the low-carbon investment 
agenda. However, as Dickinson has suggested, a tipping point 
may have been reached. If so, this would suggest that we can 
expect wholesale decarbonisation of asset portfolios around the 
world. Given the sheep-like nature of the financial services sector, 
this could bring further risk for investors.

Fleet-of-foot investors who sold their high-carbon stocks first 
will have been able to conserve value. However, slow adopters of 
the low-carbon agenda may well have to shoulder losses as asset 
prices reflect the sales made by faster-moving institutions. At 
the same time as decarbonised index products and low-carbon 
stocks benefit from inflows of funds, latecomers – who will 
inevitably account for the bulk of investment flows – may have to 
pay higher prices, ending up with lower returns as a result. 

What is clear is that investment funds have to go somewhere. 
Even if interest rates have begun to rise again in the US, 
holding large amounts of cash for any length of time is not a 
remunerative investment strategy in the current low-interest rate 
environment. Consequently, concentration risk may be an issue 
in the longer term.

Meanwhile, the reallocation of capital from polluters to low-
carbon businesses could have a significant financial and, indeed, 
social impact. Succinctly explaining the current position from 
an investors’ viewpoint, Frederic Samama, deputy global head 

of institutional and sovereign clients at French asset manager 
Amundi and a pioneer of low-carbon investing, draws the 
following four conclusions: ‘First, asset owners and managers, 
wherever they are located, cannot be unaware of the risks 
involved in investing in polluting businesses. 

‘Second, because low-carbon indices have been 
developed by major index providers, they are now readily 
available to investors. 

‘Third, as their peers across the asset management 
industry are increasingly asked to allocate funds to low-carbon 
investments, all asset managers will inevitably need to become 
aware of what low-carbon investment offers, as their clients will 
insist upon it. 

‘Fourth, while there may be pockets of scepticism regarding 
climate change, risk management and their fiduciary duty to 
clients dictate that institutional investors cannot simply ignore 
the potential climate change risks to their portfolios.’

What comes next may well be determined by what practical 
steps governments around the world implement following 
the climate change agreement that was reached in Paris last 
December and what effects they have on investment portfolios. 
We do not yet know how this will take shape, so it remains an 
evolving story. ■

Richard Willsher, journalist
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Upsetting the apple cart
There’s a lot of noise around ‘disruption’, but what really makes a product, service or 
technology disruptive and how much of it should we take seriously?

drivers are self-employed; the business’s value 
lies in its customer interface. Uber and AirBnB, a 
successful rental accommodation business, have 
been described as ‘dating agencies’ – businesses 
with services that own no material assets. 

It is the smartphone that has made all 
this possible, allowing people to tap the 
app. Customer behaviour has changed too. 
‘Technology is making it easy for consumers,’ 
says Marie Griffiths, director of Salford 
University’s Centre for Digital Business. ‘We have 

become very lazy and not loyal at all.’ Smartphones and apps 
underpin a great many disruptive strategies and have changed 
the business landscape. The major players in the market, such 
as Apple and Google, not only have huge reserves of cash but 
also access to vast stores of data and knowledge, so they aren’t 
limiting themselves to devices and software. 

Google’s plans for what would be hugely disruptive driverless 
cars are advanced – they could be on the road by 2020. ‘Google 
and Apple are attempting to commoditise the automotive 

The term ‘disruptor’ was first applied 
to innovative businesses in 1997, but 
it’s only recently that it has gained 

traction. A variety of companies now proudly 
use the term ‘disruption’ to describe their 
activities. But how genuine many of the 
claims to disruption are is questionable. 
Cutting through the noise to understand 
which of the advances really is disruptive is 
a major challenge for businesses in this era 
of extraordinary technological advances and 
pioneering new business models. 

A disruptive business, according to Justin Pritchard, a partner 
specialising in telecoms and technology at EY, is one that ‘comes 
into an established marketplace and changes the ecosystem. It’s 
a business model with a totally different approach, often using 
new technology.’ 

The obvious example that is often cited is Uber, a passenger 
car service that started life in San Francisco seven years ago and 
is now a global business worth $62bn. It owns no cars and its 

The disruptors

See how 
Deloitte Digital is 
supporting businesses 
with disruptive 
technologies at bit.ly/
Deloitte-disrupt
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industry, just as they commoditised the handset industry,’ 
says Richard Windsor, founder of radiofreemobile.com and an 
independent research provider to the technology sector. ‘They 
want their technology to be in every car.’ 

If the value of a car were to be determined by software rather 
than its engine power, that would be a major disruption in the car 
market. Established players are buying software businesses to 
compete: BMW bought Nokia’s Here mapping software for $3bn 
so it would not have to use Google’s equivalent.

Friends with five buckets
In an era of disruption dominated by a few corporate giants, 
partnerships between companies will be increasingly necessary 
if they are to rival the biggest guns. ‘Businesses need to sit in a 
partner ecosystem consisting of five buckets,’ says Martin. ‘They 
need access to the customer, a consultative cell (such as a call 
centre, web presence or app), good content, connectivity to all 
devices, and vast computing power to run the ecosystem. The 
only businesses that can do all this on their own are the likes of 
Apple and Google.’ 

Retail banking is one sector that is seriously vulnerable to 
disruption. Transferwise, a money transfer company, claims to be 
eight times cheaper than the traditional banks, and allows money 
to be sent abroad in moments via a smartphone. This niche has 
been snatched from the sleepy banks, and more such disruptive 
services are being lined up. ‘Transferwise and others are coming 
into the market saying “we’re going to dislodge you”,’ says 
Pritchard. ‘This is going to force banks to provide services they 
should have given years ago. Banks have been dragging their 
feet and could be in real trouble in the long term as innovative 
models disrupt them.’ 

The banking sector has historically had regulators to protect 
it from ‘imposter-competitors’. Taxi organisations have likewise 
turned to legislators to save them from Uber – with negligible 
effect. Griffiths is blunt in her assessment of the banks: ‘As a sector 
they haven’t caught on to different technologies. Why didn’t HSBC 
or RBS come up with something like ApplePay? It’s a sector ripe 
for takeover by the tech companies.’

Another dimension
Materials science is an area where 
advances in technology are happening 
at a dizzying rate. BMW is making 
hybrid cars out of carbon fibre, nano 
technology has huge potential for 
radically extending battery lifetime, 
while graphene has been described 
as a wonder material – very light yet 
stronger than steel. 

But it’s 3D printing that may have the 
most immediate disruptive potential. 
The machine ‘prints’ layers of material 
one on top of the other. The software 
running the machine allows great 
flexibility, so one machine can quickly 

be configured for different tasks. ‘The technology could change 
manufacturing and logistics in the same way the internet changed 
retailing,’ says Pritchard. 

Griffiths says many businesses are coming to the Centre for 
Digital Business wanting to know how to exploit the potential of 
3D printing and asking when the next breakthrough is coming. 
One of her clients, a major telecoms player, is keen to be among 
the first to print individual components for its wifi server rather 
than having to replace the whole thing as it does now. ‘It’s 
already used for prototyping, with an idea scanned, printed and 
tested with no need for building models. Already you can cut out 
processes,’ she says. 

Numerous 3D printing patents expire this year and Griffiths 
says: ‘We’re just scratching the surface of this technology.’ She 
feels much more complex tasks will be possible in as little as two 
years. With such an innovation, there will be great implications 
for copyright, patents, licensing and ethics. Why develop a 
product yourself when you can simply print someone else’s? 

Other buzzwords in disruption are augmented reality and 
virtual reality. The former builds on what you can already see, such 
as overlaying the outline of a building design on the landscape via 
an architect’s smartphone. The latter, as gameplayers will already 
know, requires a headset that gives the wearer a view of a virtual 
world. Game manufacturers are well ahead: Oculus is one of the 
market leaders and is due to release the eagerly anticipated Rift 
headset this month. But there is a huge range of applications 
beyond gaming, such as in the training/education sector (see the 
Deloitte Digital video referenced opposite).

A new normal
While the word ‘disruption’ implies an unusual event, businesses 
must come to view disruptive models and technology as the new 
normal. There are many examples of how businesses have failed 
to respond in time to threats. Kodak gave the world the first digital 
camera but totally failed to understand the implications of its own 
technology. Creative rivals did not, and Kodak filed under Chapter 
11 of the US bankruptcy code in 2012. 

Businesses need to respond to 
this new world by identifying likely 
disruptors. Companies seeking the 
advice of Griffiths and her researchers 
are not sitting back and waiting to 
see what happens next. ‘The HMVs 
of the high street didn’t look forward, 
or even around,’ she explains. ‘An 
organisation needs people who are 
horizon scanners, who then bring that 
information in. It can be harder for 
bigger businesses to accommodate 
disruptive technology, rather like an 
elephant trying to change direction. 
But if they don’t change, they’ll 
become mammoths.’ ■

Matt Warner, journalist
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Judgment call
There is no reason why the definition in accounting standards of what qualifies as 
‘material’ should have to be the same as that proscribed in law, argues Jane Fuller 

It is not easy to see yourself as others 
do. A startling example of this was the 
Financial Conduct Authority’s (FCA) 
decision to drop a thematic review of 
banking culture. John Griffiths-Jones, 
FCA chairman, told a parliamentary 
committee he did not think it was 
‘a big story’. Yet it prompted criticism 
in the media and from politicians, 
culminating in the grilling by MPs.

Management teams face a similar 
problem in deciding what is material 
because they need to assess the way that 
users of accounts will react. International 
Financial Reporting Standards say: 
‘Information is material if omitting or 
misstating it could influence decisions that 
users make’. Specifically (as required in 
IAS 1), the assessment ‘should take into 
account how users could reasonably be 
expected to be influenced’. 

For management, the requirement 
to read the minds of equity and 
debt investors is not so routine. The 
International Accounting Standards Board 
(IASB) is tackling this by developing a 
practice statement (PS) on the application 
of materiality, for which the consultation 
period has just closed. While the content 
is largely motherhood and apple pie, it 
touches on some important principles and 
is given an edge because the IASB is doing 
something different from the US Financial 
Accounting Standards Board (FASB), which 
has been criticised by users of accounts for 
responding to complaints from preparers. 

The confused set wanted the legal 
and accounting definitions of materiality 
to be the same. The US Supreme Court’s 
definition appears to give preparers more 
discretion to leave things out. It has said 
there should be ‘a substantial likelihood 
that the disclosure of the omitted fact 
would have been viewed by the reasonable 
investor as having significantly altered the 
“total mix” of information made available’.  

While FASB’s motives are similar 
to those of the IASB in encouraging a 
disciplined approach to disclosures, there 
is no need for accounting standards to 
echo the law. Legislation proscribes the 
worst behaviour; standards complement 

this by prescribing something better. 
Indeed, a PS encourages the best. 

Pushback from users of accounts 
may give the FASB pause for thought 
– it is, in any case, reviewing disclosure 
requirements for such standards as 
fair value measurements and defined 
benefit pension plans. Its pre-2010 
view on materiality was that no general 
standard could take into account ‘all 
the considerations that enter into an 
experienced human judgment’. With 
transatlantic convergence off the agenda, 
the cultural divide between a principles-
based and rules-based approach to 
standard-setting may be resurfacing.

The concept of materiality emphasises 
judgment rather than a numerical 
threshold. This is why the materiality 
segment of auditors’ reports seems the 

most backward, still clustering around the 
age-old level of 5% of pre-tax profits. 

The draft PS sniffs at ‘the tendency 
for management and auditors to focus 
too much on the quantitative aspect of 
materiality’, but qualitative triggers are 
not clear-cut. They lurk in those small or 
highly uncertain numbers that answer 
a user’s unspoken question or draw 
attention to a trend, so it is useful to know 
that an international bank only holds an 
immaterial amount of the sovereign debt 
of a heavily indebted eurozone country.

Conventional wisdom has it that annual 
reports are cluttered and management 
should be cutting stuff out. But because 
they will never know exactly what will 
pique the interest of users of accounts, 
my unfashionable belief is that if in doubt, 
they should leave it in. ■

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

and Assurance Council of the 
Financial Reporting Council
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Telling it like it is
An FRC report has found that auditors are still struggling to move away from 
boilerplate reporting and use meaningful words, says Robert Bruce

If there were ever a sign that the audit 
world is evolving at a rapid rate, it 
can be seen in a recent report from 
the Financial Reporting Council (FRC),  
Extended auditor’s reports – A further 
review of experience. 

The report looks at efforts to expand 
on the information that auditors give 
investors and users of reports, and how 
these have brought about change. 
Instead of concentrating on the figures 
and worrying about how they have been 
reported, it looks at an entirely different 
area: language – and it likes what it sees. 

Auditors have been moving from 
the generic, which we used to call 
‘boilerplate’, to the granular; in other 
words actual, specific stuff. This is 
alarmingly clear thinking in an audit 
context. But when it comes to what the 

language is being used for, the report 
becomes less happy. Auditors may well 
be getting better at expanding their 
use of language, but when it comes to 
explanations of what they themselves 
have been up to, they suddenly become 
tongue-tied. Or, as the FRC puts it, there 
is ‘a widespread lack of explanations’.

All this dates back to the point a few 
years ago when the FRC created the 
requirement for boards to ensure the 
annual report presented a fair, balanced 
and understandable assessment of 
their company’s position and prospects, 
and for audit committees to formally 
report on what they had been up to. 
Slowly the internal processes around 
the communications and connections 
between auditors, companies and their 
audit committees, and with investors, 

have started to open up. Regular 
dialogue between these three parts of the 
conundrum has started to take place. 

So the processes are up and running, 
but the picture remains complex. And 
one of the reasons for the complexity 
is the language. ‘Investors told us,’ says 
the FRC report, ‘they are still learning 
to decode and evaluate the language 
used by auditors in their reports, and it 
is likely that as they do so, there will be 
more opportunities for better dialogue 
and engagement between them’. The 
words ‘decode’ and ‘evaluate’ show that 
auditors are still not talking in the sort of 
language of explanation the rest of us 
would use. They are still talking in forms 
of language that have more to do with a 
strong influence and input from lawyers.

The report goes on to applaud 
auditors for having made significant 
progress in tailoring their words to the 
company concerned, rather than falling 
back into their old ways of pasting 
swathes of boilerplate across everything. 
But even so, investors were not that 
happy. What they want, the report 
suggests, is more precision. ‘Words 
like “significant” are not necessarily 
sufficiently informative,’ it says. Language 
needs to be used, as it normally would be, 
to describe clearly what has happened, or 
what is happening.   

Explosive language 
Perhaps what they require is something 
expressed in more explosive terms. All 
this gradual evolution of the process may 
not be concentrating minds enough. Over 
in the US, where auditing and accounting 
scandals and lurid, and bizarre details 
seem more commonplace, the corporate 
world and its auditors appear more 
prone to startling events. 

A recent speech by Andrew Ceresney, 
the director of the division of enforcement 
at the US Securities and Exchange 
Commission (SEC), sets the tone. He 
talks of the good old days of accounting 
scandals, such as that of electronics 
retailer Crazy Eddie, which ‘involved 
millions of dollars of fictitious revenue 

Robert Bruce is an 
accountancy commentator 

and journalist
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and overstated inventory 
valuation’. He recounted 
how the Enron scandal 
had generated more than 
US$450m for the SEC 
in ‘monetary sanctions 
from 35 entities and 
individuals’. He talked 
of recent actions taken 
against audit committee 
members who had ‘approved public 
filings that they knew, were reckless in 
not knowing, or should have known, 
were false because of other information 
available to them’.

He talked of actions against audit 
firms over pretty spectacular corporate 
behaviour that had been compounded 
by audit failures. He talked of the virtue 
of having, in recent years, given up the 
old reactive culture and gone proactive 
in enforcement efforts ‘to try to detect 
misconduct before it becomes public’.

He detailed the ways in which they 
were leveraging data to spot anomalous 

patterns in financial 
statements, and how 
they were building 
a methodology for 
proactive identification of 
financial reporting audit 
issues. Whistleblowers 
have become a significant 
part of the operations. 
‘We hope,’ he concluded, 

‘this aggressive posture will deter 
misconduct and ensure that companies 
report accurate financial information.’ 

The language of blunt enforcement 
seems to get the joint jumping rather 
more effectively than an emphasis on 
cultural evolution and the assurance that 
the quality of corporate governance in 
the UK remains high. Both have their 
place, but you know which gains the most 
attention.

Meanwhile, the FRC has been listening 
to what investors have been telling them 
and trying to pull it all together into useful 
advice. Much of it is obvious, but the 

old problems lie just below the surface. 
Investors say they want, ‘information 
about the outcome of audit work rather 
than generic descriptions of process’. 
They want to know the rationale behind 
the choice of benchmarks. They want 
better explanations of how materiality 
‘practically’ impacts on the conduct of 
the audit. They want clearer explanations 
about the quality of assurance ‘derived 
from component audit teams’. And 
they want explanations of the basic 
characteristics of the auditor’s approach 
– in particular, ‘how judgments are made 
about the balance between substantive 
procedures and controls reliance as a 
source of assurance’.

Cut to the chase
What people want – both the regulators 
in the US and investors in the UK – is 
practical information and insight. They 
want auditors to provide specifics. They 
want, in effect, the sort of information 
they might get if they sat down with the 
audit team in a pub after the audit and 
chatted about how it had gone. They 
want to have a real feel for what went 
on and how it panned out, as well as 
reassurance that the company concerned 
was in good and reliable shape.

All these are issues of language rather 
than format. And that is the direction to 
travel. ■

For more information:

See the FRC report Extended 
auditor’s reports – A further review 

of experience, at bit.ly/1PYxc7P

Limiting explanations

One obstacle to providing the explanations that investors would like is the lack 
of detail about alternative assumptions that auditors may have used during their 
work. ‘The issue of how specific audits can be in their descriptions becomes 
more pronounced when auditors seek to provide information about the outcome 
of their testing,’ says the FRC report. ‘Investors clearly welcome the inclusion 
of findings into auditor reports, but would prefer greater transparency about 
assumptions made by management and benchmarks used by the auditors. This 
is clearly a challenging area, since even examples where auditors have attempted 
to provide additional information about the outcome of their work to the readers 
of their reports might still be considered to fall below this expectation.’

Podcast 

Robert Bruce 
sits in on the Treasury 
Committee hearing on 
tax policy accaglobal.
com/ab/podcasts
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Out of the shadows 
Internal audit is a vital part of governance, but it has tended to skulk around the 
periphery of many organisations. It’s time it came out into the open, says Peter Williams 

Internal audit (IA) is one of the most 
effective governance weapons at an 
organisation’s disposal. What a shame, 
then, that it still lurks in the shadows. 
Directors – especially non-executives – 
may at times feel they don’t know what 
is going on beneath them, that they 
don’t really understand the entity for 
which they carry so much responsibility. 
But an IA function that is well resourced 
and well directed can provide assurance 
if it is allowed to enter every part of 
the business and report on what is 
really going on. And while IA is often 
effective, it’s not terribly dynamic.

At the end of 2015, BDO published 
an analysis of audit committee reporting 
at UK quoted companies. The title, 
Gathering Storm – which is the title of 
Winston Churchill’s first book on the 

Second World War – referred to the 
regulatory changes gathering on the 
horizon. The report said audit committee 
reporting had improved, with three 
exceptions: reports were backward-
looking; language was generic; and the 
material on the work and the effectiveness 
of the internal auditor was sketchy. 

IA has become an important line of 
defence for companies in an increasingly 
complex and competitive world. Audit 
committees should work closely with 
IA and, given that, BDO notes: ‘It was 
surprising to find that, although there 
has been some improvement in this area 
of disclosure, audit committee reports 
continue to score low marks in their 
description of the focus of the IA function, 
its relationship with the audit committee 
and external auditors, and the testing of 

its effectiveness’. Indeed, one in 10 of the 
FTSE All Share don’t have an IA function. 
Those that do either don’t mention in the 
annual report what the IA does or make 
disclosures of the motherhood and apple 
pie type: ‘Our internal audit focuses on 
areas of high risk.’ Well done. 

BDO makes the point that without 
a more specific description of the most 
significant areas addressed in the year, 
it is difficult to form a judgment on the 
appropriateness of the IA function’s 
focus compared with the shareholders’ 
perception of parts of the business with 
the greatest risk. 

Another mystery is the interaction, if 
any, between internal and external audit. 
The survey could not find one company 
that even alluded to the fact that external 
audit plans had been discussed or 
co-ordinated with IA. Do internal and 
external audit not talk to each other? 

It is also unclear whether companies 
know how effective the IA function is. 
BDO says few audit committees declared 
whether or not they had completed 
an assessment, which is surprising given 
such a review is required under the 
corporate governance code. 

But maybe this shadowy existence is 
set to end. Last month, the Institute of 
Internal Auditors put forward proposals to 
update its standards to meet what it labels 
‘evolving business challenges’. Open 
to consultation for three months, the 
proposals seek to align existing standards 
with core principles that were adopted 
in 2015, strengthen IA’s objectivity, 
and enhance quality assurance and 
communication. Communication is key to 
giving IA the profile that is required. 

When reporting to the board or senior 
management, IIA is proposing that the 
internal auditor include information about 
risk accepted by management that may 
be unacceptable to the organisation 
and report the conclusions of the audit, 
along with information that supports the 
opinion. The point is, all stakeholders 
need to rely on the work of IA: it is too 
important to be allowed to lurk any 
longer. ■

Peter Williams is an 
accountant and journalist
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Ain’t misbehavin’
Poor corporate culture can end up sinking businesses, even whole economies, says ACCA 
president Alexandra Chin, and our profession is the one that can help put matters right

ACCA has been conducting research 
with its global membership about how 
corporate culture influences the way in 
which people behave (see our article on 
corporate culture on page 36). Nearly 
2,000 ACCA members responded to a 
survey whose report makes clear just 
how important culture is.

Many may have overlooked the critical 
importance of culture in the past, citing 
other reasons why some companies have 
acted in the way they did. But there now 
seems to be overwhelming evidence that 
culture is all-pervading. I was particularly 
interested in how culture can be shown 
to influence how people behave when, 
as the report says, they think that ‘no one 
is looking’.

