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Welcome

Welcome
Correcting the disturbances in the Force
Corporate scandals, disquiet
about executive pay,
client/auditor relationship
difficulties – none of these
issues ever seems to go
away. Just as investigations and enquiries into one scandal
conclude, another revelation rocks the corporate world.
At the heart of policing sits the Financial Reporting Council.
In this month’s interview, Stephen Haddrill, its chief executive,
says he recognises that fundamental issues need addressing,
with trust and reputation being key to businesses’ strength. He
talks about changing the governance code to encourage boards
to take better account of stakeholder views, link executive
remuneration with performance and take disciplinary action over
financial reporting offenders. See page 12.
Keeping up the regulatory theme, another of our interviews
this month is with IFAC president Rachel Grimes. The former
president of ACCA’s strategic alliance partner Chartered
Accountants ANZ says she is keen to ‘roll up her sleeves’ and get
on with helping the profession prepare for times of significant
change – in particular, technological disruption. See page 72.
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Disruption is also the subject of this month’s cover feature:
how global political upsets are affecting business. Trump, Brexit
and elections in major European countries have created the
sort of waves that markets struggle to cope with. Yet markets
have proved resilient, recovering swiftly from recent bouts of the
jitters, as our article makes clear. More on page 36.
We also look at a major disruptor heading the accounting
profession’s way in the shape of blockchain (page 39). An ACCA
report out this month calls it evolution, not revolution. As with
so much of the technology being rolled out across business,
blockchain will help drive the transformation of the professional
accountant’s role from number cruncher to strategic adviser.
Innovation needs nurturing, space to breathe and grow. In
the latest in our ‘back to basics’ series, we look at the various
mechanisms that businesses are using to help incubate their
most creative ideas. See page 70.
Jo Malvern, editor, joanna.malvern@accaglobal.com
went to press before the Budget was announced. See our
* AB
coverage in next month’s edition.
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► Tax jackbot

Bill Gates, Microsoft
founder, has said a tax
on robots would be
needed to compensate
for any tax deficit
caused by jobs lost to
automation

▲Rocket man

SpaceX CEO Elon Musk
has announced that
two private citizens
have paid to be sent
around the Moon in
one of his rockets in
late 2018

▲ Doris storms in

Storm Doris, followed
soon afterwards by
Storm Ewan, is estimated
to have cost the UK
£400m. Naming storms
has raised awareness,
says the Met Office

▲ Retro revival

Nokia plans to reintroduce
its 3310 phone 17 years
after its original launch. The
phone was popular for its
long battery life and will
appeal to digital detox fans
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◄ Picture imperfect
The role of PwC, which
oversees the Oscars
prizegiving process,
faces investigation after
La La Land, rather than
Moonlight, was initially
named Best Picture

▼ Taking stock

The £24bn merger
between the London
Stock Exchange (LSE)
and Deutsche Boerse is
in doubt after Brussels
called on LSE to sell off
part of its Italian business

▼ The Force falters

Walt Disney saw
quarterly revenues dip
below expectations
as it failed to find a
blockbuster comparable
to last year’s Star Wars:
The Force Awakens
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News roundup

This edition’s stories and infographics from across the globe, as well as a look at the
latest developments and issues affecting the finance profession
Green pays up
Philip Green has agreed
to pay £363m into the BHS
pension fund in a settlement
that may be enough for him
to retain his knighthood.
The Pensions Regulator has
ceased its enforcement action
against Green as a result of
his agreement to fund a new
independent pension scheme
that will provide higher benefits
than its members would get
from the Pension Protection
Fund. Enforcement action
will continue against former
BHS owner Dominic Chappell
and his company Retail
Acquisitions. The Insolvency
Service has strengthened its
team, which is conducting an
inquiry into the reasons for
BHS’s collapse.

Brexit winners
Accountants will be in
increasing demand as
businesses address the
challenges created by Brexit,
MPs have told a study
commissioned by ACCA and
the Association of Accounting
Technicians. Almost half of MPs
expect Brexit to have a positive
impact on the accountancy
profession because
accountants can advise clients
on the implications of exiting
the European Union. A mere
23% disagreed. Most MPs –
55% – want tax legislation to be
reviewed immediately, rather
than waiting until Brexit. There
is an almost even split between
MPs who expect Brexit to have
a positive or negative impact
on big businesses.