The survey found that leadership – 
‘the tone at the top’ – plays a vital role 
in channelling functional behaviour, 
according to 60% of respondents; only 
20% said that incentives were the most 
influential element in affecting behaviour, 
and just 10% thought that rules and 
procedures had most influence. Business 
leaders seem to agree and are now 
starting to take a close look at their own 
organisational cultures to establish what 
they need to change.

Leadership is key, and its positive 
impact was particularly emphasised 
by respondents from East Asia and 
the Pacific (mainly China, Malaysia and 
Singapore), although respondents from 
the rest of Asia (including the Middle 

East) ranked the influence of rules and 
procedures more highly. 

The focus on culture has become 
a great deal sharper since the 2008 
financial crisis, when a lot of questionable 
activities were driven by the tone at the 
top. It could even be argued that earlier 
crises were also driven by underlying 
organisational cultures. We have all heard 
about employees being told they had to 
‘succeed at all costs’,  ‘go for short-term 
success’, or ‘remember the bonus at the 
end of the year’.

Culture – good or bad – is so 
embedded in many organisations as to 
require quite some time to change. As 
finance professionals, we have a vital 
part to play in that change. We have an 
almost unique, overarching view of the 
organisations for which we work. More 

than any other professionals, we have an 
in-depth knowledge of how departments 
and hierarchies operate, what makes 
them tick, and whether there is a healthy 
corporate culture in operation.

The information and insights that we 
have as finance professionals – along 
with our ability to report them effectively 
and to have an impact on performance 
management – can therefore be helpful in 
enabling organisations to make changes 
for the better.

Our report encourages boards to start 
a constructive dialogue about culture and 
underlying behaviours. We must be part 
of any discussion that will result in better 
corporate culture. ■

Alexandra Chin runs her own practice in 
Sabah, Malaysia
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The view from
Nicola Huyton ACCA, semi-senior accountant, 
The Fish Partnership, and former dancer

I’m proud of my unconventional path 
into accountancy. As a teenager I trained 
as a dancer with the Northern Ballet 
School. This led to my travelling the world 
on cruise ships, offering dance lessons 
and entertaining passengers.

A combination of the physical demands 
on my body and overall lifestyle made 
me realise it couldn’t be a long-term 
career. However, the social skills I 
acquired have proven invaluable. It was 
a natural step to look for a ‘front of house’ 
position and I took a job as a receptionist 
at a local accountancy fi rm.

With hard work and determination, 
everyone can achieve their goals. I was 
proactive and asked to be more involved. 
It gave me a real taste for accountancy, 

and after buying the textbooks myself 
I took the fi rst three ACCA papers.

My early efforts were recognised by 
SJD Accountancy, which took me on as 
a trainee and an accounts assistant. It 
was really pleasing to see my early efforts 
rewarded, and very motivating to have my 
remaining studies and exams paid for. 

The knowledge I have gained from 
studying for the ACCA Qualifi cation 
has made me a better accountant. I 
completed my last exam four-and-a-half 
years after I started studying – it was such 
a relief! Given my dance background, the 
Qualifi cation has opened doors that might 
otherwise have remained shut.

Today at The Fish Partnership, I look 
after a small portfolio of clients. I’ve 
been able to widen my experience since 
joining 15 months ago. I am responsible 
for management accounts and statutory 
fi nancial accounts, working primarily with 
SMEs. We also manage the UK-based 
subsidiaries of a number of US businesses.

As a practice, we strive to offer a 
consistently high level of service. We 
are trained to form strong relationships 
with clients and to understand their goals. 
A focus for us at present is on businesses 
in the property and landlord sectors.

My early career as a dancer has shown 
me that I’m defi nitely a people person. I 
love meeting clients, building relationships 
and understanding their businesses.

Having fully qualifi ed, I’m beginning to 
think about my future. My immediate 
priorities are to progress to client 
manager. After that, I’d like to go as far as 
I can and possibly become a partner.

Dancing is still a passion; it helps me 
relax outside of accountancy. I’m also 
a keen runner. The Fish Partnership 
encourages staff to undertake charity 
work, and a number of us have 
completed local charity runs. ■

Snapshot: indirect tax 

Keeping compliant with the many 
legislative changes affecting indirect 
taxation is a massive challenge.

In Europe, changes to the 
‘place-of-supply’ rules in force 
since the start of last year, which 
moved the VAT charged on 
telecoms, broadcasting and other 
electronically delivered services 
from an ‘origin’ to a ‘destination’ 
system, are starting to be mirrored 
in territories such as Japan, South 
Korea and South Africa. 

In Europe, the European 
Commission is pursuing the ideal of 
a destination-based system for the 
supply of goods and is consulting on 
simplifying tiers within the reduced 
VAT rates member states charge.

Other territories continue to 
move from general sales taxes 
towards a VAT-style system. All 
these measures will impact on 
corporate tax departments.

For advisers, broad technical 
knowledge of indirect taxation 
at regional and local level is 
crucial, along with an in-depth 
technical knowledge of the client’s 
business sector. VAT is a tax on 
transactions so there is often a 
need to understand the entire 
supply chain in order to provide 
the client with the correct answer. 
Finally, you’ll really add value when 
you have gained an understanding 
of how VAT is managed within the 
business, and of the processes 
and controls required to ensure 
compliance and minimise VAT risk. 

Audrey Fearing, partner, EY
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Give me a break
Some of the more underused tax breaks could have a material impact on SMEs’ finances. 
Mike Hayes explains how to help your clients optimise their tax positions

Many small and medium-sized 
enterprises (SMEs) fail to take 
advantage of valuable tax breaks that 
could make a difference to their bottom 
line and offer valuable funding. Here 
are some of the most underused tax 
breaks you could flag up to your clients, 
and some changes that may affect the 
shareholders’ own tax positions. 

Research and development 
Tax reliefs for research and development 
(R&D) expenditure have never been 
more generous, but the take-up by SMEs 

remains low. This is despite the fact 
that the credits available for SMEs are 
substantially greater than those available 
to larger companies. In 2015 HMRC 
published a consultation paper Improving 
access to R&D tax credits for small 
business, and one of the key outcomes 
has been to make the claims process 
easier, especially for businesses making 
a claim for the first time. Not only are the 
reliefs now higher than ever, but making a 
claim should be simpler.

There is a common perception among 
SMEs and their advisers that unless the 

business has people in white coats on 
the premises, then R&D cannot possibly 
be relevant to them. In fact, the terms 
‘science’ and ‘technology’ are interpreted 
by HMRC extremely widely, and there 
are very few business sectors where R&D 
relief is a non-starter. 

The property development and 
construction sectors can be fertile areas 
for R&D claims. Development projects 
often face significant technological 
challenges. As long as the solution is not 
available to (or readily deducible by) a 
‘competent professional in the field’, » 
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then any related R&D work to solve these 
challenges could qualify for the enhanced 
tax relief.

For R&D purposes, a company or 
group qualifies as an SME if it employs 
fewer than 500 people and has either an 
annual turnover of no more than £76m 
or a balance sheet total not exceeding 
£65m. SMEs can claim a tax deduction 
of 230% of the qualifying expenditure, 
which effectively reduces the R&D cost 
by 46%. Loss-making SMEs have the 
alternative option of claiming a payable 
cash credit, which can be a useful 
improvement to cashflow. 

Some other points to note:

* There is no minimum amount of 
expenditure required to claim relief.

 * An SME acting as an R&D 
subcontractor for a large company 
is able to claim R&D relief under the 
large company scheme. 

* Companies have up to two years after 
the end of the accounting period in 
which the money was spent to make 
a claim. 

* Software is specifically recognised by 
HMRC as technology, and HMRC also 
accepts that its development is often 
difficult and uncertain. As a result, 
businesses that have some element of 
digital output, such as some marketing 
services agencies, may find that they 
can make an R&D claim.

It is worth noting that R&D tax relief 
is only available for companies. For 
businesses that are conducted through 
limited liability partnerships, sole traders 
or partnerships, the possibility of claiming 
tax relief for R&D expenditure would be 
a significant factor in deciding whether 
to incorporate the business as a limited 
company.

Dividend tax 
Many clients in the SME arena are 
concerned about the impact of the 
change to dividend taxation, which comes 
into effect on 6 April 2016. The one-ninth 
notional tax credit will disappear and be 
replaced by an effective nil-rate band 
for the first £5,000 of dividends, with 
dividends above £5,000 being taxed at 
7.5%, 32.5% and 38.1% for basic, higher 
and additional rate taxpayers respectively. 
Dividends will be treated as the top slice 
of the individual’s income for the purpose 
of determining which rates apply. 

The overall impact of the change is 
that the effective rate of tax on dividends 
increases by 7.5% for each rate band 

for 2016/17 onwards, subject to the 
availability of the dividend exemption.

The most obvious point is to consider 
whether dividends should be accelerated 
so that they are paid before 6 April 2016 
to take advantage of the lower rates. This 
may simply be a question of bringing 
forward next year’s dividend or paying a 
dividend that was not contemplated so 
that some cash can be taken out of the 
business while tax rates are low.

The second point is to review the cash 
extraction policy for a company in view of 
the change. Many entrepreneurs choose 
to pay themselves a minimal salary and 

supplement this with dividends, as the 
effective rate of tax on the dividends is 
about 9% less than the equivalent taxes 
on salary. This difference will reduce from 
around 9% to around 3% from 6 April 
2016, so the benefits of paying dividends 
will be limited.

Notwithstanding the above, making 
use of the £5,000 dividend exemption is 
a must, and for family-owned companies, 
using it as much as possible for the family 
can be attractive. The new dividend 
regime will also make the decision of 
whether or not to incorporate even more 
finely balanced.

Wind-ups and entrepreneurs
A key element of advising SME owners 
in relation to taking value out of their 
company is the possibility of winding the 
company up under a members’ voluntary 
resolution, perhaps when the trade 
ceases or has been sold. A tightening of 
the law in this area is proposed, which 
may cause the denial of entrepreneurs’ 
relief in such circumstances and make it 
worthwhile accelerating any winding-up 
process so that distributions are made 
before 6 April 2016.

Changes in the qualifying conditions 
for entrepreneurs’ relief were widely 
expected, given the government’s 
concern that the relief was being claimed 
too widely and costing too much. It has 
tackled the problem in an ingenious way – 
not by changing the entrepreneurs’ relief 
rules, but by widening the circumstances 
in which capital receipts can be 
recategorised for tax purposes as income 
under the transactions in securities anti-
avoidance rules. 

A key change is that where an 
entrepreneur receives capital distributions 
on the winding-up of a company, these 
can be recategorised as income for tax 
purposes if the entrepreneur is involved 
(whether as a sole trader, partner or 
shareholder) in a similar activity within 
the next two years and if one of the main 
purposes of the transactions is to obtain a 
tax advantage. 

The changes are not likely to affect 
entrepreneurs’ relief in cases where an 
entrepreneur is retiring and does not 
intend to participate in a similar business 
in the future. But where, for example, an 
entrepreneur retires from their company 
and winds it up, but wants to keep their 
hand in by carrying on a similar business 
on a small scale, the capital treatment 
of their liquidation distributions could 
be in jeopardy. The changes are likely 
to have a particular impact on sectors 
such as property development, where 
it is common practice for a company 
to be set up to carry on a particular 
development and then be liquidated after 
its completion. 

It is proposed that the changes will 
apply to winding-up distributions from 
6 April 2016. Clients and advisers alike 
should be looking at accelerating the 
winding-up of companies concerned and, 
if possible, making distributions before 
the 6 April cut-off. It is not necessary 
for the winding-up to be completed by 
6 April – only for the distributions to be 
made before then so that they can benefit 
from current tax treatment. 

It is worth spending the time and effort 
to make sure that your client is maximising 
their business tax breaks. However, it is 
important to ensure that you discuss the 
pros and cons of each relief or tax credit 
scheme with them thoroughly to avoid 
any complications or misunderstandings 
further down the road. ■

Mike Hayes is a tax partner at Kingston 
Smith

SMEs often assume 
that unless the 

business has 
people in white 

coats on the 
premises, R&D 

cannot possibly be 
relevant to them
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Working the crowd
As equity crowdfunding grows in popularity, practitioners can play a vital role to help 
their SME clients navigate the complexities

Reward and loan-based crowdfunding 
has been around for a few years, but 
investment crowdfunding – where 
investors back a company in return for 
shares rather than products or interest 
payments – is only now becoming a 
mainstream way of raising capital. 

Last year saw several companies 
raise upwards of £1m in this way – and a 
couple of exits. Startup JustPark, which 
lets users rent out their unused parking 
spaces, was the biggest success story of 
2015, with more than £3.5m raised. And 
after taking in £2.75m in crowdfunding in 
April, Camden Town Brewery was sold to 
Anheuser-Busch InBev in December.

While big crowdfunding campaigns 
like these are still rare, the scale of 

funding obtained by small and medium-
sized enterprises (SMEs) in the alternative 
fi nance sector is likely to grow. The 
Future Trends in UK Banking report from 
the Centre for Economics and Business 
Research predicts that peer-to-business 
lending and crowdfunding could be worth 
£12.3bn a year by 2020. 

Hospitality and technology sectors 
seem to attract more interest from 
crowdfunding investors than others. 
‘Both of these industries are booming, 
and everyone likes the idea of having a 
stake in a bar or restaurant, especially if 
they are a little bit different,’ says Andrew 
Ball, partner and head of the hospitality 
industry group at accountancy fi rm 
Haysmacintyre. He adds that investors 

tend to go for business concepts that are 
likely to grow rapidly and provide a return 
on investment. ‘This is why restaurants 
are so much more popular to invest in 
than larger projects such as hotels. They 
need less capital to get going and start 
becoming profi table.’

SMEs join the party
But other industry sectors are getting 
on the crowdfunding bandwagon too. 
Research from UK Bond Network shows 
that 68% of SMEs would now consider 
using alternative fi nance to raise capital. 

Alternative fi nance is not just for 
startups, either. Ball says: ‘Those already 
established have a much better chance 
of succeeding through crowdfunding 
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platforms because potential investors can 
see that the business model works and 
can provide a return on investment.’

Clearly, the rise of crowdfunding 
presents a new business opportunity for 
accountants. ‘Even before going down 
the crowdfunding route, we can assess 
whether this form of fi nancing is suitable 
for the client,’ says Ball. He points out that 
it may not be appropriate for businesses 
and concepts in the very fi rst stages of 
development nor for those that need a 
hefty injection of funds to start out.

Martin Small FCCA, accountant and 
director of Ownse, is himself launching an 
app thanks to crowdfunding investment. 
‘There’s a long way to go between an 
initial idea and successful implementation, 

and everything takes longer than one 
thinks,’ he warns. ‘So make sure the 
client has realistic timescales in which to 
complete each part of the project, from 
product development to marketing to 
eventual fundraising.’ 

Many startups also need a team of 
professionals to get the project up and 
running. ‘As an accountant, you may know 
other clients who could complement this 
team,’ says Small.

It’s important to think of the end-game 
too. ‘This method of fi nancing could be a 

hindrance to raising further private equity 
down the line as the business may be 
seen as unstable,’ says Ball. ‘Selling the 
business may become diffi cult because 
of crowdfunding, as valuations may be 
affected by the way the business has 
been fi nanced.’

Small explains: ‘If a business is seeking 
to raise £100,000 through crowdfunding 
in exchange for 12.5% of the equity, the 
company would have a value of £800,000 
after the investment.’ Accountants may be 
asked to assess whether the valuation is 
justifi ed. ‘The reality is that, in most cases, 
this is made up of a large amount of 
“hope value”, and the business does not 
support such a valuation.’ 

Campaign support 
Assuming that crowdfunding is a 
suitable route, practitioners can assist 
clients throughout their crowdfunding 
campaigns, starting with advice on which 
platform to choose. ‘It’s important to 
pick an FCA-regulated crowdfunding 
platform,’ says David Webster, partner at 
law fi rm Russell-Cooke. 

Webster also points out that taking 
investment from the ‘crowd’ can lead 
to the creation of a relatively large pool 
of individuals with an investment in the 

underlying business – and perhaps a 
belief that they should have a say in how 
the business should be run. This could 
cause problems when decisions have 
to be made, potentially slowing down 
the process of arriving at shareholder 
resolutions. ‘However, some crowdfunding 
platforms have created trust structures so 
that there’s just a single entity or person 
for the recipient of the investment to deal 
with,’ Webster says.

Small advises warning clients against 
releasing too great a percentage of the 
equity for crowdfunding. ‘Otherwise the 
founders of the business may one day 
start to think they are not benefi ting 
suffi ciently from their own hard work.’

Clients will need help with their pitch 
and fi nancials to maximise their chances 
of attracting investors. ‘We’ve helped 
clients with their business plans, three-
way cashfl ow, P&L and balance sheet 
forecasts, and advanced assurance for 
enterprise investment schemes [EIS] and 
seed enterprise investment schemes 
[SEIS],’ says Jon Dudgeon, director at 
accountancy fi rm Blu Sky.

Small says that accountants advising 
SMEs on crowdfunding must be fully 
conversant with the legislation behind 
EIS and SEIS. ‘Fundamentally, one gives 
the investor 30% income tax relief and 
the other 50% income tax relief. There 
are also capital gains reliefs, and these 
can result in no capital gains tax being 
paid on the eventual disposal of the 
shares. Investors will want it guaranteed 
that these reliefs are available, so 
the accountant should seek advance 
assurance from HMRC.’

Clients may also ask their accountants 
to help them spread the word about their 
campaign on social media. Small warns: 
‘Care should be taken to ensure you are 
not endorsing the investment or providing 
investment advice if not authorised.’

For small business owners especially, 
crowdfunding will make their company’s 
fi nances more involved, adding extra 
accounting, tax and investor reporting 
obligations. ‘Company secretarial can 
also become a burden depending on 
the number of eventual shareholders the 
crowdfunding attracts,’ says Dudgeon.

All businesses that raise funds through 
equity crowdfunding will come under 
more pressure to succeed and grow. 
There is an opportunity for practitioners to 
advise about that growth too. ■

Iwona Tokc-Wilde, journalist

‘Even before 
going down the 

crowdfunding 
route, we can 
assess if this 

form of financing 
is suitable for 

the client’
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Success redefi ned
PwC polled 1,400 CEOs for its 19th annual global survey and found that, in an uncertain 
world, the top bosses in enterprises are having to redefi ne what constitutes success

Confidence heads south

CEOs are much less confi dent about the prospects for 
the global economy than they were a year ago. China 
and the US are still regarded as by far the best growth 
prospects, with Germany and the UK some way behind. 
India and Brazil are also seen as having potential. 

The frown lines deepen

For the fourth year in a row, over-regulation has CEOs more 
worried than ever. Their concern over greater geopolitical 
uncertainty is driven by terrorism and social instability.

The impact of IT and technologically empowered customers 
is a mega-trend that is driving CEOs’ reorientation of the 
business. The graphic shows which technologies they rank 
as generating greatest stakeholder engagement return.

For more information:

To read the full survey, Redefi ning business in a changing 
world, visit pwc.com/ceosurvey

Social value as well as business value

CEOs believe customers are increasingly judging 
companies by how they help wider society, and 24% say 
their company has changed its sense of purpose as a result.

68% Data and analytics

65% Customer relationship 
management systems

53% R&D and innovation

50% Social media 
communications and 
engagement

44% Web-enabled 
collaboration tools

33% Online reporting 
technologies

30% Personal data security

23% Social listening tools

21% Investor relationship tools

45%
Have always 

had a broader 
purpose

24%
Changed 
within last 
three years

16%
Not changed 
and not up for 
consideration

12% 
Not changed 

but under 
consideration

Pessimism pervades global growth expectations

● Confi dent the global economy will improve
● Very confi dent about their business’s growth prospects

2012 2013 2014 2015 2016

79%
74%
73%
72%
71%

69%

Over-regulation ●
Geopolitical uncertainty ●
Exchange rate volatility ●
Availability of key skills ●

Public fi nances ●
Increasing tax burden ●

Top concerns by region

94%

87%

86%

85%

84%
81%

81%

15%

40%
36%

39%

39%
35%

18%

44%

27%

37%

The 
innovation 

edge

35

03/2016 Accounting and Business

Graphics | Insight

GL_I_graphics.indd   35 03/02/2016   16:43

www.pwc.com/ceosurvey


For more information:

See the full results of the survey, and further insights on 
corporate culture to support your programme of change, 

at accaglobal.com/culture

60%
Tone at the top is the most 

influential driver of corporate 
behaviours 

20%
Incentives are the 
most influential 

driver 

10%
Rules and procedures 

have the most influence

Follow the leader
An ACCA report suggests that creating the right tone at the top can be key to regulating 
workplace behaviour while monetary reward comes way down the list, says Pauline Schu

management generally. Half 
the respondents agreed that 
performance-related pay schemes 
help foster best performance, 

although nearly two-thirds (65%) 
suggested that such schemes might 

lead people to exaggerate or falsify 
their performance measures. 

But monetary reward is not the 
strongest motivator. When asked 

about what motivates them most, 
more than half of respondents cited 

recognition for their work; one-third cited 
earning more money. 

In terms of the rationality of management’s judgment, nearly 
one-third of respondents neither agreed nor disagreed as to 
whether staff in their organisation were aware of such cognitive 
bias. Nonetheless, 78% of them recognised that these adversely 
affect decision-making and 76% suggested that teams, including 
boards, should be trained in better decision-making skills so that 
cognitive biases would have less effect.

On average, about 40% of respondents agreed or strongly 
agreed that senior management in their organisation was 
sufficiently aware of what was going on lower down in the 
organisation; almost half (48%) agreed or strongly agreed that 
senior management was accurately reporting information back to 
the board. 

Where to start
Since the financial crisis, there has been fierce debate around the 
issue of corporate culture; the UK Financial Reporting Council is 
just one of the organisations exploring its impact. 

Those willing to engage in cultural change must, however, be 
aware that there is no one-size-fits-all solution and that change 
will not happen overnight. Changing culture is a challenge, 
and organisations should look at the behaviours underlying the 
culture they seek before embarking on change. ■

Pauline Schu is policy and research officer at ACCA and manages 
ACCA’s culture and channelling corporate behaviour work

A strong culture can act as 
an effective regulator of 
behaviour. An established 

culture within an organisation 
affects the way things get 
done, how operations and 
stakeholder relationships 
are managed and, most 
importantly, how people 
behave when no one is looking.

The financial crisis of 2008 
revealed just how a failure to oversee behaviour and set the 
appropriate tone can negatively affect corporate conduct. But 
setting the right tone through the corporate culture can arguably 
channel behaviour more effectively than procedures and rules. 

Looking at the bigger picture, culture influences behaviour 
by giving direction and determining priorities, stating and 
protecting common values and reinforcing a sense of common 
identity. Corporate leadership can significantly influence 
behaviour by setting, embedding and promoting organisational 
values from the top down.

While culture is difficult to define in practical terms, and its 
direct influence on behaviour is hard to demonstrate, findings 
from recent ACCA research, published as part of its Culture and 
Channelling Corporate Behaviour initiative, offer some direction 
for boards willing to set off on a journey of cultural change.

Leaders vs rulers 
The results from the survey, which received responses from 2,000 
members, confirmed the critical role that leadership plays in 
channelling functional behaviour. For more than 60% of those 
who responded, the tone set at the top was the most influential 
driver of behaviours. Only 20% said incentives were most 
influential, and as few as 10% thought rules and procedures had 
most influence.

The positive impact of corporate leadership was particularly 
emphasised by respondents from East Asia and the Pacific 
(mainly China, Malaysia and Singapore), although respondents 
from the rest of Asia (including the Middle East) ranked the 
influence of rules and procedures more highly. 

Many respondents also raised the importance of 
management practising what it preached or ‘walking the talk’, 
saying that the actions and values of leaders were a key to 
maintaining ethics and integrity in an organisation.

The second most influential drivers of behaviour were 
identified by members as incentives and performance 
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A number of factors influence our behaviour, from both our professional and personal lives. 
The balance of these will vary by culture and age group  
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An eye on the facts
Current performance reporting processes are flawed, says an ACCA/KPMG report, 
resulting in missed value opportunities and slow responses to emerging threats

and strategy delivery. For performance reporting to be effective 
a common data hierarchy needs to be deployed across the 
enterprise around the right key performance indicators (KPIs). This 
data supports the representation of a single version of the truth.  

While the ACCA/KPMG study suggests a more consistent 
use of common KPIs across the business, every organisation also 
needs to ask itself if:

* Performance indicators are aligned to strategy?

* The underpinning data is consistent?

* The data is managed in a sustainable manner?
According to the survey, almost 40% of respondents believe that 
decisions are grounded not on information-based insight, but on 
the ‘gut instinct’ of business leaders.

The study suggests three critical areas organisations need to 
focus on to improve performance reporting capability:
1 Build the right data and governance foundation: collect 

the data that really matters. Organisations need to know 
the right data to support an integrated set of defined KPIs. 
Data quality is imperative – it is the bedrock that allows the 
business to trust in the information it receives. And that 
happens through a robust governance process that ensures 
data integrity over time. 

2 Structure the delivery model for success: performance 
information for management needs to be consistent, 
controlled, timely, relevant, complete and delivered in a cost-
efficient manner. Finance function structure and the delivery 
of performance reporting capability will determine success.

3 Empower finance professionals to collaborate effectively with 
the business, with the ultimate goal of increasing the speed 
and quality of decision making. This will bring competitive 
advantage. However, to achieve this financial professionals 
need the skills and behaviour, allied with technology support, 
to allow a step change in performance.

At present, even companies that have invested heavily in 
the area of performance reporting cannot always provide 
accurate sales or stock reports. They lack common definitions 
for fundamental aspects of their business such as ‘margin’ or 
‘spend’. Only by enforcing consistent information standards will 
companies be able to deliver trusted and useful information. »
Peter Williams, accountant and journalist

If corporates are going to perform well in this data-soaked, 
competitive and complex world then they need to secure 
one version of the truth. They also need to move away 

from gut-instinct decision making. This will only happen if a 
business uses performance reporting to link its operational 
activity and decision making to the attainment of its strategy. 

The second of three pieces of research commissioned by 
ACCA and KPMG evaluated the effectiveness of the enterprise 
performance management (EPM) capability within the finance 
function (the first, on budgeting, was covered in Accounting 
and Business, October 2015, page 39). The study suggests that 
current performance reporting processes are flawed. Many 
enterprises continue with ‘information’ that does not support 
rapid and informed decision making. The result, according to the 
authors of the report, is missed value delivery opportunities and 
slow responses to emerging threats. 

To be effective, performance reporting should be developed 
within a performance management framework with three core 
components, the other two being planning, budgeting and 
forecasting, and profitability/costing analytics.

Better decision making
Investing in performance reporting capability offers a real 
competitive advantage. It gives organisations essential 
information to make confident and effective decisions and 
focuses the attention of management on activities that 
really matter. Crucially it provides a consistent view of actual 
performance across the business. 

As the volume of internal and external data continues to 
increase exponentially, along with unrelenting demand for more 
information from the business, organisations are being forced 
to consider what information they need in order to achieve their 
strategic objectives and drive value. 

Leading organisations are building frameworks designed 
to provide a seamless link between strategic objectives, 
the measurement of performance against objectives and 
operational decision making. 

Currently too many others are weighed down by a mass of 
performance reports, often containing too many metrics (many 
of which conflict), offering too little insight. The result is that 
they are unable to analyse the past or anticipate performance 
to enable better decisions. Often, overworked finance functions 
produce reports that neither meet the demands of stakeholders 
nor offer an added-value view of performance.

In the knowledge economy, optimised and appropriate data 
is key for better decision making, competitive advantage creation 

For more information:

Download the full report, Performance reporting: An eye 
on the facts at bit.ly/1M8zRGS
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Looking to the future

Derek Sommerville FCCA was appointed finance director at 
ACCA in the middle of 2015 so in his words is still ‘turning 
some stones over to find out what is going on’. He describes 
performance reporting at ACCA as ‘at a reasonable level’.

‘We understand the need for performance reporting, 
and in terms of revenue reporting we are good at knowing 
what drives our revenue and have key reporting around that.’ 
However, he says, there is further work to do in terms of 
linking cost bases to the revenue. 

Performance reporting emerges from ACCA’s Glasgow-
based centre of excellence, where a concentrated finance 
team services the entire global organisation. Since he arrived, 
performance reporting has been one of a number of priorities 
Sommerville has looked at. Because the organisation is 
continually growing and changing, he says, performance 
reporting will need constant fine-tuning. ‘Performance 
reporting can’t stand still.’ 

Last year, ACCA developed a five-year strategy and KPIs 
were produced to link operational performance to strategy. 
This is where the fine-tuning may come in, as Sommerville 
wants to slim down the existing suite of metrics to a single 
sheet of paper and revisit them to increase understanding of 
how ACCA shapes up, both on a global and regional basis – 
especially in terms of product performance. 

Sommerville says there is a reasonable degree of focus, 
with performance in all the different areas being measured 
against the plan: ‘If there are any deltas appearing, [we need 
to ask] why that is and what remedial action we can take.’

He notes that ACCA, like many organisations, is sitting 
on a considerable amount of data and currently uses legacy 
systems, which cause obstacles in performance reporting. 
This is a key challenge. ‘The legacy system is UK-centric, for 
instance, it is not multi-currency, and we use different systems 
outwith the UK.’ The plan is to move to a single global system 

within the next 12 to 18 months. This will act as a catalyst 
to help restructure processes within finance. A key element 
includes developing a shared service centre and embedding 
key finance personnel in advisory roles in the business to 
improve decision making. ‘We want to free up local finance 
professionals across the globe to act as business partners 
rather than working on transactions,’ says Sommerville.

Alongside automating processes to improve performance 
reporting, Sommerville’s other major challenge is around 
implementing change. ‘Within finance, roles will be upskilled 
and change for the good,’ he explains. ‘This is all about 
putting finance at the centre of the business, getting the 
acceptance and building up trust. We want the operations to 
see the value of using finance professionals as consultants.’

This links back to the overall strategy by providing clarity. 
‘By developing KPIs we can measure the success or otherwise 
of the strategy. Finance should be advising operations on 
what it is doing well, and on investment decisions and how 
they impact on the long-term aim of providing value for 
money and delivering finance and non-finance strategic aims.’

Long relationship
Sommerville has been closely involved in performance 
reporting in his previous roles – he sees it as part of his 
culture. As a consultant to the Hilton hotel group, he worked 
to refine the finance function, to ensure it delivered value 
for money and that structures were fit for purpose. He has 
also worked for an international architecture practice, which 
shared some characteristics with ACCA. There he helped 
the finance function become outward looking and improved 
decision making. Sommerville says the finance function 
should look ahead, too: ‘Any growing and developing 
organisation needs to be forward looking. And performance 
metrics help in shaping and predicting the future.’ ■
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Redback rising – slowly
The Chinese renminbi appears to be experiencing the painful birth pangs of becoming a 
global reserve currency. But it is still a long way off joining the global stage

has become to the US-led market system. But the RMB is not 
free. Instead, it trades in two versions: the onshore, controlled 
currency called the China yuan renminbi (CNY); and the offshore, 
more freely tradable proxy version known as CNH. 

What we can say is that, according to the banking 
communications platform SWIFT, the RMB ranked fifth in the 
table of international payments by value at the end of October 
2015. There are now 12 offshore CNH clearing centres spread 
across Asia, Europe, the Middle East and the Americas, and the 
CNH is increasingly traded on electronic trading platforms that 
now handle the bulk of global foreign exchange transactions. 

As a measure of how widely used the RMB now is, Michael 
Go, Thomson Reuters’s head of market development, FX, Asia 
Pacific, whose platform is one of the world’s largest trading 
venues, says: ‘In September 2014 Thomson Reuters witnessed 
a 351% increase in offshore RMB trading on our FX electronic 
trading platforms versus September 2013, with volumes up 
a further 51% by September 2015. This is testament to the 
staggering growth and development of the currency over the 
past 10 years.

‘Hong Kong has become a leading global hub for RMB 
trade settlement, financing and asset management, where 
a wide range of RMB products and services is available to 
meet the needs of businesses, financial institutions and » 

Having been widely debated for some time, the 
reserve currency question was given a strong and 
perhaps final push when, on 30 November last year, 

the International Monetary Fund (IMF) announced that the 
renminbi (RMB) was to be included in its Special Drawing 
Rights (SDR) currency basket. 

The IMF’s statement raised more questions than answers. 
‘The Board today decided that the RMB met all existing 
criteria,’ it said, ‘and, effective October 1, 2016, the RMB is 
determined to be a freely usable currency and will be included 
in the SDR basket as a fifth currency, along with the US dollar, 
the euro, the Japanese yen and the British pound. Launching 
the new SDR basket on October 1, 2016 will provide sufficient 
lead time for the Fund, its members and other SDR users to 
adjust to these changes.’

The moot issues raised are: whether or not the RMB can be 
termed a ‘freely usable currency’; if 11 months will be sufficient 
for all parties, including China, to adjust to these changes; and 
how the other currencies will react in the marketplace to a freely 
tradable Chinese currency.

Its inclusion in the SDR was, the IMF explained, driven by 
the recognition of the role that China now plays in the global 
financial system and the progress it has made in ‘reforming [its] 
monetary and financial systems’ – that is to say, how close it 

Enter the Redback: the birth of a reserve currency
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‘There has been a relaxation over 
time of the processes that you need 
to go through to gain permission 
for certain types of FX operations,’ 
says Pogson. ‘I think the two-year 
liberalisation programme that PBOC 
has announced is a statement of 
intent, but it will be a question of how 
the economy plays out as much as 
anything. Foreign exchange stability 

has given them a valuable basis for import/export activity, and 
they have sizeable reserves that they have built up with this FX 
environment.’

New volatility
For the moment, international attention is focusing on the PBOC’s 
daily fixing of the RMB’s value. The August ‘experiment’ was the 
PBOC’s abandonment of the daily fixing of the onshore CNY 
exchange rate that established a mid-rate, allowed for a 2% 
fluctuation up or down. Now, instead of simply fixing its chosen 
rate, it prefers to use indications from the market the previous 
day to determine what the rate should be. This has introduced 
considerable volatility – that is, uncertainty – into the exchange 
rate. The offshore CNH maps the path of the CNY, with occasional 
variations in its one-to-one parity. What used to be a one-way bet 
as the PBOC controlled the exchange rate is now no more, and 
the effects of the new volatility were violently in evidence in the 

investors. Renminbi activities in Hong Kong are supported by 
the renminbi liquidity pool in Hong Kong, which is the largest 
outside mainland China. At the end of 2014, renminbi customer 
deposits and certificates of deposit issued by banks in Hong 
Kong together amounted to over RMB1.1 trillion, according to 
the Hong Kong Monetary Authority.’ 

Moreover, in October last year, China launched its own RMB 
payments system, the China International Payment System. 
This demonstrates a significant commitment to establishing an 
international operational infrastructure to accommodate users 
of its currency. Also significant, however, was that it chose to do 
so to avoid using the SWIFT system in order to keep control and 
keep the data surrounding its currency separate from the US-
dominated international system. 

Path to full liberalisation 
This is an indication that China is not simply going to open up 
its currency to all comers nor relinquish the levers of control over 
its currency. For the time being China is taking the path to full 
liberalisation of its currency one step 
at a time.

‘RMB is the big issue that everyone 
is looking at right now,’ explains 
Mark Webster, global head, FX sales 
at Standard Chartered, based in 
Singapore. ‘Everybody wants to know 
what this is going to mean. We have 
to hold in the back of our minds that 
we are heading towards a complete 
liberalisation of the currency at some 
point. That’s the way the authorities 
are taking us, but we have to deal with 
each step on that path as we get to it. 

‘There will be more to risk and 
greater reduction in the regulation. 
We are seeing greater acceleration 
of easing on the monetary and fiscal 
fronts. The People’s Bank of China is 
obviously working to maintain a stable, trade-weighted exchange 
rate. We expect there’ll be more measures to come down the 
track, and that will only lead to more volatility over time.’

The first major shock of that volatility came in August last year 
when the People’s Bank of China (PBOC) devalued the RMB and 
announced plans to change the way it managed its currency. This 
came as a blow to the market. 

‘I don’t think the 11 August experiment went particularly 
well,’ says Keith Pogson, senior partner, Asia Pacific financial 
services for EY in Hong Kong. ‘In the short term, the PBOC will 
try and maintain more stability in FX rates. This is especially so 
that the SDR inclusion isn’t thrown off-track, but I think they 
are still thinking about how they economically manage the 
exchange rate. After 11 August and the devaluation, they had 
to spend quite a lot of money stabilising the RMB. I think we 
are going to see a number of initiatives that will move them 
closer and closer.

‘We are heading 
towards a 
complete 

liberalisation of 
the currency, but 

we have to deal 
with each step as 

we get to it’
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emerging market fashion, this does not go down well with 
foreign investors whose onshore investments – whether in 
terms of direct investment in property, plant or equipment or 
of portfolio investment – lose value against their base currency. 
Devaluation does not encourage confidence among foreign 
investors, but then China may be different.

What next? 
China is no ordinary emerging market. Already the second 
largest economy in the world, businesses globally want a piece 
of the mainland China economic action, which is, after all, 
why news of a slowdown in growth causes such waves in the 
international economy. Whether the Chinese currency falls or 
rises, it is still home to 1.3 billion potential customers.

Both the trading and the investment opportunities will remain. 
The free floating of the RMB should ultimately stabilise such 
economic relationships, especially if the currency and derivatives 
markets deepen sufficiently to provide ready markets in forward 
foreign exchange, swaps and options to hedge currency risk.

As the RMB becomes more widely used, it can become a 
de facto reserve currency used by markets to price a range of 
commodities. Provided the currency is stable, it would make 
sense for, say, an oil-producing company to sell in RMB if it was 
also purchasing goods in RMB from the Chinese or other parties. 

Such high-level use of the currency would tend to lend 
stability in its relationship with other currencies, as there would 
be ‘real-world’, not just speculative, supply and demand for 
it. One need look no further than the US dollar to see this 
working in practice. So one question might be whether or not 
the inclusion of the RMB in the very short list of global reserve 
currencies would impact supply and demand for the others on 
that list – the dollar, for example.

Inevitably the answer would be yes, in the long term. 
However, it is worth remembering that the vast bulk of the daily 
US$5.3 trillion turnover in global foreign exchange markets 
is conducted in three currencies: the US dollar, the yen and 
the euro. The dollar alone is a component of the vast majority 
of all transactions. It would take the RMB a very long time to 
significantly disrupt this pattern.

However, if the Chinese economy is to become the world’s 
largest over the long term, it is inevitable that its currency 
would achieve reserve status. What we are seeing now are 
the convulsions of a currency and of a government coming to 
terms with its growing presence in global, free markets. How 
that relationship will play out in the run-up to its inclusion in the 
IMF’s SDR basket this October, and to full RMB liberalisation 
in due course, is something that the markets are also coming 
uncomfortably to terms with. 

What’s for sure is the inevitability of China’s increasing global 
economic and market presence. It is what we should expect 
from a country that is home to approaching a fifth of the world’s 
population. Reserve currency status for the RMB is merely a 
consequence of this. ■

Richard Willsher, journalist 

early days of January, with drastic knock-on falls in China’s equity 
market and contagion being felt across markets around the world.

China’s foreign currency reserves are depleting rapidly. ‘There 
was a US$512bn decline in reserves last year. They still have 
reserves of US$3.3 trillion, but of this only about half could be 
turned into cash at short notice,’ says external senior adviser to 
UBS, economist George Magnus. ‘This could disappear quite 
quickly in the event of further outbreaks of capital flight.’ So 
where might this lead?

There have been many examples in foreign exchange market 
history of what happens when currencies’ formal controls are 
removed, even partially. The most recent and disturbing was the 
sudden unpegging of the Swiss franc (CHF) to the euro (EUR) 
on 15 January 2015. Then the Swiss franc made an immediate 
15% appreciation against the eurozone currency, resulting in 
considerable gains or losses to investors, depending on which 
side of the EUR/CHF trade they were holding positions.

This was a revaluation, but Argentina’s unpegging of its 
currency to the US dollar in 2002 resulted in the Argentine peso 
losing 75% of its value over the following few months. However, 
the good news for Argentina’s exporters was that their products 
became cheaper on international markets, just as Swiss exports 
became more expensive when it revalued.

The consequences of the free flotation of the RMB will 
therefore be of significant economic effect for China. Cheaper 
Chinese exports play well in terms of the country’s continuing 
competitiveness on international markets. However, in classic 
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Career boost
Talented candidates may lose out if they cannot communicate their skills and 
successes, says Rob Yeung; plus the perfect etiquette for the fi rst day at work

Dr Rob Yeung is an 
organisational psychologist 

and coach at consultancy 
Talentspace

Talent doctor: interviews

I recently coached Jasper, a fi nance 
manager who was getting invited 
to interviews but had not received 
any job offers. I took him through a 
mock interview before discussing his 
CV and experience; I quickly realised 
that he had solid skills but was not 
communicating in a suffi ciently 
assertive and positive way.

Many talented candidates don’t put 
across their skills and experience when 
confronted with interviewers face to 
face. Unfortunately, overconfi dent but 
less competent candidates are often 
better at selling themselves during 
interviews than more self-doubting but 
competent candidates.

To win over interviewers, remember 
that they are usually more impressed 

by actual examples. Don’t talk about how 
you generally go about tackling projects; 
prepare to talk about real examples of 
how you added value.

To prepare relevant examples for 
each interview, look at the specifi c 
job advert. For instance, Jasper was 
preparing to be interviewed for a job that 
required ‘proven experience of leading 
a team’ and ‘the ability to function as 
a change agent’. So we worked on 
crafting examples about how he had 
led a team – hired, coached, motivated 
and disciplined people, for instance. We 
discussed how he had proposed change 
and made it happen.

Interviewers are less interested in why 
a problem or situation arose; they want to 
hear about the actions you took to resolve 

it. And to come across as more dynamic, 
avoid speaking about what happened in 
the passive voice, such as ‘The problem 
was resolved by…’ or ‘The project was 
completed successfully’. 

Remember that it’s you who is 
being interviewed for the job rather 
than your team, so talk about yourself 
in the active, fi rst person: ‘I resolved 
the problem by…’ or ‘I completed the 
project successfully’. Yes, at times it 
may be appropriate to talk about other 
members of the team. But, for the 
most part, focus on your contribution: 
‘I suggested’, ‘I persuaded’, ‘I realised’ 
and so on.

When thinking about relevant 
examples, try to recall the barriers and 
problems that you encountered along 
the way. Don’t do yourself an injustice 
by making long, diffi cult projects 
sound too easy. Take your time to 
explain all the unforeseen obstacles 
that arose and the steps you took to 
surmount them. 

I recommend that job hunters write 
at least bullet points for each example 
of the most notable problems they 
faced and the key actions they took. 
Then it’s a case of rehearsing these 
out loud to ensure that you can bring 
them up fl uently and persuasively. 
If you’ve got the experience to get 
invited to interviews, don’t let a lack 
of preparation get in the way of you 
fi nding a great next job. ■

For more information:

www.talentspace.co.uk

@robyeung

Winning ways

Watch Dr Rob Yeung 
expand on these themes at 
www.bit.ly/ACCA-Yeung1
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Best options for pay
Compliance and risk functions 
are the best-paid roles in 
the non-revenue-generating 
areas of finance, according to 
Robert Walters 2016 global 
salary guide. And New York 
comes top among the world’s 
financial centres, offering 
the highest salaries to risk 
managers and compliance 
officers.

Survey results show that 
individuals working in both 
market and quantitative risk 
in the US can command up 
to $300,000 a year, while their 
London counterparts receive a 
comparatively paltry $125,000 
to $140,000. Nevertheless, 
their pay packets are still 
slightly bigger than those 
of risk modelling managers 
working in Singapore, who 
can earn between $97,000 and 
$139,000.

Internal auditors in the UK 
can expect to receive higher 
remuneration than their 
Hong Kong counterparts. 
London-based auditors attract 
pay packets in the range of 
$101,000 to $130,000. Hong 
Kong-based auditors can only 
expect to receive between 
$77,000 and $116,000.

Figures have been 
converted from the original 
local currency into US$ for ease 
of comparison and are based 
on the salaries of workers who 
have five years’ experience.

EY awards $1m prize 
As the winners of the firm’s 
new global recognition 
programme, ‘Better begins 
with you’, EY professionals 
from Germany, Hong Kong, 
Poland and the US will share 
$1m to invest in the initiatives 
they have been working on. 
The programme recognises 
EY people who have brought 
the firm’s purpose – ‘building a 
better working world’ – to life.

Overall, there were five 
winners in four categories: 
driving exceptional client 
service; developing 
outstanding leaders and 

teams; strengthening our 
communities; and pursuing 
innovation. 

Two teams were 
recognised for exceptional 
client service – one serving 
fast-moving consumer 
goods giant P&G in the US 
and the other Germany’s 
Federal Employment Agency. 
Jonathan Zhao, a member 
of EY’s Asia-Pacific financial 
services practice in Hong 
Kong, was recognised for 
building an Asia-wide actuarial 
and insurance risk team in 
just 10 years. Other category 
winners were the EY Poland 
Employees’ Foundation team, 
which provides assistance 
to the legal guardians of 
foster children, and Melissa 
Edwards from the US, who is 
leading EY’s adoption of the 
digital tool ThinkTank. 

Prompt retirement
The UK financial services 
industry could be facing a 
significant talent shortfall, 
recruiter Randstad Financial & 
Professional has warned. 

A poll of UK finance and 
accounting professionals 
carried out by the consultancy 
reveals that almost half (46%) 
plan to retire once they reach 
the state pension age. This 
is because the majority feel 
under pressure to leave the 
industry, as they are no longer 
valued by their colleagues.

With a large proportion 
of baby boomers reaching 
retirement in the next few 
years, this will leave the sector 
with a dearth of talent.

According to Randstad, 
nearly four in 10 (37%) of 
finance employees and 
accountants claimed that there 
was ‘significant pressure’ on 
older workers to leave the 
workforce at state pension 
age. A further 39% of such 
employees believed that 
senior workers face ‘some 
pressure’ to quit their role once 
they become pensionable. 

Tara Ricks, managing 
director of Randstad Financial 
& Professional, said: ‘If we’re 
to avoid a talent exodus, 
banks and accountancy firms 
are just going to have to go 
that extra mile to ensure their 
most experienced workers are 
feeling loved.’ ■

Career boost

Careers: Talent doctor

Headline for web???:

Folio for app:

The perfect: first day at work

First, some housekeeping – what are you going to wear and how are you going to 
get to your new office? Preparing for both these areas will remove some of the stress 
from your first morning. A call to HR to ask for guidance on the former and a dry run 
during rush hour on the latter will give you a realistic, workable plan for arriving on time 
and appropriately dressed.

Next, give some thought to your likely timetable and interaction. Again, asking HR or 
your future boss for information in advance is okay, even desirable. Expect to take a tour 
and go through an induction, and resolve to try and take in as much as possible. Ask people 
about their roles, introduce yourself, explain what you will be doing and engage. 

First impressions count, of course, so look interested, be positive and ask questions. 
Obviously, you’re likely to be bombarded with information and names, but concentrate on 

learning those of your team first of all. 
And assess your near and medium-
term workload. Find out what you 
will be working on, what’s expected 
immediately, soon and later on. 
Try and get a sense of client and 
customer preferences: targeted 

questions, such as which accounts 
do you spend most of your time 
on, will help give you a sense of 
what your own priorities should be. 

On any first day, there’s a ‘how 
do I get things done around here’ 
factor. Get to know your support staff 

– the IT helpdesk, the secretaries and 
associates. Be friendly and start to 
get them onside.

Above all, remember to 
take a snack or two: getting around 

to your first break might take some time.

For more information:

accacareers.com

45

03/2016 Accounting and Business

Careers | Insight

GL_I_careersLoxton.indd   45 10/02/2016   13:58

www.accacareers.com


Recipe for success
In the third in our series on the strategic role of finance professionals, Tony Grundy looks at 
the key ingredients needed to turn the finance team into a higher value-added function

services inhouse or to outsource some; how to brand the 
department; and how to define its role in relation to the 
business’s strategy regarding acquisitions, alliances, divestment, 
restructuring and turnaround. It may also be helpful to 
benchmark your new strategy against other leading companies.

Structure

* From many levels, with four or five staff at each level > 
To fewer levels, with at least six reports at each 

* From tasks are all ongoing > To 50% ongoing tasks and 50% 
project work

* From fixed job descriptions > To fluid roles with periodic 
rotations of responsibilities

* From efficiency/accuracy-based measures > To balanced 
scorecard, including customer value

Change to structure is often one of the biggest hurdles to 
managing strategic change in the finance function, as staff 
in finance are often less flexible in mindset so are likely to be 
uncomfortable with significant change. But this nettle may need 
to be grasped.

Systems

* From financial and reporting systems > To also strategic 
planning/control

* From based purely on accounting profit > To also produce 
data on economic value added

* From almost all outputs numerical > To automatically 
producing graphs, charts etc

* From ‘dumb systems’ > To intelligent systems that 
automatically suggest issues

* From requiring a lot of training familiarity > To user-friendly

* From overly complex > To not overly complex yet does the 
job well

This may also require some close work with the IT department. 

You might be familiar with the classic MBA model, 
‘the seven S’s’ (strategy, structure, systems, skills, 
style, shared values and staff), used to analyse the 

environment and investigate if the company is achieving its 
intended objectives.

We can reduce these to five by incorporating ‘shared values’ 
into ‘style’, and ‘staff’ into ‘skills’, in order to simplify the model 
and to highlight the interdependencies of these elements. The 
five are defined as follows:

* Strategy – the direction of finance and how it will add value in 
a competitive way

* Structure – the division of responsibilities and reporting lines, 
and their complexity

* Systems – the financial (and potentially strategic) planning 
and reporting systems and processes, both IT and non-IT

* Skills – technical, commercial, strategic, communication, 
advisory, influencing and other interpersonal skills 

* Style – the behaviour, mindsets, beliefs and underlying values 
of staff.

If we look at each of these in more detail, we can see some of 
the typical shifts that you could consider when planning the 
modernisation of your finance function. We illustrate these shifts 
using the ‘from-to’ convention.

Strategy

* From transaction and reporting focus > To focus on 
improving performance

* From numbers, with some description > To mainly graphs, 
pictures, interpretation

* From existing performance taken as read > To creative 
challenge to highlight options to improve

* From one big report a month > To monthly reporting plus 
many one-off reports 

There might be other elements such as whether to have all 
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Skills

* From analytically orientated > To a balance of analytical, 
interpretative and creative

* From historically orientated > To also able to look forward 
strategically

* From weaker in helping do commercial deals > To enthused 
and capable of getting involved commercially

* From scorekeeping > To decision support and business cases
Training in both hard and soft skills can close most gaps but 
there is often a need to recruit new people with the desired skills 
and style, as well as managing attrition.

Style

* From senior meetings set on ‘soak-up’ > To attendees eager 
to contribute and even lead thinking

* From only comfortable with financials > To comfortable also 
with discussions on broader business issues

* From engages only with the end results > To keen to drill 
down to the root causes 

* From focus on the current/past > To more focused on the 
future and ‘the possible’

* From retreating when challenged > To able to listen but can 
push back when challenged 

Style shifts can be tricky as they are about culture, which can be a 
lot slower to change than, say, structure.

The top 10 
There are 10 key interdependencies within the five Ss that an FD 
should consider aligning. These are:
1 Strategy and skills: what competences does finance need in 

order to deliver its strategy?
2 Strategy and structure: what structure gives the right cost base?
3 Strategy and systems: what systems are required to deliver 

the strategy of the finance function?
4 Strategy and style: what shifts in style are needed, too?
5 Structure and skills: how do these fit together?
6 Structure and style: how consistent are these? For example, 

flat structure for responsiveness
7 Structure and systems: are these well aligned?
8 Systems and style: if we are seeking to be responsive and 

value added, do the systems allow that?
9 Systems and skills: do we have systems good enough to help 

us to really perform a sharp, decision-support role?

10 Skills and style: if we do have the skills, is our mindset holding 
us back from using these to the full?

Inevitably, there will be areas where we are much more in the 
domain of the ‘from’ rather than the ‘to’ and therefore need to 
address those strategic gaps. There are some organisational 
interventions that can actually mobilise change. For example, in 
terms of strategy, consider developing a new vision and brand 
for finance, supported by a review of its strategy and of what 
value-added activities you want to be in, potentially supported 
by some benchmarking against finance teams elsewhere. 
As regards structure, it may be useful to simplify it and even 
remove a layer. When it comes to skills, consider training/
coaching, 360-degree feedback and performance management, 
recruitment and maybe redundancy. As for style, team-building 
workshops can help. And finally, in terms of systems, think about 
reengineering business processes and reviewing IT processes.

All of these interventions need to be properly project-
managed – ideally by allocating them to a specific project 
manager. This would need to be managed at ‘meta-level’ – 
sometimes called ‘programme-level’ – almost certainly by the 
FD. Success will depend to a large degree on the extent to which 
this is communicated, explaining the ‘why’ as well as the ‘how’.

The scale of the change required to modernise finance so that 
it really adds more value to the organisation may seem daunting 
but, with the right processes in place, there is every chance that 
in 18 months a carefully thought-through programme will be 
substantially on its way to delivering value.

An astute FD should ask themselves: is there a really big 
prize? How difficult will it actually be? What support do I have for 
it and from where? Have I truly the stomach for it? ■

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

For strategy case studies, see Tony Grundy’s videos at  
bit.ly/ACCA-Grundy
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Inventing the future
In the first in a series of articles on creating major change, David Parmenter looks at 
some of the leading theories put forward by experts in the field

just been looking at [the issue that concerns you] and I have 
estimated that over the next 10 years we will be spending £Xm 
and £Ym on this if we do nothing. I have been researching a new 
approach – tried and tested elsewhere – which would save much 
of this cost. I just need 15 minutes of your time to explain it.’

I recommend you practise your elevator speech at least 20 
times so that it is focused and lasts no longer than 20 seconds. 

Next you next need to prepare a presentation based around 
the emotional drivers of your audience, aimed at getting 
agreement to the next stage. As Kotter says, you need to create a 
sense of urgency and connect both intellectually and emotionally. 

It’s important to get this presentation right; you will not get a 
second chance. So embrace the guidelines in the article ‘Power 
of the slide’ (see AB, July/August 2014 at bit.ly/ab-jul2014-pres), 
including Guy Kawasaki’s 10/20/30 rule: limit yourself to 10 slides, 
20 minutes and a minimum font size of 30 points.

The objective of the presentation is to get permission to run 
a focus group with a cross-section of the organisation’s oracles to 
obtain their green light. More of that in the next edition of AB. ■

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

Finance teams around the world are often keen to 
embrace lean practices, but a fair proportion are wary 
of undertaking them, as many initiatives within finance 

and other teams fail.
In their book The Three Laws of Performance, consultants 

Steve Saffron and Dave Logan provide a compelling explanation 
as to why so many of these initiatives end in failure. In defining the 
first law, ‘How people perform correlates to how situations occur 
to them’, they point out that the organisation’s ‘default future’ 
– which we as individuals just know in our bones will happen – 
will be made to happen. So, in an organisation with a systemic 
problem, the staff will be driven to make initiatives fail so that the 
default future prevails. The key to change is to recreate, in the 
minds of the staff, a new vision of the future – an ‘invented future’. 

In 1996, John Kotter, a change management guru and 
professor at Harvard Business School, published Leading Change, 
in which he put forward an eight-stage process of creating major 
change. In this edition of AB, we will look at stage 1 of Kotter’s 
approach, and incorporate Saffron and Logan’s thinking.

Crack on
Stage 1 is to establish a sense of urgency. The process of 
getting the executive team on board requires a well-prepared 
‘elevator pitch’ and then a masterful sales presentation to obtain 
permission to run a focus group that will assess, validate and 
establish the scope of the proposed initiative (Kotter’s stage two).  

The 20-second elevator pitch is designed to capture the 
attention of the decision-makers (the term is so-called because 
you need to be able to get your point across in the time it takes 
for the decision-maker to reach their floor in an elevator ride, 
as that might be your only opportunity to pitch). It must be well 
rehearsed so that when you ambush the CEO, you are prepared. 
The aim is to be so persuasive that they come back to you in the 
next few days to discuss it further. 

An elevator interaction might go like this: in answer to their 
question ‘How are you?’, you might say ‘I am troubled. I have 

Next steps

1 Attend a ‘train the trainer’ course so you can prepare 
and deliver a compelling sales pitch.

2 Read the AB article ‘Power of the slide’.
3 Email me (parmenter@waymark.co.nz) to receive a 

review of the book, The Three Laws of Performance.

For more information:

www.davidparmenter.com
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All change for accounting for leases

Ore vene velist volorep taquis consedis mo doluptur

Copy to replace URL:

Headline for web:

Folio for app:

Web friendly URLs:

Watch AB’s videos on the new 
leasing standard >

IFRS 16 arrives
The IASB released the much-awaited IFRS 16, Leases, in January. 
Graham Holt describes the nuts and bolts of the new standard

In January 2016, the 
International Accounting 
Standards Board (IASB) 
released IFRS 16, Leases, 
which supersedes IAS 17, 
Leases. IFRS 16 eliminates 
the classification of leases 
as either operating leases 
or finance leases, and 
introduces a single lessee 
accounting model. The new 
standard requires the lessee 
to recognise lease assets 
and any related financial 
obligation to make future 
lease payments. This applies 
to all leases with a term of 
more than 12 months, unless 
the value is low. 

Leases are measured 
by recognising the present 
value of the lease payments 
including any directly related 
costs. They are either shown 
as lease assets (right-of-
use assets) or included 
within property, plant and 
equipment. Further, in 
the income statement, 
depreciation on lease assets 
should be shown separately 
from interest on lease 
liabilities. In the financial 
statements of lessors, leases 
are still classified as operating 
or finance leases, and are 
accounted for separately. 
The main change for lessors 
is the additional disclosure 
of information on the risks 
relating to its residual interest 
in leased assets.

A lease is defined as part of 
a contract that conveys to the 
customer the right to use an 
asset for a period in exchange 
for consideration. A distinction 
is drawn between a lease and 
a service. Under a leasing 
agreement, the customer 
obtains control of a resource 
that is the right to use an 

asset whereas, in a service 
contract, the supplier retains 
control. Consequently, the 
standard focuses on whether 
a customer controls the use of 
an asset. 

The use of the asset 
is controlled when 
the customer 
has the right to 
substantially all 
of the economic 
benefits and can 
direct the use of the 
asset. Just as with IAS 
17, judgment may be 
required to determine whether 
a contract contains a lease. 
The identification of an asset 
can arise by being explicitly 
or implicitly specified in the 
contract when the asset is 
made available for use.

Where an entity 
previously has a number 
of leases not recognised 
on the balance sheet, there 
may be a significant change 
in the nature of expenses 
related to those leases, as 
the operating lease expense 
will be replaced by the 
depreciation expense for the 
leased asset and the interest 
expense on the lease liability. 
Over the life of the lease, there 
will be a reduction in the lease 
expense because the interest 
expense naturally reduces.

It is possible for a customer 
to obtain economic benefits 
from use of an asset in 
many ways, including the 
sub-letting of the asset. 
Economic benefits include 
the assets output, cashflows 
and any other benefit from 
a commercial transaction as 
a result of using the asset. 
Control of the asset can be 
determined by examining 
such things as whether the 

customer 
has the right to 
make the decisions 
about the purpose for which 
the asset is used or can use 
the asset without the supplier 
having the right to change the 
way that the asset is operated. 

Treatment changes
Under IAS 17, off balance 
sheet leases and services are 
treated in similar ways but 
this will change under IFRS 
16. Thus the decision as to 
whether a contract is a lease 
or a service contract is critical 
because it determines the 
recognition of related assets 
and liabilities. The principle 
is relatively simple in as much 
as a lease exists when the 
customer controls the use of 
the asset and a service exists 
when the supplier controls the 
asset’s use.

On first applying 
IFRS 16, entities 
need not reassess 

existing contracts 
to determine whether the 
contract contains a lease. 
The entity is allowed to apply 
IFRS 16 to contracts that were 
previously identified as leases 
under IAS 17 and not to apply 
IFRS 16 to contracts that were 
not previously accounted for 
under IAS 17. Thus the only 
initial costs that an entity 
should suffer are when it 
chooses to reassess contracts. 

When new contracts are 
entered into, entities will have 
to determine whether they 
contain a lease or whether 
they are service contracts. 
Often, contracts contain 
both a right to use the asset 
and a service agreement. 
Where this is the case, entities 
can separate the contract » 
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into its component elements, 
often with the use of 
judgment. However, IFRS 
16 allows an entity to 
either capitalise only the 
amounts paid for the 
lease or not separate 
lease and service 
elements but account 
for them together as a 
lease. The latter policy 
choice is only likely where 
the contract contains a small 
service element.

Simplifications
Certain measurement 
simplifications have 
been introduced 
by IFRS 16. For 
example, variable 
lease payments 
are excluded from 
the measurement 
of lease assets and 
liabilities, with any such 
costs recognised in profit 
or loss in the period in 
which they are incurred. 
In addition, inflation-
linked payments 
are measured based 
upon current contractual 
payments, and entities are 
not required to forecast future 
inflation. If a lease contains 
clauses that may require 
optional payments, which are 
not reasonably certain, then 
those payments are excluded 
from the measurement of 
lease assets and liabilities.

On first application of IFRS 
16, there is no requirement 
to restate comparative 
information and an entity can 
choose how to measure lease 

assets relating to 
off balance sheet leases either 
as if IFRS 16 had always been 
applied or at an amount based 
on the lease liability. Entities 
will have to choose between 
the costs of prior application 
of the standard as opposed 
to an option that may mean 
a higher value for the leased 

assets. Additionally, 
a lessee may apply 
a single discount rate to a 
portfolio of leases with similar 
characteristics when applying 
IFRS 16 retrospectively.

The impact of IFRS 16 will 
vary. For entities with significant 
off balance sheet leases, IFRS 
16 will result in a reduction in 
reported equity, the degree of 
which is dependent upon the 
significance of leasing to the 
entity, the time remaining on 
the leases and the discount 
rate applied. These entities 
may also find that they have 
a higher operating profit 
because operating lease 
payments are reported as part 
of operating costs whereas 
the implicit interest in lease 
liabilities is now shown as part 
of finance costs. 

There will be no 
change in total cashflows 

but, following from the above, 
there will be a reduction in 
operating cash outflows and 
an increase in financing cash 
outflows. The higher asset and 
liability base will affect ratios 
such as asset turnover and 
gearing, whereas the higher 
operating profit will affect 
ratios such as EBITDA, which 
excludes the interest element 
of the lease liability. However, 
many users of financial 
information already make 
adjustments for the different 
accounting treatment of 
operating and finance leases 
and view the current treatment 
as artificial. 

Entities with material off 
balance sheet leases may 
incur costs in measuring lease 

AB’s leasing videos

Watch AB’s videos on the new leasing standard at 
bit.ly/ACCA-lease

* IASB board member Sue Lloyd on how the IASB arrived 
at the final standard

* CFA UK fellow Jane Fuller on why the standard is good 
for preparers and users of accounts

* ACCA corporate reporting subject matter expert 
Richard Martin on the implications of the standard and 
what companies can do to prepare for implementation.
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assets and liabilities at the 
present value of future lease 
payments due to the need 
to determine a discount rate 
for each recognised lease. 
However, when first applying 
IFRS 16, entities are permitted 
to use the incremental 
borrowing rate for each 
portfolio of similar leases.

In 2015, the European 
Financial Reporting Advisory 
Group (EFRAG) and the 
national standard-setters 
of France, Germany, Italy, 
Lithuania and the UK 
carried out a consultation to 
understand the impact of IFRS 
16 on loan covenants; the 
IASB also participated. The 
results indicated a variation in 
practice, with some lenders 
stating that covenants 
were often tailored for the 
particular client. However, 
most respondents stated 
that their loan agreements 
often included some of the 
following features:

a) automatic renegotiation 
clauses in the case of a 
change in accounting 
principles

b) ‘frozen GAAP’ provisions, 
or

c) adjustments for operating 
lease commitments in 
determining covenants.

The report stated that the 
requirements of IFRS 16 are 
not expected, in isolation, to 
cause a breach in the case of 
covenants using the above 
features. However, a majority 
of respondents stated that they 
would reconsider the terms 
and conditions of covenants 
when IFRS 16 is effective.

The non-lender 
respondents were almost 
all preparers of financial 
statements and they reported 
that their covenants were not 
expected to be impacted 
or would be renegotiated 
if IFRS 16 affects covenant 
ratios. The majority of lender 
respondents stated that 

different financial covenants 
are applied depending on 
the size of the loan and that 
the characteristics of clients, 
including credit quality, 
could affect the nature of the 
covenants. Some indicated 
that terms might not be 
based on accounting data but 
factors such as the structure 
of ownership or changes in 
management. However, all the 
lender respondents stated that 
they use financial covenants 
based on IFRS or local GAAP 
figures. Often agreements 
that include ‘frozen GAAP’ 
provisions are automatically 
renegotiated where 
accounting standards change, 
or are already adjusted for 
operating lease commitments.

The survey indicated that 
IFRS 16 could affect covenants 
if all of the following 
conditions apply:
a) the covenant is based on 

accounting data from the 
financial statements

b) the calculation of covenant 
ratios does not include 
adjustments for operating 
lease commitments

c) the agreement does 
not include ‘frozen 
GAAP’ provisions.

Those financial institutions 
with significant off balance 
sheet leases could find 
that their regulatory capital 
is affected. The nature 
of the impact will be 
determined by the actions 
of prudential regulators. 
The application date of the 
standard is 1 January 2019. 
An entity can apply IFRS 16 
before that date but only 
if it also applies IFRS 15, 
Revenue from Contracts 
with Customers. ■

Graham Holt is a director 
of professional studies at 
the accounting, finance and 
economics department at 
Manchester Metropolitan 
Business School
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Lease release
The long-awaited leasing standard, IFRS 16, was published in January. Stephen Bowen 
gives a practical perspective of the implications for businesses around implementation

The main change in the new 
lease accounting standard 
– IFRS 16, Leases – is that it 
requires entities to account 
for all non-exempt leases (by 
election) as finance leases, 
putting them 
on the entity’s 
balance sheet (the 
requirement mainly 
affects lessee accounting; 
lessor accounting remains 
largely unchanged). The 
International Accounting 
Standards Board’s (IASB) aim 
is to bring greater clarity 
to lease accounting so that 
users of financial statements 
don’t need to estimate the 
impact of ‘off balance sheet’ 
financing. 

With an effective date of 
1 January 2019, the board 
has allowed a three-year 
transition period, during which 
entities will confirm their date 
of initial application of the 
standard, which has to be ‘the 
earliest period presented in 
the financial statements in 
the period that the standard 
is applied for the first time’. 
Early adoption is permitted if 
an organisation also applies 
IFRS 15, Revenue from 

Contracts with Customers, 
at or before the date of 
early application, although 
this is likely to appeal to 
lessors more than 

lessees. However, 
almost all new leases currently 
being negotiated are likely 
to fall within the remit of the 
new standard.

Don’t be blind-sided
The transition period allows 
organisations to develop the 
necessary internal procedures 
before they implement the 
standard. By starting early, 
management will be better 
positioned to manage the 
process and minimise the 
surprises. The rules may seem 
far off, but planning early will 
be important for minimising 
the balance sheet impact; 
even a renewal option on a 
single-lease contract could 
have a sizeable effect on 

shareholder equity. 
Many organisations 
could be blind-
sided in due 
course if they don’t 
start preparing in 
good time.

Here’s what to start 
thinking about:

* Start gaining an 
understanding of the new 

standard; note the 

divergence 
between IFRS and 
US GAAP if this applies 
to you. Entities reporting 
under both IFRS and US 
GAAP might have some 
additional work to do.

* Carry out a strategic 
evaluation of all existing 
leases – that is, assess 
what leases are currently 
in place and how many 
assets are currently on 
lease. You should re-assess 
your current active leases 
and review which will be 
affected. Under certain 
circumstances, a ‘portfolio’ 
approach may be taken 
for leases with similar 
characteristics. All leases 
coming into force after the 
standard’s effective date 
should be accounted for 

The rules may 
seem far off, but 

planning early 
will be important 

for minimising 
the balance 

sheet impact

under the new standard, 
but existing leases that 
currently use IAS 17 and 
extend into the date of 
initial application will 
need special treatment to 
ensure that accurate and 

comparative data 
is collected.

* Analyse each 
lease contract to 

identify the key data 
that will enable them 
to be brought onto 
the balance sheet and, 
where necessary, make 
changes to the income 
statement. Gathering the 
necessary data on these 
lease contracts – such as 
important dates, discount 
rates, asset lives and 
depreciation policies – may 
seem like a daunting and 
expensive task for large 
and global businesses 
with high volumes of 
active leases over a variety 
of assets, in numerous 
locations and with different 
suppliers. It could take 
a great deal of time and 
resource, and will require 
considerable planning.

* For expiring leases, 
consider on a case-by-case 
basis if leasing will still 
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be the most appropriate 
form of financing or if new 
financing facilities should 
be lease-financed. 

* Assess whether or not you 
have the expertise inhouse 
for making the transition 
to the new accounting, 
and whether this and/or 
the ongoing accounting 
should be outsourced to 
organisations that provide 
lease consultancy services 
and software.

* Depending on your 
conclusion to that, you 
should assess whether 
or not you will need new 
bespoke lease software 
to manage the new lease 
transactions; this will 
depend on the level of your 
leases’ complexity.

* Review the integrity of your 
lease processes and data 
to ensure that it satisfies 
future audit review.

* Leveraged entities will have 
to consider the impact on 
gearing ratios and interest 
cover in bringing current 
operating leases onto 
the balance sheet, and 
begin discussions with 
the bank or other finance 
providers to understand 
their views. EBITDA will 
also be affected.

Transition
Entities are required to employ 
a retrospective approach to 
collecting and reporting on 
leases previously accounted 
for as operating leases. 
However, there is an optional 

relief upon transition: entities 
can choose not to revisit 
contracts already deemed not 
to be leases (under IFRIC 4) 
and only transition those non-
exempt contracts. A disclosure 
of the approach taken would 
be required.

There is no 
‘grandfathering’ provision 
thereafter – that is, all non-
exempt (by election) current 
operating leases that continue 
beyond the year of transition 
will require consideration. 
However, there is a further 
exemption (by election) 
for leases whose terms 
end within 12 months or 
less of the date of initial 
application. A lessee 
could apply this short-
term lease exemption 
provided there is no 
purchase option. There is also 
an exemption for ‘low-value’ 
leases (subject to conditions) 

where the underlying asset is 
of low value when new. These 
could include IT equipment 
(tablets and PCs), small 
items of office furniture and 
telephones (but not cars). 

Comparatives
Under the new standard, 
entities that opt for the fully 
retrospective approach will 
need to account for all leases 
– whether they be 
new agreements, 
or existing 
leases where 
the end-of-the-
lease date extends 
beyond the date of 

transitioning to the new 
standard, the IASB offers 
an alternative approach – 
the ‘cumulative catch-up 
method’. Under this approach, 
a lessee is not required to 
restate comparative figures; 
it recognises the cumulative 
effect of applying the new 
standard as an adjustment 
to the opening balance of 
retained earnings (or another 
part of equity) at the date of 
initial application. In addition, 
the lessee measures the lease 
liability at the present value of 
the remaining lease payments, 
discounted using the lessee’s 
incremental borrowing rate at 
the initial date of application. 
A single discount rate can be 
applied to a portfolio of leases 
with similar characteristics. 
There are other elements to 
the modified retrospective 
approach, but it is likely to be 
the less onerous approach 
(and might be less costly). 
However, it could be a more 
complex method and produce 

less detailed data. 

Next steps
The first step is to 
create a project 

team involving as 
many stakeholders 

bespoke software etc. 
Data-gathering and 
contract analyses will take 
considerable time, and an 
understanding of what is 
current and what contracts 
need to be renewed will also 
be required. Discussions 
with finance providers will 
need to take place in order 
to ensure that banking 
covenants are not adversely 
affected. There will also need 
to be effective engagement 
and communication with 
investors and shareholders as 
to the effects of the change 
and what this means for the 
financial statements.

After 10 years as a concept, 
it is now a reality and as 
long as companies start 
planning soon, there should 
be sufficient time to ensure a 
successful transition. ■ 

Stephen Bowen FCCA is lease 
accountant, capital accounting, 
in the Finance Centre of 
Excellence at the BBC

For more information:

See ‘IFRS 16 arrives’ on 
page 49 for technical 

detail about the standard 
and to earn CPD points

Expert reaction

     Watch our videos on the new leasing standard at 
bit.ly/ACCA-lease 

* IASB board member Sue Lloyd on how the IASB arrived 
at the final standard 

* CFA UK fellow Jane Fuller on why the standard is good 
for preparers and users of accounts 

* ACCA corporate reporting subject matter expert 
Richard Martin on the implications of the standard and 
what companies can do to prepare for implementation 

initial application. This 
provides more accurate 
comparative data but 
requires the sourcing of 
historic lease data. This 
may present challenges 
where this data is not held 
or is out of date, and could 
be time-consuming 
and difficult for large 
lease portfolios.

However, to 
help reduce 
the costs of 

as required (for 
example, finance, 
tax and purchasing 
departments) and 
create a transition 
plan. Next, evaluate 

the exemption options 
and which of the two 
transition comparative 
approaches best suits 
your organisation, 
and then how this will 

be implemented: 
in-house expertise 

vs external 
consultants, 
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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, fi nancial reporting, tax and law

Audit

Audit exemption
A company qualifi es as small 
in its fi rst fi nancial year, for 
periods beginning on or after 
1 January 2016, if it meets 
at least two of the following 
three requirements: 

* turnover not more than 
£10.2m net or £12.2m gross

* balance sheet total not 
more than £5.1m net or 
£6.1m gross

* number of employees not 
more than 50.

You can fi nd a full summary 
in ‘Audit and accounting – 
overview of the conditions’ at 
accaglobal.com/advisory.

Audit reports
In its report Extended 
auditor’s reports: A further 
review of experience, 
the Financial Reporting 
Council is positive about 
improvements in auditor 
reporting. However, it 
does contain a word 
of warning:

‘We are currently reviewing 
changes to UK and Ireland 
auditing standards as part 
of the implementation of 
the reforms arising from the 
EU Audit Regulation and 
Directive. These changes 
will include revisions made 
to international standards 

on auditing, although 
we will retain the UK’s 
extended auditor reporting 
requirements. The effective 
date for these revisions in 
the UK will be 17 June 2016. 
Internationally, changes 
to standards will be for 
periods ending on or after 
16 December 2016. This 
means that there will continue 
to be signifi cant interest in the 
innovation and transparency 
that we have seen to date in 
the UK and how this drives 
further enhancements to 
auditor’s reports.’

In the report the 
following are areas where 
a desire for improvement 
on the explanations 
provided by auditors is 
indicated:

* performance materiality

* materiality

* absence of explanations by 
auditors of changes in their 
audit approach.

You can read the report at bit.
ly/frc-ext.

Reporting

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. 
ACCA has decided that 
this licence will not require 
an additional fee for 
members. Non-members 
will be required to pay a fee 
when registering. 

As highlighted, registration 
with, and licensing by, ACCA 
is free of charge to ACCA 
members. It is open to 
members who:

* hold an ACCA Practising 
Certificate

* have taken and 
passed a professional 
examination covering 
assurance work as 
approved by the CAA. 
For ACCA members 
this is F8 Audit and 
assurance or P7 Advanced 
audit and assurance, or 
previous equivalents. 

In addition, members must 
register and complete the 

training required 
by CAA/ATOL prior 
to the granting 
of the licence. To 
undertake this, 
members should 
register with the 
CAA at bit.ly/
atol-rep. 

More 
information on 
conditions for 
licensing can 
be found at 
accaglobal.com/
advisory.

Consultation – non-
financial reporting
ACCA has welcomed 
the publication of the 
long-awaited European 
Commission consultation on 
the non-binding guidelines 
relating to methodology 
for reporting non-fi nancial 
information. The consultation 
on non-fi nancial reporting 
guidelines was announced 
in article 2 of Directive 
2014/95/EU on disclosure of 
non-fi nancial and diversity 
information by certain large 
undertakings and groups, 
the so-called Non-Financial 
Reporting Directive (NFRD), 
which EU member states are 
required to transpose into 
their national legislation by 
6 December.

You can see more at bit.ly/
eu-cons. 

Charity SORP
The recent update bulletin 
sets out the following 
amendments to the text of 
the Accounting and Reporting 
by Charities: Statement of 
Recommended Practice 
applicable to charities 
preparing their accounts 
in accordance with the 
Financial Reporting Standard 
applicable in the UK and 
Republic of Ireland (FRS 102) 
(Charities SORP (FRS 102)): 

* Accounting and 
Reporting by Charities: 
The Statement of 
Recommended Practice 
(SORP) – Scope and 
Application module, 
inserting from when the 
amendments in the update 
bulletin are effective 
and implementing the 
withdrawal of the Charities 
SORP (FRSSE) 

Members wishing 
to undertake 

CAA and ATOL 
reporting work 
are required to 

register with, and 
have a licence 

issued by, ACCA
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* Module 6, Donated 
goods, facilities and 
services, including 
volunteers, amending 
the measurement basis 
of the carrying value 
for inventories held for 
distribution at no or 
nominal consideration 
to require their 
measurement at the 
lower of cost adjusted, 
when applicable, for 
any loss of service 
potential and replacement 
cost. The bulletin 
offers a definition of 
‘replacement cost’

* Module 10, Balance 
Sheet and Module 24: 
Accounting for Groups 
and the Preparation of 
Consolidated Accounts, 
revising the maximum 
period over which 
goodwill and other 
intangible assets may be 
amortised from five to 10 
years in those exceptional 
cases where an entity is 
unable to make a reliable 
estimate of the asset’s 
useful economic life 

* Module 12, Impairment 
of assets, prohibiting the 
reversal of impairment 
losses for goodwill 

* Module 14, Statement 
of cash flows, requiring 
larger charities to 
prepare a statement 
of cashflows 

* Module 17, Charity 
mergers, prohibiting 
merger accounting 
for charities that are 
companies and enter into a 
business combination with 
a third party 

* Appendix 1, Glossary, 
amending the definitions 
of larger charities and 
related parties.

More at bit.ly/ch-sorp.

Tax 

Making tax digital 
Thank you for the 
comments received to date 
on ‘Making tax digital’. The 

government is continuing 
with its plans to introduce a 
fully digital system by 2020. 
ACCA continues to engage 
with government across a 
whole host of areas, and 
we have been raising this 
issue on your behalf in our 
meetings with ministers 
and MPs. 

On 25 January a debate 
was held in parliament and 
the government was keen 
to argue that the quarterly 
reports are not returns. 
HMRC has stated that 
this is not ‘the equivalent 
of four returns a year’. 
However, in practice, many 
taxpayers are likely to want 
or need to complete a fifth 
submission, the annual return, 
in order to confirm or correct 
their position. 

You can find an update on 

the debate, the recent HMRC 
events for agents (that ACCA 
believes were far too few in 
number) and consultations 
as they are announced at 
accaglobal.com/advisory.

The update includes 
comments on the following 
areas:

* a quarterly return not being 
a ‘full’ return

* is this all going too fast?

* HMRC – its phone service 
and the £1.3bn cost to the 
taxpayer 

* penalties

* accounting adjustments for 
stock and work in progress

* tax payment dates 

* broadband 

* voluntary introduction

* what ACCA is doing.
You can continue to send 
your views to advisory@
accaglobal.com with 

a subject line ‘Making 
tax digital’.
.
Apprenticeship levy
Proposed clauses 1-23 
of the Finance Bill 
2016 have been made 
available. They can be found 
at bit.ly/fb-appr.

Budget special
The Budget will take place 
on 16 March and ACCA will 
provide an update on the key 
business issues. Members can 
take and reuse the content as 
they wish.

If you have not 
previously received the 
update you can see last 
year’s bit.ly/acca-budget. 
To receive a copy this year, 
go to ‘myacca’ on the web 
page and change your 
mailing preference. »
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Gift Aid: partnerships 
Please remember that 
HMRC’s guidance on taxation 
relating to charities has been 
updated. From 6 April, when 
a business partnership makes 
a donation to a charity or 
community amateur sports 
club, it will be necessary 
for each individual partner 
to make their own Gift Aid 
declaration in order to reflect 
the correct legal position. 

Detailed guidance at bit.ly/
gift-part.

Payrolling benefits
Its decision time! If you 
want to use the new scheme 
you must register before 6 
April to start payrolling for 
tax year 2016 to 2017. Most 
but not all benefits can be 
payrolled. You can payroll all 
benefits apart from:

*  vouchers and credit tokens

*  employer-provided living 
accommodation

*  interest-free and low 
interest (beneficial) loans.

You must still report these 
excluded benefits on a P11D, 
even if you are payrolling 
other benefits for the same 
employee(s). HMRC has 
produced guidance on this area 
including employer obligations. 
More at bit.ly/pay-ben.

Law

Auto-enrolment update
Research Research by The 
Pensions Regulator indicates 
that the majority of small and 
micro employers will ask their 
business adviser for help. 

In 2016, 500,000 UK 
employers will start to 
undertake their workplace 
pensions duties, with the 
regulator highlighting that ‘if 

you haven’t already 
been contacted by 
your clients, you can 
expect to be 
approached soon’. 
Penalties Insight 
from The Pensions 
Regulator shows 
that employers 
can become non-
compliant by failing 
to complete their 
declaration of compliance 
because they wrongly 
assumed their business adviser 
was doing this for them. 

Employers and their 
advisers should be clear who 
is completing what automatic 
enrolment task, and advisers 
should be clear about what 
services they offer. The best 
way to do this is to have an 
engagement letter in place 
with your client setting out 
clearly who will do what. 

As a starting place, it’s 
important to understand 
what to do and by when, 
and this will depend on the 
circumstances of your clients 
and their staff. 
Declaration of compliance 
The regulator has highlighted 
that businesses must provide 
information to The Pensions 
Regulator to show that they 
are meeting their automatic 
enrolment duties. This means 
completing a declaration of 
compliance using the online 
service within five months of 
their staging date. 

Even if no workers are 
eligible for auto-enrolment, 
employers still need to 
complete a declaration 
of compliance. More at bit.ly/
tpr-comp. 
Automatic enrolment: 
small company and LLP 
exemptions The government 
will publish a response to 
the consultation on technical 
changes for automatic 

enrolment (AE) in early 
March with a view to making 
the regulations in the same 
month. The regulations would 
come into force in April and 
would amend the existing 
Occupational and Personal 
Pension Schemes (Automatic 
Enrolment) Regulations 
2010, the Employers’ Duties 
(Implementation) Regulations 
2010 and the Employers’ 
Duties (Registration and 
Compliance) Regulations 

Even if no workers 
are eligible for 

auto-enrolment, 
employers still 

need to complete 
a declaration 

of compliance
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2010. Two of the main 
changes are:

* Director-only companies: 
It is highlighted that 
there is a strong case that 
director-only companies, 
where two or more 
directors have contracts 
of employment, should 
be given the discretion 
to be exempted from the 
automatic enrolment duty. 
This would allow director-
only companies to, if they 
wish, be exempt from AE.

* Limited liability 
partnerships (LLPs): A 
similar exemption to the 
director-only companies 
proposal is also proposed 
for LLPs. It states that 
‘LLPs who have genuine 
partners [are] to be given 
the discretion to exempt 
those partners from the 
employer duties’. More at 
bit.ly/gov-ae.

Company ownership 
and control: register 
implementation As 
highlighted last month, the 
government guidance on 
people with significant control 
(PSC) regulations was issued. 
Companies and LLPs will 
be required to keep a PSC 
register from 6 April. They will 
need to send the information 
to Companies House with their 
confirmation statement from 
30 June. 

The guides comprise 
one summary and three 
more detailed guides. All 
are draft as the regulations 
have not been laid before 
parliament. The detailed 
guides are:

* draft statutory guidance on 
the meaning of ‘significant 
influence or control’ over 
companies in the context 
of the register of people 
with significant control

* statutory guidance 
on the meaning of 
‘significant influence 
or control’ over limited 
liability partnerships in 
the context of the PSC 
register.

* Register of People with 
Significant Control: 
Guidance for Companies, 
Societates Europaeae 
(SE) and Limited Liability 
Partnerships

The requirements apply to 
UK incorporated companies 
limited by shares, companies 
limited by guarantee, 
unlimited companies, SEs and 
LLPs. Dormant companies, 
those that already have this 
type of reporting requirement, 
limited partnerships and 
charitable incorporated 
organisations do not fall within 
the regulations.

These are the basic 
obligations on directors or 
partners, who:

* must take reasonable 
steps to find out if there 
are people who have 
significant control over 
the company

* should contact these 
people, or others who 
might know them, to 
confirm whether they 
meet one or more of the 
conditions (highlighted 
below) and, if they do, get 
the relevant information to 
go on the company’s PSC 
register (it is highlighted 
that a PSC, or anyone you 
have contacted on the 
basis that they might know 
about a PSC, must respond 
to requests for information) 

* must put the information 
on the company’s own 
PSC register 

* must file the information 
at Companies House to 
be made available on the 
central public register 

* must keep the information 
up to date.

A PSC is an individual who 
meets one or more of the 
following conditions:
1 directly or indirectly 

holds more than 25% of 
the shares 

2 directly or indirectly holds 
more than 25% of the 
voting rights 

3 directly or indirectly 
holds the right to 

appoint or remove a 
majority of directors 

4 otherwise has the right 
to exercise, or actually 
exercises, significant 
influence or control 

5 has the right to exercise, 
or actually exercises, 
significant influence or 
control over the activities 
of a trust or firm that is not 
a legal entity, but would 
itself satisfy any of the first 
four conditions if it were 
an individual. 

The fourth point is open 
to interpretation and is an 
area that may be confusing 
for some. In the guidance, 
reference is made to the 
statutory guidance which, 
in turn, states that ‘this 
guidance does not provide 
an exhaustive statement of 
what constitutes “significant 
influence or control”. It 
provides a number of 
principles and examples 
which would be indicative 
of holding the right to or 
actually exercising significant 
influence or control over a 
company or the activities 
of a trust or firm which itself 
meets a specified condition in 
relation to the company.’

Examples included within 
the statutory guidance include: 

* Where a person has 
absolute decision rights 
over decisions related to 
the running of the business 
of the company – for 
example, relating to: 
a) adopting or amending 

the company’s 
business plan

b) changing the nature of 
the company’s business 

c) making any additional 
borrowing from lenders 

d) appointment or removal 
of the CEO 

e) establishing or 
amending any profit-
sharing, bonus or other 
incentive scheme of any 
nature for directors or 
employees 

f) the grant of options 
under a share option 

or other share-based 
incentive scheme.

* A person would exercise 
‘significant influence or 
control’ if: 
a) They are significantly 

involved in the 
management and 
direction of the 
company – for example, 
a person who is not a 
member of the board of 
directors but regularly 
or consistently directs or 
influences a significant 
section of the board, or 
is regularly consulted 
on board decisions and 
whose views influence 
decisions made by 
the board. This would 
include a person who 
falls within the definition 
of ‘shadow director’ set 
out in section 251 of the 
act, but the situation 
is not confined to 
shadow directors. 

b) Their recommendations 
are always or almost 
always followed by 
shareholders who hold 
the majority of the 
voting rights in the 
company when they 
are deciding how to 
vote – for example, 
a company founder 
who no longer has a 
significant shareholding 
in the company they 
started, but makes 
recommendations to 
the other shareholders 
on how to vote and 
those recommendations 
are always or almost 
always followed.

Exemptions from the PSC 
register are also included where 
the person provides advice 
or direction in a professional 
capacity – for example, as: 
a) a lawyer
b) an accountant
c) a management consultant
d) an investment manager 
e) a tax adviser 
f) a financial adviser.
You can see more at 
accaglobal.com/advisory. ■
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Inching towards free trade
One thorny issue that continues to drag out the US-EU negotiations to strike a 
Transatlantic Trade and Investment Partnership is investor-state dispute settlement

US president Barack Obama 
secured the power to fast-
track trade deals last year, 
preventing the Congress 
from subsequently unpicking 
any agreement by voting 
for amendments. The news 
will have given hope to 
weary negotiators trying to 
forge a Transatlantic Trade 
and Investment Partnership 
(TTIP) deal between the 
European Union and the US.

The talks have already 
lasted more than two years, 
and it’s clear there are still 
plenty of obstacles to get 
round as far as accounting and 

finance is concerned following 
the 10th round of negotiations 
in Brussels last July, and the 
11th round last October in 
Miami and Washington.

One thorny issue remains 
investor-state dispute 
settlement (ISDS), under 
which investors can sue 
governments in a private 
tribunal if they believe their 
interests have been affected 
by authorities’ decisions.

Existing rules
The EU already has a 
regulation (912/2014) for 
managing future investor-
state disputes. It defines how 
the interests of the EU and 
its member states should be 
defended when a dispute is 
invoked through EU trade 
agreements, and includes 
rules on allocating the 
costs or compensation.

There is concern among 
civil society organisations, 
notably in Germany, that TTIP 
may weaken that protection 
and leave governments at 
the mercy of private investors 
claiming losses of income 
following policy changes. The 
European Commission is now 
consulting on the issue and is 
looking to reform EU rules as 
part of a final TTIP deal.

‘We aim to put forward 
a proposal to the US that 
is different from 
the current ISDS 
regime,’ Ignacio 
Garcia Bercero, 
the EU’s TTIP 
chief negotiator, 
said at the end of 
the 10th round of 
negotiations. 

‘The key 
challenge for the 
EU’s reformed 

The EU wants to 
make it faster 

for individuals 
and firms to get 

licences or formal 
approval to offer 

services such 
as auditing

investment policy is the need 
to ensure that the goal of 
protecting and encouraging 
investment does not affect 
the ability of the EU and its 
member states to continue 
to pursue public policy 
objectives,’ the commission 
announced in a March 2015 
concept paper.

To ensure that investors 
do not use ISDS to sue 
governments for introducing 
legislation in the public 

interest, the commission 
wants to make it clear in TTIP 
that governments reserve 
their rights ‘to take measures 
to achieve legitimate public 
policy objectives’.

Brussels also wants to 
introduce a provision that 
ISDS should not impede a 
government from halting 
public subsidies to a company 
if competent authorities have 
prohibited them. 

Romanian precedent
The move comes after food 
manufacturer SC European 
Food, which is run by 
Romanian investors with 
Swedish citizenship, sued the 
Romanian government using 

▼  Transatlantic free 
trade squeal
The proposed Transatlantic 
Trade and Investment 
Partnership has run up against 
civil society opposition in 
Europe in particular
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ISDS. The mechanism had 
been included in a bilateral 
deal between the country 
and Sweden before Romania 
joined the EU in 2007.

This followed a ruling by 
the European Commission that 
the Romanian government 
subsidies broke EU state 
aid rules and so had to be 
stopped. The company sued 
the Romanian government, 
and the ISDS tribunal ruled 
that the latter was in breach 
of the fair and equitable 
treatment clause in ISDS.

‘The commission views 
this decision as an incorrect 
application of the clause 
given that EU law consistently 
denies legitimate expectations 
to investors as regards state 
aid,’ Brussels said.

The commission also 
wants to reform ISDS 
arbitration tribunals to avoid 
any real or perceived conflicts 
of interest. Currently, EU law 
allows ISDS tribunal arbitrators 
to be chosen by the investor 
and the defending state on a 
case-by-case basis.

The EU may call for all 
arbitrators to be chosen from 
a roster already set up by 
the signatories of the ISDS 
agreement. The commission 
hopes this will break the link 
between the parties to a 
dispute and those judging it.

Certain qualifications could 
be required of arbitrators; in 
particular, that they can hold 
judicial office. They would 
also need to have expert 
knowledge on how to apply 
international law contained 
in the ISDS agreement.

Finally, Brussels also 
wants to include an appeal 
mechanism in ISDS, as in 
almost all legal systems. No 
such mechanism exists in 
the current ISDS rules.

The US negotiators are 
now waiting for the formal EU 
proposal before they move on 
with negotiating investment 
protection in TTIP, the US chief 
negotiator Dan Mullaney said 
at the last negotiating round.

The talks were also given 
a boost by a non-binding 
European Parliament 
resolution agreed in early 
July, supporting TTIP with 
a reformed ISDS.

At the 11th round 
in October, investment 
protection was not discussed, 
and both sides are preparing 
papers to solve what will 
inevitably be a tough nut to 
crack in the final negotiations. 
The goal, however, remains to 
reach a deal before Obama’s 
presidency comes to an end 
in January 2017.

Mutual recognition 
of qualifications
However, another potential 
sticking point for the talks 
is the mutual recognition of 
qualifications for accountants 
and auditors. The two 
sides still hope that mutual 
recognition of qualifications 
for professionals from 
the EU and the US will be 
included within TTIP.

‘We would want to see 
if we can do something 
similar with the US as the 
Comprehensive Economic 
and Trade Agreement [CETA] 
with Canada,’ Garcia Bercero 
told Accounting and Business 
just before the start of the 
October round.

Professional bodies of 
architects and lawyers on both 
sides of the Atlantic have 
already started talking about 
how their qualifications could 
be recognised on either side.

‘In most of the cases, 
the umbrella organisations 
sit together and have their 
negotiations. In the end, 
the idea is to have a mutual 
agreement to be inserted 
into TTIP,’ a commission trade 
spokesman said.

So far, accountants’ 
and auditors’ bodies are 
not among the groups 
negotiating. However, the 
commission has asked the 
Federation of European 
Accountants (FEE) to find 
out whether the accountancy 

profession might have an 
interest in concluding a mutual 
recognition agreement with its 
US counterpart. 

Any mutual recognition 
agreement between the EU 
and US accountancy bodies 
depends on ‘whether there is 
an economic benefit perceived 
in such a mutual recognition 
agreement on both sides 
of the Atlantic, as well as 
whether the professions 
concerned, again on both 
sides of the Atlantic, would 
perceive an interest in such a 
mutual recognition agreement 
for their qualification,’ 
said Hilde Blomme FCCA, 
deputy CEO of FEE.

Degree of mobility
The latter could depend 
on the level of mobility of 
accountants and auditors 
between the two continents, 
she added. But, ‘as far as 
we are aware, the mobility 
of auditors between the EU 
and US is not systematically 
tracked or documented’.

Talks on the issue between 
FEE and the European 
Commission are still ongoing. 
If Brussels finds it useful, 
FEE could ask its members 
if they would be interested 
in the mutual recognition 
of qualifications, according 
to Blomme.

One such mutual 
recognition agreement already 
exists – between the National 
Association of State Boards of 
Accountancy (NASBA) in the 
US, the American Institute of 
Certified Public Accountants 
(AICPA), and Chartered 
Accountants Ireland (CAI).

In a February 2015 position 
paper, Brussels said an 
agreement with the US ‘on high 
standards that make it faster 
and clearer for individuals and 
firms to get licences or formal 
approval to offer services such 
as auditing, management 
consultancy and legal advice’ 
was one of its aims. 

And at the October 
talks, both sides exchanged 
views on mutual recognition 
agreements for professional 
qualifications, with a European 
Commission report on 
the talks stressing there 
was a ‘reflection under 
way concerning auditors’ 
qualifications’. ■

Carmen Paun is a journalist 
based in Brussels

For more information:

For more on ISDS, see the Accounting and Business article 
Trading Blows, from June 2015, at bit.ly/TradingBlows

▲ Fear, loss 
and loathing
Critics of TTIP fear looser 
regulatory standards and 
the ability of corporates 
to overturn the policies of 
elected governments
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The view from
Ashley Smith ACCA, FD, Cada Design Group, and vice chair 
of ACCA’s Corporate Sector Members’ Network Panel

Things were different when I started in 
the mid-1980s. I completed a one-year 
foundation course and was accepted onto 
a training contract at a salary of £2,500. 
I then joined a fi rm in London while 
studying for my ACCA Qualifi cation before 
I was headhunted to join Cada in 1992.

Cada is an international design agency 
specialising in the food and beverage 
sector, with a client list including Tesco, 
Harrods and Fortnum & Mason. We work 
with a small number of clients at any time 
(typically 10 to 15), but with big contract 
sums. Projects can run from an hour to two 
years, and every contract is negotiated, 
often with different legal jurisdictions.

As FD, I believe my role is to look to 
the future. My team of two look to the 

past, managing the book entries and 
getting everything to trial balance stage. 
I then take this to forecast the future. But 
this isn’t all. As an FD of an SME I also 
look after tax, personal and corporate, IT, 
HR, health and safety, legal services, etc.

I also pursue a number of other 
business opportunities. I bought and 
turned around a failing historic village 
pub, and then set up a sandwich bar, 
increasing deliveries to over 1,000 
transactions a day. I also have interests 
in two property management companies 
– one in the commercial sector and the 
other running student lets. 

I am researching ‘the secondary effects 
of late payment’ for a PhD. FDs in SMEs 
face very real challenges, especially in the 
construction sector, where late payments 
and disputes are often the norm. The FD 
must separate fact from fi ction, and be 
able to amend cashfl ow quickly and deal 
with contractual and legal disputes.

I am passionate about, and champion 
the cause of, SMEs. Greater help is 
needed with recovering late payments. 
While the small claims court is good, 
experience shows that for contested 
sums under £100k it’s better to write it off, 
as legal costs will probably exceed the 
claim. My research aims to highlight the 
effects, and how the legal system needs 
to redress the power imbalance.

I was delighted to be elected vice chair 
of ACCA’s Corporate Sector Members’ 
Network Panel this year. The panel 
works with ACCA to ensure members 
in the corporate sector get support to 
advance their careers, with a range of 
events (often free) and other activities.

I relax by running. I have completed 18 
marathons around the world. Currently 
I am training for the Dopey Challenge 
in Disney in January 2017 (5k, 10k, 
half marathon, full marathon over four 
consecutive days – 50 miles) to celebrate 
my 50th birthday. ■

The FD must 
separate fact from 

fiction, and be 
able to amend 

cashflow quickly 
and deal with 

contractual and 
legal disputes

Snapshot: life sciences 

The regulatory environment for 
pharmaceutical and medical 
device companies is incredibly 
complex. Chief among regulators’ 
concerns is ensuring that drugs and 
interventions are safe, overseeing 
how commercial entities interact 
with doctors, hospitals and patients 
plus, increasingly, highly complex 
requirements around data handling 
and protection. Yet all this brings 
opportunity for the life sciences 
sector; companies need to invest 
in compliance, and managing 
these areas well can bring 
competitive advantage. 

Economic pressures on 
healthcare budgets, particularly 
in Western Europe, mean pharma 
and device companies need to 
compete for their share of the 
total health spend. Companies are 
therefore competing on innovation 
and need also to engage in debate 
around charging. In addition, 
there’s pressure to provide data on 
issues such as delivery, results and 
managing care pathways.

In terms of the industry’s 
requirements from the fi nance and 
accounting sector, a premium is 
placed on technological aptitude 
and business insight. Advisers at all 
levels need to be able to show that 
they understand the world of broad 
and deep data and, in particular, 
where it comes from and how it can 
be used to derive real insight and 
business value. 

Hanno Ronte, healthcare and life 
sciences partner, Deloitte 
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Tripping up
Companies are surprisingly poor at calculating the value of international assignments 
while fully counting the cost. Cue the finance function to help, says Phil Renshaw

Despite the ever increasing use of 
international assignments to address 
business needs, most organisations 
have little direct evidence as to 
whether these are sensible investments. 
This presents an opportunity for 
finance and HR professionals, working 
together, to deliver value – putting 
a stop to wasteful assignments and 
expanding those that generate clear 
business benefits.

The belief that international 
assignments are core to building global 
businesses and to developing leaders 
continues to grow. A shortage of global 
talent is regularly cited as an obstacle 
for businesses looking to grow. The big 
accountancy firms, such as KPMG and 
PwC, require candidates for partnership 

to have an overseas assignment under 
their belt.

Surprisingly, most organisations do not 
appear to realise the value of international 
assignments. According to the 2015 
Worldwide Survey of International 
Assignment Policies and Practices by 
consultancy Mercer, 90% of organisations 
do not use any metrics to track their 
international assignment programmes. 

The key to changing this is for finance 
business partners and HR professionals 
everywhere to work together to develop 
clear processes, with a common language 
and a joint understanding of what is a 
useful metric, or metrics, by which success 
can be evaluated.

The principles are straightforward. 
Indeed, there is arguably little new 

involved. Rather, it’s about challenging the 
myriad myths that cause people to doubt 
whether they can determine the return 
on investment (ROI) of an international 
assignment. The divide between finance 
and HR needs to be crossed to improve 
business outcomes.

Cost over value 
Often the business decides it wants 
to send an individual to an overseas 
location before involving HR. So actions 
are driven by specific and immediate 
business operational needs, with little 
consideration of strategic issues or 
career development. Surprisingly, 
possibly because HR colleagues are 
the operational experts in this instance, 
businesses tend not to create a business 
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case assessment including the long-term 
objectives of all the parties involved: they 
have decided that ‘sending Sarah’ is the 
solution, and that HR and finance just 
need to arrange for her to get there.

Patrick Hepplewhite, head of global 
mobility at HSBC, acknowledges that 
despite an excellent reputation for 
successful international assignments, 
HSBC has been able to gather relevant 
global data to assess their impact only 
in the last few months. This, though, 
has put a positive spotlight on them. 
However, even here, the data is mostly 
cost-based and the HSBC ROI measures 
are aspirational, although they are at least 
clearly identified as measures: completion 
of the international assignment objectives, 
assignee retention over the medium 
term, assignee performance ratings and 
appropriate succession planning.

Unfortunately, while HR and global 
mobility colleagues generally want to 
have a discussion about value, they are 
asked only for cost information. As this 
is much easier to identify and predict 
when compared with value parameters, 
and given that the business appears 
to have made its decision already, 
parties continue to talk cost instead of 
value. This reinforces the perception 
held by many that the value side of the 
equation is intangible and too difficult to 
calculate. People are often heard to say 
that you cannot calculate the ROI on an 
international assignment. Finance and HR 
together need to change this.

Return journey
The term ROI seems to trip many people 
up. It is perceived as meaning a single 
number – often a concept based on 
net present value (NPV). But there are 
numerous ways to determine ROI, with 
no single winner-beats-all definition. In 
a purely financial investment, we would 
expect to assess various measures such 
as NPV, cash and payback periods, yet 
all with a clear understanding of the risk 
parameters. This approach enables the 
assessment of intangible items – for 
example, the political risk in a different 
country and how it might affect the 
calculations. In exactly the same way, the 
ROI of an international assignment should 
be thought of as a package of metrics 
referencing the wider context.

In finance any business case evaluation 
requires expert opinion. After all, basic 
accountancy teaches that several different 
values could be put on an office chair, and 

all would be reasonable. In any business 
case evaluation, judgments need to be 
made, and the facts recorded that have 
led to these, both for audit purposes and 
to improve future assessments. When 
implementing new software, for example, 
a judgment has to be made on how much 
to spend on training people to make best 
use of the software. Finance business 
partners work with colleagues using their 
experience and challenging questions to 
find answers to such potentially intangible 
questions and put a value on them. The 
same principles apply to international 
assignments. If part of an international 
assignment business case is to improve 
José’s leadership skills, there is a need to 
record which skills, by when, how they will 
be assessed and what value this will be 
judged to have for the organisation.

Expert opinion applies to the cost 
side too. It is easy to assume that the 
costs of an international assignment are 
straightforward. This is not the case given 
the impact of time, context and intended 
outcomes. A range of potentially uncertain 
issues has to be considered, including tax 
implications (accidentally creating a local 
domicile for a company is not desirable), 
cross-cultural training, family support, 
security and travel risks, and repatriation 
costs. All involve estimates based on HR’s 
expert opinion. All should be assessed 
in relation to the value created by the 
international assignment.

Tri-party value
So what might the value be? The 
answers are derived by identifying the 
objectives of the exercise. This is hardly 
new, yet it consistently fails to happen in 
practice. In particular, businesses fail to 
capture the objectives of all three parties 
involved – the home business (sending 
the individual), the individual and the 

host business (receiving the individual). 
Once objectives are clarified, owners 
and accountability can be assigned to 
determine the overall business case – and 
track its success.

At its simplest, the value could be 
revenue and profit generated by a 
business development manager, or the 
costs avoided in sending an operations 
expert to ensure a technical department 
operates smoothly. In all cases, the value 
has to be assessed in comparison with the 
alternative, if there is one, such as hiring 
a local person. We are in the realm of 
using expert opinion. This is what finance 
business partners bring to the game 
naturally. Working together with HR will 
do so for international assignments.

Of course, designing metrics that do 
not relate to the organisation’s broader 
values does not work for international 
assignments in the same way as for other 
investments. Tracking employee retention 
is not sensible if it is not an organisational 
driver. Consider the intangible issues, such 
as greater global process consistency, and 
then identify tangible or financial proxies 
for the goals to enable measurement – for 
example, savings achieved.

The potential to be gained from 
effective international assignments is 
huge. While some parties will only ever 
see the significant costs of international 
assignment and refuse to support it, 
positive changes can still be made. The 
solution lies in the hands of HR and 
finance professionals coming together 
to share their expertise to agree their 
organisation’s specific ROI metrics and 
the mechanisms through which to capture 
the relevant data. Establish a process, use 
shared language and track the outcomes.

International assignments are 
no different from general business 
investments. By investing time in 
discussions, a template for the ROI 
analysis can be created to guide future 
calculations. The ROI from the investment 
of that time ought to be clear. ■

Phil Renshaw is a research fellow at 
ifs University College and doctoral 
researcher specialising in the value and 
impact of international assignments 

People often 
say you cannot 

calculate the ROI 
on an international 

assignment. 
Finance and HR 

together need to 
change this

For more information:

Mercer’s 2015 Worldwide Survey of 
International Assignment Policies 

and Practices report is at  
bit.ly/mercer-IA
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Back to basics

Metatags, crawlers, bots and serps may 
sound like characters from the latest 
Star Wars fi lm, but, like it or not, they 
are crucial to the success of your fi rm. 

These tools – and hundreds of others 
like them – are part of the dizzying world 
of search engine optimisation (SEO), 
a dark art that can be the difference 
between success and failure in the digital 
world we all live in today. It’s a world 
where Google holds many of the keys to 
sustained business growth. 

Where local advertising, word of 
mouth and personal referrals might once 
have been the route to new business for 
accountancy fi rms, today it’s increasingly 
about web presence. Back in 2013 a 
study published by Hinge Marketing, 
How Buyers Buy Accounting & Financial 
Services, revealed that online search 
had already become the second most 
popular route when selecting a provider 
of accounting and fi nancial services. And 
while personal referrals were still the most 
popular approach – and still are by some 
margin – the trend is clear. 

Being visible
So what exactly is SEO? In simple terms, 
SEO is the process of making your web 
presence as visible as possible to potential 
clients. It’s the online equivalent of building 
an enticing window display and frontage 
to encourage people to pop in. Or to 
put it another way, it’s about making your 
fi rm as visible as possible to Google (and 
other search engines) so that your business 
fi gures prominently among the search 
results that Google presents to potential 
clients looking online for accountancy 
services (or indeed any product).

Developing a successful SEO strategy 
isn’t easy – it takes time and investment. 
But, says Karen Reyburn, managing 
director of The Profi table Firm, an online-
marketing advisory fi rm focused purely on 
the accounting sector, the rewards can be 
signifi cant. ‘When it comes to SEO, the 
rich get richer, and the poor get nothing 
at all,’ she says. 

But, before you run out and write a 
glut of cheques, it’s worth understanding 

In the latest in our ‘all you need to know but were too afraid to ask’ series, we look at 
the dark art of search engine optimisation for the practitioner
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SEO is the online 
equivalent of 

building an 
enticing window 

display and 
frontage to 

encourage people 
to pop in

possible. Broken links on webpages are 
a serious misdemeanour, and websites 
should be logical and straightforward 
for users to navigate, allowing Google’s 
‘crawlers’ to index a site easily.

Quick wins
There are several things that corporates 
and practitioners can immediately do to 
improve their SEO (and so their ranking 
in Google searches). These include 
ensuring all images or other objects on 
a website are appropriately named and 
described (‘alt tags’), that metadata (data 
that describes other data) is in place and 
relevant for all pages, that your fi rm has a 
Google Plus and Google Local Business 
presence, and that content is well written, 
keyword-optimised and regularly updated. 

But remember: SEO is not a magic 
wand that just needs waving once. It 
demands commitment, investment and 
patience to reap rewards, something 
that Reyburn is keen to point out. ‘If you 
want to really see big wins with an SEO 
campaign, you need to spend big,’ she 
says. ‘This is not pleasant news for many 
accountants, but the more we study SEO 
and see who is succeeding with it, the 
clearer it becomes that it’s a case of you 
spend more, you get more.’ ■

David Rae, journalist

Getting it right

My Accountancy Place, a Manchester-based accountancy practice, has worked 
on an SEO and digital-marketing turnaround to good effect, having entered into 
a relationship with The Profi table Firm. The project began with ‘a few blog posts 
a month’, but has since expanded to weekly blogging, strategic content email 
campaigns and newsletters, among other activities. 

The relationship began in January 2014, and since then the fi rm’s turnover 
has shot up by 228%, client numbers have increased by 87%, and net profi t has 
doubled. ‘While we don’t take full responsibility for these improvements, we – 
and My Accountancy Place – would certainly agree that the digital marketing has 
been integral to these changes,’ says Reyburn.

Next steps

Reyburn recommends three steps for fi rms just starting out on their SEO journey. 
1) Get a crystal-clear picture of what your firm is really good at. Be specific (eg, 

tax for property developers, management accounts for creative agencies, 
pensions auto-enrolment and payroll, helping freelancers save tax, etc).  

2) Update your website to reflect these areas, creating unique landing pages for 
the areas you identified. This is where you can direct SEO traffic.  

3) Get a full SEO upgrade done on your website so that every page has the right 
keywords and data, which will help the right people find the right pages.

SEO in more detail and how Google 
wants you to behave online. And Google 
is the search engine that really matters – 
data from Statista shows that Google took 
an 85.71% market share of total UK search 
traffi c for the 12 months to January 2016.

Above all else, Google is interested 
in the quality of content that a website 
holds. Should Google give your fi rm’s 
website a ‘low-quality’ rating, it is 
effectively signing a death warrant for its 
online presence. 

The good news is that Google is 
more than happy to explain what low 
quality means and regularly updates its 
guidelines to this effect. Those guidelines 
are long and complex, but it’s worth 
noting some golden rules that your 
website must adhere to if it is to avoid 
that low-quality kiss of death. 

Quality of content
Google’s philosophy is that the internet 
is a resource where information can be 
exchanged freely, and its search engine 
is a tool that can be used to fi nd that 
content. As a result, your content should 
be relevant, of good quality, regularly 
updated and original. On top of this, the 
way it is presented and structured should 
be high quality, and it should also be 
authoritative and trustworthy. 

The thing to note here is that 
providing valuable information, for free, 
to the general population might not seem 
like the most obvious way to go about 
developing new business, but it is the 
criterion that Google uses when it decides 
how high your business will rank in its 
search results.

Relevance
However, there is no point in strewing 
your website’s pages with top-notch 
information unless it is directly relevant 

to your intended audience, and keywords 
should be used liberally throughout the 
content to maximise the chances of it 
being picked up by people searching 
in Google on those keywords. This is a 
crucial point, and the fi rst step in any SEO 
initiative is to understand exactly what you 
want to be ranked highly for. 

‘Unless the root issues of client needs, 
the fi rm and the owner’s areas of expertise 
are dealt with properly, then no amount of 
SEO will solve the marketing issues,’ says 
Reyburn. ‘I’d argue that although SEO 
is important, it’s far more important to 
understand who you are as a fi rm, where 
your expertise lies and how you showcase 
that in a digital marketing arena.’

Credibility
One way to gain credibility is to produce 
quality content that is well written and 
has authority. But another, which is a 
key measure for Google – and so a key 
contributor to any successful SEO strategy 
– is the number of inbound links to your 
website. Google reckons that if third-party 
websites are pointing to your website, you 
must have something worth linking to. 

Quality of experience
Another important component of a 
successful SEO strategy is to ensure that 
the user experience is as seamless as 
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The view from
Jason Kirk FCCA, director of corporate services at St 
Gemma’s Hospice, Leeds, and freelance accountancy tutor

No two days are ever the same, and 
that is why my role is so exciting and 
challenging. I can switch from working 
on corporate strategy to developing a 
business continuity plan to assessing 
cyber security strategies, and still keep a 
close eye on fi nancial performance. 

I am responsible for a broad portfolio 
of support services, including fi nance, 
estates and facilities, HR, IT and 
corporate governance. I am also the 
company secretary, providing professional 
advice to an aspirational board. 

I have just fi nished developing a risk 
management framework and given 
the fi nancial statements a ‘makeover’ 
in readiness for the implementation 
of FRS 102. The next few weeks will be 

taken up with refreshing our three-year 
fi nancial and investment plans to ensure 
we respond to a challenging economic 
and funding environment.

My variety of work is exceptional, and 
the role we play in supporting patients 
with palliative care needs is very special 
and rewarding. I enjoy working with a 
wide range of people – inside and outside 
the hospice – to continually improve our 
services and ensure we remain at the 
vanguard of palliative care.

I would like to secure the sustainability 
of the hospice through long-term 
contractual arrangements with key 
funders. Every March year end we review 
our income performance, and every 
1 April we start again from zero. You have 
to retain high-calibre staff who have the 
right mindset for that annual shock!

My advice to others is that if there is 
an opportunity to become involved in 
work outside your normal boundaries, 
grasp it. You are not just a bean counter. 
By taking on a variety of opportunities 
and projects, you may discover other 
interests that can lead you to develop 
your career in different ways. 

My biggest professional achievements 
have been becoming an FCCA and 
then a Chartered Company Secretary 
(ACIS). After my professional accountancy 
exams I said there would be no more 
study – ever. How many can say they 
are double chartered? 

Away from work I am a freelance 
accountancy tutor. I enjoy sport, especially 
playing fi ve-a-side football. Having three 
young lads keeps me very active. ■

You are not just a 
bean counter. By 

taking on a variety 
of opportunities 

and projects, 
you may develop 

your career in 
different ways

Snapshot: housing 
associations
Housing associations, the main 
providers of social housing in 
Britain, were recently described by 
the prime minister as ‘part of the 
public sector’ – and the debt of 
English housing associations was 
reclassifi ed by the ONS as public 
debt – but they have become more 
commercial in recent years.

With more young families 
unable to afford their own homes – 
especially in London and the South 
East – housing associations face a 
growing demand for properties. An 
additional 1.8 million households 
are predicted to be renting their 
homes by 2025. Associations have 
responded by raising more debt 
through issuing long-term bonds 
on the capital markets. But their 
business model is undermined 
by the government’s introduction 
of the ‘right to buy’ to housing 
association tenants in England.

‘Changes in demand for 
social housing and the growing 
diversity in customer segments 
means housing associations 
must have an understanding 
of customer needs in terms of 
services and assets, providing 
choice through diversifi cation and 
commercialisation of services, 
developing new products and 
potentially merging.’

FDs are central to building 
strategies to deal with these 
tensions and manage long-term 
debt, and FCCAs and ACCAs are 
well placed to meet the evolving 
needs of housing associations.

Going public

Visit accaglobal.com/uk/public 
services for insights on public 
services and the not-for-profi t sector 
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The great British sell-off
The government’s plans to sell off public assets are at full throttle, but ministers need  
to consider the implications of a sell-off carefully to gain maximum value for money

The 2015/16 financial year will go 
down in the record books. Despite 
the reputation of Margaret Thatcher 
and her ministers as the high priests 
of privatisation, the truth is that ‘the 
sale of government assets this year 
will deliver the largest privatisation 
proceeds of all time, higher than 
the previous record in 1987’, as the 
chancellor, George Osborne, explained 
in last year’s Budget.

More than £30bn of privatisation 
receipts are projected for this financial 
year. Recent and imminent privatisations 
include the government’s stake in Lloyds 
Banking Group and the first tranche of its 
RBS shares, plus the sale of loan portfolios 
taken over from the troubled Northern 
Rock and Bradford & Bingley banks. 

Other privatisations include the 
intended sale of a portfolio of student 
loans. And there is the privatisation that 
even Thatcher baulked at – Royal Mail. 
The coalition government sold both 
the first tranche of Royal Mail and the 
government’s remaining stake in Eurostar. 
During the course of the last parliament, 
government land sales totalling some 
£1.7bn were also completed. 

Plans for the future include selling 
off the Land Registry, Ordnance Survey 
and the balance of the government’s 
stake in National Air Traffic Services. The 
Green Investment Bank is another one in 
ministers’ sell-off sights, despite it being a 
favoured project of the Liberal Democrats 
during their time in the coalition 
government. The chancellor also wants 

Network Rail to sell surplus land to pay for 
new rail investment.

Sell-offs also affect other parts of the 
public sector. Analysis by the housing 
charity Shelter of the impact of the 
Housing and Planning Act concludes 
that English local authorities will have to 
dispose of a third of their most valuable 
properties. By Shelter’s calculations, 
some 4,000 council-owned homes a 
year will be sold, potentially generating 
£6bn in capital receipts. Some £400m 
a year of this will be retained by local 
authorities to repay debt, with £1.2bn 
going to the Treasury to pass on to 
housing associations. As with other 
public asset sales, this will reduce council 
income, causing futher problems in 
the management of revenue budgets. 
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Councils are being encouraged to sell 
other assets, too, with the government 
dangling the carrot of their being able to 
retain those receipts.

Asking the question
PwC’s recent report To own or not to own: 
realising the value of public sector assets 
enters the debate on whether the sell-off 
strategy is correct. It places the question 
in context by explaining that the UK public 
sector collectively owns assets valued 
at £1,300bn, compared with £700bn of 
annual public expenditure. PwC explains: 
‘It is worth noting that most private sector 
organisations, even the most capital-
intensive such as oil companies, have 
ratios of assets to revenues of less than 
1:1, so the chancellor is right at least to ask 
the question.’

The public sector asset base is 
diverse. The ownership of shares in 
banks, for example, was the result of the 
rescue exercise following the meltdown 
of much of the UK’s financial sector. 
There are hospital and school estates, 
council housing, defence land and many 
heritage assets. In some instances, assets 
are owned to deliver public services. 
In other cases, the assets generate a 
return that can subsidise those services. 
The Centre for Cities’ report Delivering 
change: making the most of public assets 
cites Eastleigh council in Hampshire 
for building up a commercial property 
portfolio that generates an income 
of £2.5m a year – and a profit over its 
borrowing costs.

Martin Jacobs, government and 
public sector partner at PwC, suggests 
that public bodies need to review asset 
ownership by considering whether 
they should deliver services directly or 
outsource them, which business model 
provides the best value for money, and 

how to ensure efficient and effective 
service delivery. Where that consideration 
leads to the decision to sell assets, public 
bodies must prepare them in ways to 
maximise their value. 

‘The question is more complex than 
“to own or not to own”,’ Jacobs says. ‘If 
assets are to be moved out of the public 
sector, they need to be investor-ready 
to realise the full benefits of the deal. 
By building capability, being pragmatic, 
identifying the right partner and putting 
the right rewards and incentives in place, 
the chances of success will increase.’

Ideologically driven
But some argue that asset sales are more 
about ideology than sound management 
of the public finances. Simon Wren-Lewis, 
professor of economic policy at the 
University of Oxford’s Blavatnik School of 
Government and an adviser to the Labour 
Party’s Treasury team, says the crisis in 
public finances has now ended. ‘Over the 
next five years, debt-to-GDP ratios in the 
UK will be falling,’ he wrote in a recent 
blog. ‘This means that further austerity is 
no longer about stabilising debt and an 
imagined market panic. Instead it is about 
an obsessive need to cut debt to GDP 
really fast, or more likely a desire to shrink 
the state.’

Wren-Lewis says: ‘In my view there 
is no respectable general economic 
argument for privatisation. Privatisation 
simply to reduce deficit figures to meet 
some ad hoc target is a bad motivation, 
because such privatisations do nothing 
to help the long-term position of the 
public finances, and in some cases do 

clear harm. Each privatisation should be 
considered on its merits. When the UK can 
borrow for 50 years at a real interest rate 
of 0.5%, it is ridiculous to put constraints 
on public investment. Now is the time for 
the government to invest.’

By contrast, the TaxPayers’ Alliance, 
which has connections with the 
Conservative Party, is a strong advocate of 
privatisation. Its chief executive, Jonathan 
Isaby, says: ‘Taking stock of publicly held 
assets should be a dynamic process where 
the government is continuously evaluating 
whether it needs to hold on to something. 
Often the better option for taxpayers 
would be to sell off some of these, either 
to invest the money in essential services 
or simply to have more money left in our 
pockets in the form of tax cuts.

‘Public finances being in the dire state 
they are, with national debt close to £2 
trillion, the government simply doesn’t 
have the luxury of sitting on expensive 
assets any more. Every penny we spend 
as a nation in the public sector is a penny 
borrowed. We need to do whatever 
possible to work towards bringing the 
debt down, and that includes recovering 
money tied up in unwanted assets.’

It is clear that this view chimes with 
the government’s, so we can expect many 
more privatisations to proceed. ■

Paul Gosling, journalist

‘There is no 
economic 

argument for 
privatisation. 
Privatisation 

simply to meet 
some ad hoc target 
is a bad motivation’

For more information:

Read the PwC report To own or not 
to own: realising the value of public 

sector assets at bit.ly/pwc-own

Expected proceeds from major asset sales

Source: HM Treasury, Office for Budget Responsibility
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On a roll
Greggs is evolving from a traditional baker to offering ‘food on the go’ and going from 
strength to strength, as Duncan Smith FCCA, its head of business finance, reveals

The Newcastle-based bakery 
chain – famed for its sausage 
rolls and steak bakes – has 
been serving up a treat 
for investors. It announced 
record sales of £800m and 
profit of £58m in 2014 (41% 
up on the previous year), with 
a further 51% profits hike for 
the first six months of 2015. 

Head of business finance 
Duncan Smith believes that 
Greggs’ evolution from its 
roots as a traditional baker 
has been key to recent 
success. The company was 
founded in the 1930s when 
local man John Gregg started 
delivering eggs and yeast on 
his pushbike to local families 
in Newcastle.

‘We’ve adapted and now 
see ourselves as a bakery 
food-on-the-go retailer rather 
than traditional baker,’ Smith 
explains. ‘This reflects our 
customers’ changing lifestyles 
and needs. Most people 
now shop at Greggs to eat 
straight away. They’re not 
buying half a dozen buns in a 
bag to eat at home later. That 
has increasingly become the 
domain of the supermarkets; 
conversely we have shifted 
towards the more dynamic 

food-on-the-go sector. I think 
making that shift in focus has 
been key to our success.’

Sausage rolls are still 
the company’s 
number-one 
product – it sells 
more than 2 million 
of them every 
week. But new 
growth categories 
are increasingly 
boosting sales. 

‘At breakfast 
you can get a 
bacon or sausage 
sandwich and 
coffee for £2, so 
it’s really good 
value,’ Smith says. 

‘We’ve introduced a host of 
other products like croissants, 
fresh fruit, orange juice and 
porridge, creating a breakfast 
offer that we didn’t have 
previously, and that’s been 
incremental business to us. 

‘The other category 
that’s been really successful 
is coffee. We’ve seen 
tremendous growth over the 
last two to three years in the 
amount of coffee and tea we 
sell, and I think that’s in line 
with the current popularity of 
coffee shops.’

Business partner
Smith reports to the finance 
director and has a role broadly 

covering financial planning, 
management information and 
decision support. Recently 
his remit was extended to 
include supporting the CEO 
on strategy and business 
planning. His staff of 50 
includes a reporting team, 
and there are also four 
business partnering teams 
covering retail operations, 
investment, supply chain and 
trading (product, pricing and 
purchasing decisions).

‘The way I would describe 
business partnering is getting 
out from behind your desk and 
interacting with the business,’ 
Smith says. ‘It’s about getting 
the team working with the » 

‘Most people now 
shop at Greggs 

to eat on the go. 
They’re not buying 
half a dozen buns 

in a bag to eat at 
home later’
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Basics

business on key initiatives and 
supporting decision-making 
– almost as part of these 
functional teams – rather than 
being a back-office function.’

For example, if there are 
decisions to be made around 
investing in new shops or 
product merchandising and 
space allocation, then that’s 
increasingly where finance 
contributes at Greggs. ‘What 
we bring to that is analysis,’ 
says Smith. ‘We’re usually 
armed with more facts than 
opinions, and can often bring 
more of a financial handle to 
the conversation.’

Smith believes it is this 
approach that has contributed 
to recent success in ensuring 
that the company grows 
profitably, but he adds that 
the business partnering 
journey is an ongoing one. 
‘One of the next things we’ll 
look at is to articulate more 
clearly the value we’re adding. 
We’ve talked about creating 
a value map that lists all the 
primary areas we work with 
and quantifies and prioritises 
where we’re adding most 
value as a team.’

Centralisation
When Smith joined Greggs in 
2002, it was operating as 12 
regional businesses, each with 
its own managing director. 
Starting as divisional finance 
director for Yorkshire, he was 
promoted to group financial 
controller in 2007 as functions 
were centralising nationally. 

He then took on a wider 
role as head of finance in 

2010. ‘At that stage I had a 
team of 100 people,’ he says. 
‘but in 2015 I relinquished 
responsibility for financial 
accounting to focus on 
managing the business 
partnering part of finance 
and to increase our focus on 
forward planning.’ 

After gaining a BA in 
economics at Lancaster 
University, Smith worked 
as an auditor with Leeds 
practice Robson Rhodes and 
qualified with ACCA. ‘I chose 
ACCA because I felt it was a 
great professional business 
qualification that would not 
restrict my movement between 
sectors, and it’s internationally 
recognised,’ he says.

Two years at the pet food 
division of Nestlé and five 
years at Yoplait Dairy Crest 
(both in the south-east) 
established his credentials in 
the food industry. When the 
Greggs job came up, it was 
an opportunity to return to his 
home town of Leeds.

Greggs is constantly 
evolving. Two current 
innovations are franchising 
and building up presence in 
locations other than in the 
high street. ‘For example, 
we might be in the airport 
or station, or by the side of 
a road in a retail park,’ Smith 
explains. ‘It’s about being 
where our customers need us.’

Greggs has traditionally run 
and managed its own shops 
but is now building franchises 
with partners including Moto, 
the UK’s largest provider of 
motorway service areas, and 

Euro Garages, which operates 
petrol station forecourts in the 
north of England. In recent 
years Greggs has focused its 
investment on existing stores, 
including adding seating 
where possible.

‘That has driven sales in 
the stores, and that sales growth 
is very profitable because we’re 
not having to pay extra rents or 
hire new people – just driving 
more sales through existing 
operations,’ he explains. It’s 
being integral to decisions like 
these that Smith enjoys most 
about his role.

‘It’s an interesting business 
and an exciting sector where 
there are a lot of competitors,’ 

he says. ‘We’re up against 
others who are constantly 
innovating, so there’s no 
resting on our laurels. I enjoy 
being involved in direction-
setting and moving forward. 
So rather than looking at how 
we did last week or last month, 
it’s more about where we’re 
heading in the future. 

‘I really enjoy that element 
of being involved with the 
chief executive and operating 
board in strategy and forward 
planning because it feels like 
we’re adding a lot of value in 
making the right decisions for 
the future.’ ■

Victoria Masterson, journalist

£1bn
Market capitalisation 

20,000 
Staff

1,700 
Shops

Over 2 million
Number of sausage rolls sold weekly
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Giving something back
Charities and community organisations clearly benefi t from having pro bono support 
from accountants, but volunteering also enriches the lives of the accountants themselves

Why would anyone want 
to take unpaid leave from 
their day job or – possibly 
even less appealing – use 
up their paid annual holiday 
entitlement to work for 
free in a poor country, with 
people they don’t know?

The answer is simple: 
it’s about giving back to 
society. There is a wide 
range of international 
volunteering programmes 
to suit many interests. Of 
particular relevance to fi nance 
professionals – and popular 
among ACCA members – is 
Accounting for International 
Development (AfID), 
which offers accountants 
volunteering opportunities.

To date, more than 800 
accountants have offered 
their time and skills to 
not-for-profi t organisations 
in over 50 countries, on 
assignments lasting anywhere 
from two weeks to 12 months. 
They have supported schemes 
including conservation 
projects, hospitals, micro-
fi nance organisations, street-
child centres and women’s 
empowerment programmes. 

The aim of the assignments 
is to develop and enhance the 

skills, confi dence and potential 
of the local people, so that 
not-for-profi t organisations 
have the fi nancial 
management capacity to 
deliver effective programmes. 
AfID calculates that its 
volunteers have donated 
nearly £11m in pro bono 
accounting services to date.

While charities 
and community 
organisations 
clearly benefi t 
from having 
free input from 
professional 
accountants, 
volunteering also 
enriches the lives 
of the accountants 
themselves – as 
the case studies 
of the following 
three ACCA 
members show. 

Simplicity is bliss
Malaysian-born Denise Yoke 
Wah Ma works as a fi nancial 
analyst for fast-moving 
consumer goods company 
Panamex Pacifi c in Singapore.

Looking for both a change 
of scenery and the chance to 
make a difference, she decided 
to volunteer with AfID. She 
undertook a two-month project 
with Grace House Community 
Centre in Cambodia. The 
centre offers impoverished 
locals the chance to learn a 
craft, language and vocational 
skills that will help them 
become self-suffi cient.

Ma was mainly involved 
with a women’s social 
enterprise project that is run 
by the centre. Local women 
learn how to weave products 
such as bags and purses from 
natural materials, including 
hemp and water hyacinth. 

‘It made me  
realise that it is 

important to learn 
to be content and 
that, sometimes, 

simplicity is bliss’

These are then sold for profi t 
in local shops and, more 
recently, in New York. 

As part of her role, 
Ma helped to review the 
costing and profi tability of 
the products, focusing on 
areas such as labour and 
material costs, and overheads. 
She also helped to create 
spreadsheets that could be 
used to monitor stock levels. 

One of the highlights of the 
assignment for Ma was getting 
to ring the centre’s school bell, 
which was used to signal when 
lessons were about to start or 
end. She says: ‘It was amazing 
to go back to basics.’

Overall, the assignment 
gave Ma a fascinating insight 
into a working culture that was 
completely different from the 
one she was used to. It also 
gave her an insider’s view on 
how NGOs work. So did »  

▼ ‘Back to basics’
Denise Ma (left) with fellow 
volunteer Georgia Millroy 
in Cambodia
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it change her perspective at 
all? ‘It made me realise that 
it is important to learn to be 
content and that, sometimes, 
simplicity is bliss.’

Children in Cambodia
Eva Janoskova is fi nancial 
director at Arval, part of 
the BNP Paribas group, in 
the Bratislava, Slovakia. In 
2014, she used her annual 
leave entitlement to spend 
fi ve weeks in one of the 
most deprived regions of 
Cambodia, supporting Salariin 
Kampuchea, an education and 
youth empowerment centre 
offering free English, computer 
and life skills courses to 
vulnerable children.

A keen traveller, Janoskova 
came across AfID while 
searching the internet for 
volunteering opportunities. 
‘I was happy to fi nd a good 
match where I could offer a skill 
that would be useful,’ she says. 

As Salariin Kampuchea 
depends heavily on donations, 
it needs to demonstrate 
that the money it receives 
is properly accounted for. 
So Janoskova helped the 
manager of the centre with 
their fi nancial reporting by 
improving the use of existing 
accounting software to get 
the reporting done faster. She 
also undertook a review of the 
existing reporting system and 
the controls that were in place.

‘It was a really good 
experience spending some 
time in another country and 
learning about its culture,’ 
says Janoskova. ‘I also enjoyed 
seeing a different sector. I 
work in a normal corporate 
world, so it was interesting 
to see how hard it is for small 
entities to manage their 
reporting requirements.’

When asked for her advice 
to other would-be volunteers, 
Janoskova says: ‘If you are 
hesitant about volunteering, 
it’s good to get as much 
information as possible. AfID is 
very helpful. It’s also useful to 
speak to past volunteers.’

Finance flow in Nigeria
Augustine Entonu is Nigerian 
but has been living in London 
since 2008. He now works in 
a commercial advisory role 
within the UK civil service. 

Between August 2014 
and September 2015, Entonu 
worked with two Nigerian 
recipients of funding from 
Geneva-based fi nancing 
organisation The Global Fund, 
which counts Bill and Melinda 
Gates among its founders. 
The two recipients were the 
National Malaria Elimination 
Programme and Africare 
– a US non-governmental 
organisation (NGO) that was 
established to fi ght AIDS, 
tuberculosis and malaria, and 
which has an offi ce in Nigeria. 

‘I felt it was time to give 
back to my country,’ says 
Entonu. ‘I decided to do it 
through AfID because of the 
opportunities it offers.’

For much of the 
assignment, Entonu juggled 
his volunteering work with paid 
work as a university lecturer 
– he’s a visiting professor at 
Grenoble Graduate School of 
Business – and spending time 
with his wife and two children. 
His wife was very supportive, 

though. ‘She knew it was close 
to my heart,’ he says.

Entonu drew on his 
ACCA training during his 
assignment, when he helped 
to redesign and strengthen 
the two recipients’ fi nancial 
management systems. He 
also supported a customer 
supply chain integration 
project that involved the 
distribution of insecticide-
treated insect nets. His role 
was to ensure there was 
suffi cient accountability to 
donors with regards to how 
money was spent.

One of the most important 
lessons Entonu learned from 

his assignments was that 
projects shouldn’t just be 
about the results. ‘It’s about 
the journey as well as the 
destination,’ he explains. ‘Enjoy 
the journey and you will see the 
results before you get to your 
destination. I feel have made a 
contribution to helping ensure 
that fi nancing fl ows to those 
who need it most. It was a 
very humbling experience.’ ■

Sally Percy, journalist

▲ ‘A good match’
Eva Janoskova (second 
from right) with the staff 
of Salariin Kampuchea

For more information:

Visit afi d.org.uk or email 
info@afi d.org.uk 

▲ ‘Humbling experience’
AfID volunteers working in Nigeria (left 
to right: Temi Garrick, George Meacham, 
Augustine Entonu and Peter Ellis)
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Investing in yourself
The illustrious MBA is a qualifi cation pursued by thousands of 
aspiring professionals every year, and it’s easy to see why

The Graduate Management 
Admission Council 
(GMAC), the not-for-profi t 
organisation of leading 
graduate management 
schools around the world, 
issues regular research 
reports on how graduates 
from business schools rate 
their experience during 
and after school, and its 
2015 Alumni Perspectives 
Survey Report makes for 
encouraging reading. 

More than four in fi ve 
alumni say their graduate 
management education has 
contributed to improvements 
in their competitiveness, 
proactiveness, innovativeness 
and creativity; 84% report 
an improvement in job 
satisfaction; 85% say the 
qualifi cation offered them 
opportunities for quicker 
career progression; and 91% 
that it prepared them for 
leadership positions.

The even-better news 
is that, apart from the 
occasional piece of negative 
press over the usefulness 
of paying (a lot) to get an 
MBA, there is overwhelming 
evidence that the cost is 
worth the benefi t. 

The Financial Times’ 
Global MBA Ranking 2016 
found that MBA graduates 
from the class of 2012 have an 
average salary of US$135,000 
three years after graduation, 
and sometimes a great deal 
more. For example, three 
years after leaving, graduates 
of Harvard Business School 
earn up to US$172,500 a 
year, while INSEAD’s class 
of 2012 have an average 
salary of about US$167,000, 
nearly double (up 96%) their 
pre-MBA remuneration. 

Impressive though these 
fi gures are, they need to be 
looked at in the context of the 
often eye-watering amounts 
forked out to take an MBA 
in the fi rst place.

Candidates who 
choose Haas Business 
School at the University 
of California at Berkeley, 
have to stump up 
US$57,660 per academic 
year, and it’s a two-
year full-time MBA 
programme. But 
94% of Haas’s » 

INSEAD’s class 
of 2012 have an 

average salary of 
US$167,000, nearly 

double their 
pre-MBA pay
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graduates find employment 
three months after leaving 
the school and report a 93% 
increase in their salaries three 
years down the line.

London Business School’s 
full-time MBA claims to be 

one of the most flexible in 
the world, allowing students 
to diversify their learning 
according to career interests. 
Costing £70,800 (US$100,970) 
from August 2016 for the 
entire programme, graduates 
report a 100% increase in salary 
three years after the course, 
according to the FT ranking.

And NUS Business School 
at the National University of 
Singapore charges S$62,000  
for its 17-month course.

But of course it isn’t just 
the tuition costs that you need 
to consider. Accommodation, 
books, laptops, overseas travel 
and other costs can add a 
significant amount to the total.

There are much cheaper 
options, but if you study at a 
lower-ranked – or worse, non-
accredited – business school 
the benefits start to wane.

Alternative routes
Part-time MBAs, which are 
becoming increasingly popular, 
allow students to keep their 
jobs, although they typically 
take three or more years to 
complete. Large corporations 
will sometimes assume the 
whole or partial cost of an 
MBA programme (assuming 
you get satisfactory grades). 

Online and distance 
learning is another, cheaper, 
possibility, although it’s worth 
taking a serious look at the 
credence employers give to 
online MBA programmes, 
especially from unaccredited 

institutions. 
But the online 
approach is being 
increasingly 
embraced by the 
most respected 
schools, and the 
cost difference is 
noticeable. For 
example, Durham 
Business School 
in the UK offers 
an online MBA for 
£19,000. Nearly 
86% of students 
completing 
an MBA are 

employed within three 
months of graduation, and 
the average salary three years 
after graduation is £68,600 
(US$98,000).

The Association of 
MBAs (AMBA), based in the 
UK, accredits 234 schools 
or programmes around 
the world. While this only 
represents 2% of the world’s 
business schools, the 
association guarantees that 
their accredited schools boast 
the ‘highest quality faculty – 
internationally diverse with 
a good balance between 
academics and practitioners’. 

Sandra Rapacioli, director 
of research at AMBA, says 
statistics around cost benefit 
analysis from its latest 
report prove that having an 
MBA is worthwhile and can 
supercharge your career. 

‘Having an MBA can 
definitely boost your career 
progression,’ she says. ‘Sixty-
one per cent of the MBA 
graduates we surveyed are 
currently senior managers 
or above, compared to 18% 
pre-MBA, while 9% are CEO/
president – compared to 
1% pre-MBA. There has also 
been a steady increase in 
the number of CEOs with an 

MBA. In 2010, 7% of CEOs 
had an MBA. In 2014 this 
increased to 9.2%.’

MBA graduates from 
business schools with 
an AMBA accreditation 
received an average salary 
of US$159,080 in 2014, up 
by US$24,600 from 2012, or 
18%. In addition, 63% of MBA 
graduates received some 
sort of bonus or commission. 
The average bonus was 
US$156,164. 

There were also some 
interesting figures about 
geographical differences in the 
potential return on investment 
(ROI) that MBA graduates 
achieve globally, suggesting 
that the qualification garners 
greater importance in different 
parts of the world. ‘The 
highest mean salaries for 
MBA graduates are in South 
Korea (US$505,120), China 
(US$416,560) and Greece 
(US$268,960). ‘In terms of 
bonus or variable payouts, 
MBA graduates in the UAE 
received the highest mean 
earnings (of US$344,400), 
followed by Russian MBA 
grads (US$203,360), then 
Canada (US$165,640) and 
the US (US$149,240). The UK 
ranked ninth (US$114,800). 

‘Although it’s difficult to 
quantify, anecdotally there are 
some regions – Finland and 
Latin America, for example – 
where the cultural tendency 
is towards part-time MBAs, 
funded by an organisation 
to develop staff internally, 
as opposed to individuals 
looking to develop themselves 
to move on or change career 
or sector.’

But no matter where 
you are studying, the evidence 
suggests that the qualification 
will bring both financial 

and professional rewards. 
‘It’s difficult to say how 

long it will take you to achieve 
an ROI, as there are many 
variables,’ says Rapacioli. ‘But 
you can surmise that even if an 
MBA costs up to US$142,126 
(including fees and loss of 
earnings), then taking into 
account increased salary, 
bonus and ‘golden hello’ 
bonuses, this return can be 
relatively quick.’

 
All things are not equal
A word of warning though, 
because, as with other areas 
of business life, there is 
unfortunately an inequality in 
the returns MBA graduates 
will enjoy, depending on their 
gender. The FT’s Global MBA 
Ranking 2016 survey found 
that before their MBAs, about 
80% of both male and female 
alumni who responded were 
‘professionals’, one of the 
lower categories of seniority; 
three years after graduation, 
40% of the women described 
themselves as professionals, 
compared with 30% of men.

The percentage of male 
and female graduates at 
department head or senior 
manager level is roughly 
equal, at about 42%, but 
women are under-represented 
in the higher levels of seniority, 
director/partner and chief 
executive/board member.

And alarmingly, the 
average pay gap between 
men and women actually 
increases from 14% before an 
MBA to 19% three years after 
graduation (or from US$9,000 
to US$22,000). So while the 
MBA will help boost earnings, 
it won’t magically bring pay 
parity. ■

Beth Holmes, journalist 

For more information:

Download the GMAC Alumni Perspectives 2015 Survey 
Report at bit.ly/gmac-al-pers-surv-2015

Read the FT’s Global MBA Ranking 2016 at  
bit.ly/ft-2016-mba-rank

There are much 
cheaper options, 

but if you study at 
a lower-ranked – 

or non-accredited 
– business school 
the benefits start 

to wane
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Apprenticeships over MBAs
According to a study by researchers at Auburn University, 
Alabama, a business degree will not put you ahead of the 
competition at all. The team submitted 9,000 fake CVs to jobs 
advertised across a swathe of industries, including banking, 
finance, management and insurance, and found no evidence 
that employers preferred those with MBAs over those without. 
However, they did find that applicants who had undertaken 
internships – working in an area they loved for little if any 
remuneration – for three months during their time at university 
received 14% more interview requests than those who didn’t.  

INSEAD grabs 2016 top spot 
For the first time ever, a ‘one-year’ MBA has led the FT’s 
Global MBA Ranking 2016. This means that INSEAD follows 
in the footsteps of business schools such as Harvard, the 
London Business School and Stanford to nab the number one 
spot. With campuses in France and Singapore, a whopping 
90% of INSEAD’s professors and students are international.

The 2016 ranking includes nine new schools, two of which 
appear for the first time. Renmin University of China School of 
Business is the highest new entrant, in 43rd place.

The report also shows that the proportion of women 
studying at ranked schools is rising. In 2015, 35% of MBA 
students were women, up from 30% in 2005. Last year, 
the proportion of female students rose above 40% in 
27 schools, a jump from just four schools 10 years ago. 
Chinese schools lead the way in this respect, with women 
accounting for 44% of students overall. The percentage of 
women students at Chinese new entry Renmin University 
stands at an impressive 59%.

In total, 157 business schools from 25 countries 
competed in the study. US business schools continue to 
dominate the tables, taking almost half of the total places. 
Thirty ranked schools are from Europe (half of those are  
UK-based) and 13 are from Asia.

Hedgies question the value
A postgraduate degree will not guarantee more money 
in the hedge fund industry, according to a new survey. 
The findings from SumZero, an online community of fund 
professionals, in its 2016 Fund Compensation Report, show 
that hedge fund associates with undergraduate degrees 
bring home bigger salaries than their peers with advanced 
business degrees. So-called pre-MBA associates took home 
an average of US$200,000 per annum, including a US$90,000 
bonus; associates with an MBA took home an average of 
about US$184,000, including a bonus of US$60,000. 

Task force to improve India’s business schools
The All-India Management Association (AIMA), a national 
management-education industry body, has created a task 
force to help dramatically improve the quality of the country’s 
management education.

India is the world’s largest provider of management 
education, but a combination of substandard schools and 
a lack of understanding of educational and employers’ 
requirements has damaged the reputation of the 
management education industry.

At the start of 2016, AIMA published its strategy paper 
with one ambitious goal: ‘By 2025 [the] Indian management 
education system should clearly emerge as the second best 
in the world, second only to that of [the] USA.’

It suggests various measures, including overhauling the 
common practice of standardised curriculums, and more 
integration with industry, which would help target curriculums 
to suit the needs of employers. 

The task force recommends investment in the best 
150 business schools to compete on a global level by 
improving faculty and facilities, and repositioning the 
remaining 4,600 schools to better serve businesses on 
a national or regional level. ■
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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

Isle of Man annual dinner
4 March, Douglas, £50 (table 
of 10, £450)
ACCA’s Isle of Man annual 
dinner begins with a drinks 
reception, followed by a three-
course meal and a live band 
performance after dinner. The 
event will be informal with 
few speeches and plenty of 
opportunity for networking 
and socialising.

Understanding yourself 
and your emotions
9 March, London, £10
Using the ‘chimp model’, this 
event will help you work out 
how the mind operates in 
reality. With a brief explanation 
of the neuro-scientifi c basis 
underpinning the model, 
we will explore the nature 
of emotional and rational 
thinking before considering 
ways in which we can manage 
our emotional-thinking brains 
more effectively. 

Aberdeen annual dinner  
11 March, Aberdeen, £75pp 
(table of 10, £650; 12, £780) 
Following a drinks reception, 
enjoy a delicious three-course 
dinner in the luxurious setting 
of the Marcliffe. After dinner 
our guest speaker, Craig 
Brown CBE, is sure to provide 
a witty and motivational 
speech. If he can motivate 
Scotland to a football World 
Cup, what can he do for you? 

Benefits, P11Ds, PAYE 
and NIC – refresher and 
planning
14 March, London, £509
This very practical course will 
review all the latest business 
and corporation taxes changes 
and developments. Case 
studies will illustrate the 

changes and provide practical 
planning tips.

Does effective 
governance add value?
16 March, Leicester, free
The word ‘governance’ is linked 
to a wide range of corporate 
and other organisational 
successes and failures. This 
session will suggest what 
lies at the heart of effective 
governance and explore how 
this can be used to add value 
to an organisation. 

Budget breakfast
17 March, London, £50
Our annual Budget breakfast 
begins with a buffet breakfast 
at 8am followed by a 
discussion of some of the 
key issues arising from the 
Budget and their impact. All 
those attending will receive an 
information pack containing 
budget papers and press 
releases.

Clarifying the role of the 
business partner in the 
public sector
21 March, London, free
Join ACCA for a panel 
discussion on the role of 
the business partner, with 
representatives from each 
of the areas in the public 
sector, including local and 
central government, higher 
education and the third 
sector. A Q&A session will 
follow the panel session, and 
a report on the event will be 
published to help promote 
good practice in the area of 
business partnerships.

Walk the Three Peaks  
28 May, Yorkshire
In 2015 more than 50 ACCA 
members took part in the 

Yorkshire Three Peaks 
Challenge, raising over 
£7,000 for the Candlelighters 
charity. Join us on 28 May 
to see if we can do even 
better in 2016. This is a 
great opportunity for you or 
your fi rm to take on one of 
the UK’s greatest outdoor 
challenges and support a 

Yorkshire-based charity that 
helps fi ght children’s cancer. 
Register now at bit.ly/3-
peaks-2016 ■

How do you promote the profession?

We know members act as our advocates, promoting 
the joys of being an accountant and how the ACCA 
Qualifi cation provides a passport to a successful career. 
We’d like to hear more about your experiences. Whether 
it’s speaking at a local school, university or within the 
business community, if you have promoted ACCA, please 
tell us. Email advocacy@accaglobal.com with details (and 
any photos) by 31 March. We will share the best examples 
within our member publications. Not yet an advocate? 
Find out more at www.accaglobal.com/advocacy.

Your ACCA contact details

Please take a moment to check your membership record 
is up to date and, in particular, that we hold your current 
email address (with a consent level of 2 or 3). This allows 
us to send you targeted information that is relevant to 
your career. Login to MyACCA on our website and click on 
‘update your employment and contact details’.

For more information:

For details of these 
events, go to: members.

accaglobal.com
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Council elections
The nomination process for the 2016 ACCA Council elections is now open. Members are 
invited to put themselves forward as candidates by 15 June

Nominations are now invited 
for any ACCA members 
wishing to stand for election 
to Council at the 2016 AGM.

Council is the governing 
body of ACCA and, as such, 
has a pivotal role in ACCA 
affairs. It has a wide-ranging 
remit that includes:

* ensuring that ACCA 
operates in the public 
interest and delivers the 
objectives stated in its 
Royal Charter

* setting the overall direction 
of ACCA through regular 
approval of ACCA strategy

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

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

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

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

Council and the executive 
team collaborate to devise 
ACCA’s strategy, which is then 
approved by Council. Delivery 
of strategy is the responsibility 
of the executive team, with 
governance of the process and 
performance management 
provided by Council.

Whatever their 
geographical or sectoral 
bases, Council members 
do not represent particular 
areas or particular functions. 
They are elected by the 
membership as a whole.

Candidates come from all 
parts of the world, from every 
sector of the profession, and 
represent a wide range of 

senior positions. Long-term 
or technical experience is 
valuable, but so is proven 
ability to actively participate 
in strategic decision-making.  
Council experience as such 
is not necessary; however, 
an understanding of good 
governance is essential, and 
personal and professional 
integrity must be of the 
highest standard.

Specifically, ACCA expects 
members to bring the following 
skills and attributes to Council:

* an ability to take a strategic 
and analytical approach to 
issues and to see ‘the big 
picture’

* an understanding of the 
business and marketplace

* communication and 
networking skills

* an ability to interact with 
peers and respect the views 
of others

* decision-making abilities

* an ability to act in an 
ambassadorial role in many 
different environments

* planning and time 
management

* a willingness to learn and 
develop.

Anyone wishing to stand for 
election must be nominated 
by at least 10 other members 
in good standing. Candidates 
should supply a head and 
shoulders photograph and an 
election statement of up to 
500 words. Candidates are also 
required to sign declarations 

of their willingness to comply 
with, and be bound by, the 
code of practice for Council 
members.

This year, candidates will 
again have the opportunity to 
produce a video in support 
of their election statements. 
The videos will be posted on 
a dedicated section of the 
ACCA website, together with 
the written statements and 
photographs.

The closing date for 
submission of nominations 
to the secretary is 15 June 
2016. ■

For more information:

To find out more about Council service and the election 
process, including guidance on the production of election 
videos and rules regarding use of social media during the 
elections, go to accaglobal.com/our-governance or email 
secretariat@accaglobal.com quoting ‘Council elections’ in 

the subject line
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ACCA’s microsite now lets potential clients search for ACCA fi rms 
and members by their areas of expertise as well as their location

ACCA has relaunched its 
global Find an Accountant 
microsite, making it easier 
for potential clients to locate 
a professionally qualifi ed 
ACCA member or ACCA 
accountancy practice. 

The site allows users not 
only to search by location, but 
also by the services offered by 
the ACCA member or practice. 
Firms that, for example, 
offer audit or specialise in 

Inside ACCA

81 Council Nominations 
open for 2016 elections

80 Events Diary dates

77 Postgrad pages
MBA magic

74 Volunteering Give 
something back

27 President Time for a 
cultural revolution

small business accounts 
can therefore publicise 
these services effectively to 
potential clients.  

‘We’ve designed the site to 
make it easy for people to fi nd 
exactly what they are looking 
for,’ said John Weston, head of 
ACCA UK. 

Many accountancy 
practices specialise in 
particular fi elds, or offer 
services such as audit or 

insolvency. The new Find 
an Accountant pages allow 
ACCA members to tell clients 
exactly what their areas of 
expertise are, making it easy 
for individuals and businesses 
to fi nd the right ACCA 
accountant for them, and for 
the ACCA member or practice 
to reach new clients. 

‘Finding the right 
accountant is hugely 
important,’ Weston said. 
‘Selecting the right ACCA 
accountant means you are 
choosing a trusted and expert 
adviser to handle business 
matters or personal fi nances.’  

Once users fi nd an ACCA 
member or fi rm on the site 
that meets their needs, they 
can click through to the fi rm’s 
website, making it easier for 
them to get in touch with their 
fi rm or member of choice.

Hot property

ACCA has decided to sell its London offi ces at 
10/11 and 29 Lincoln’s Inn Fields in London. The 
decision follows a detailed deliberation process. 
The properties, which ACCA vacated at the end 
of 2015, are valued at £8,225,000 and £10,250,000 
respectively. 

‘After careful consideration,’ said Raymond 
Jack, ACCA’s executive director fi nance and 
operations, ‘it is clear that the right course 
of action is to reinvest the proceeds, further 
strengthening ACCA’s resources for the benefi t 
of our many members and students across 
the world.’

ACCA’s London staff moved into their new 
offi ces at the Adelphi at the start of 2016. Watch 
the story of the move at bit.ly/ACCAplaylist.

ACCA member 
benefits
Employability
Membership improves 
earning power and job 
prospects on a global 
scale.

Infl uence 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 effi cient 
support around the 
clock, by phone, email 
and webchat.

Go to www.accaglobal.
com/memberbenefi ts

Expert search

For more information:

Find an Accountant is 
at members.accaglobal.

com/fi ndaccountant
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