‘Key against corruption’
Professional accountants
are central to the fight
against corruption, along

with strong corporate
governance structures,
says the International
Federation of Accountants.
Its report The Accountancy
Profession, Behind the
Numbers examines the size
of the global profession and
its function in the global
economy. It concludes that
the accountancy profession
is a necessary part of
strong national governance
architectures that confront
corruption, and that
professional ethics, education
and oversight are key to
achieving a positive impact in
tackling corruption.

Slavery risk
The British Standards
Institution (BSI) has warned
accountants that they need
to take steps to help identify
the use of ‘modern slavery’
in clients’ supply chains.
Research published in BSI’s
new Trafficking and Supply
Chain Slavery Patterns
Index shows that two-thirds
of nations are believed to
contain modern slaves. There
is a severe risk of their use in
Russia, Slovakia, India and
Pakistan, and a high risk in
Italy, Greece and Turkey. The
Modern Slavery Act 2015
requires companies to take
steps to prevent the use
of slaves in supply chains.
The index ‘can help these
businesses find, assess and
eradicate modern day slavery
in their global supply chains’,
claims the BSI.

Expertise lacking
While 87% of companies
identify cybersecurity as
a principal business risk,
a mere 5% of FTSE 100

Vatican’s big freeze
The Vatican has frozen over €2m of allegedly laundered
money after the Vatican Financial Intelligence Authority
noted suspicious activity. Pope Francis is seeking to clean
up the Vatican and its bank after international regulators
and law authorities reported concerns. Since 2013, €13m
of funds have been frozen as a result of investigations.
PwC was appointed in 2015 to audit the Vatican accounts,
but was reportedly removed last year amidst a struggle for
control of Papal finances between cardinals.

companies have a board
member with specialist
technology or expertise,
according to analysis of
annual reports by Deloitte.
More than half the companies
say they have cybersecurity
plans in place but 42% of
these did not indicate that
they had tested the plans.
Phill Everson, head of cyber
risk services at Deloitte UK,
said: ‘The vast majority of
FTSE 100 reports acknowledge
the principal risk, but our
analysis shows there were wide
variations in the disclosure of
cyber risk management and
mitigation strategies.’ See also
page 62.

Code under review
The Financial Reporting
Council (FRC) is to undertake
a fundamental review of the
Corporate Governance Code,
including the consideration
of corporate culture and
succession planning.
Meanwhile, the government
has published a green paper
on corporate governance. In
its response, the FRC revealed
that it intends to propose
reforms to support the interests
of major stakeholders; to
ensure executive remuneration
is linked to performance;
that large private companies
become more accountable to
stakeholders; and that there
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is effective enforcement of
the law. In its response to the
green paper, the Institute of
Business Ethics argued that
‘the current system of executive
remuneration is broken and
needs radical reform’.

Bigger picture needed
Government needs to show
stronger support for voluntary
measures that improve
corporate governance instead
of focusing on legislation,
says ACCA. ‘From our work
on governance and corporate
culture we are convinced
that the best approach to
achieving these outcomes
[of stronger accountability
and transparency] is through
providing support for
companies that create a
workplace that integrates
employees and stakeholders
in a way that means everyone
supports the delivery of
business goals,’ explained
Jo Iwasaki, ACCA’s head of
corporate governance.

Public: sort out CEO pay
There is widespread public
unhappiness about pay
levels for senior executives, a
survey from PwC has found.
According to Time to listen,
two-thirds of people surveyed
said that top pay is generally
too high and over half think
it is a big problem. Most
people believe that a CEO
should earn no more than 20
times average earnings, which
compares to typical pay ratios
in the FTSE 100 of over 150
times average pay. The vast
majority – 87% – want action
to control executive pay levels.

Strengthen governance
Audit firms must do more to
strengthen their governance
arrangements in order to
improve audit quality, warns
the Financial Reporting
Council (FRC). Its updated
report Developments in
Audit concludes that not all
firms are dealing effectively
with perceived conflicts of

interest. The FRC proposes
to review the effectiveness of
governance and the culture
of firms, including the public
interest role of independent
non-executives. It added that
an emerging theme from
its ongoing 2016/17 audit
quality monitoring cycle is of
insufficient auditor scepticism.

Reach magazine
Reach magazine marks the launch of the strategic alliance
between ACCA and Chartered Accountants ANZ.
Articles on a range of current issues highlight the common
challenges facing professional accountants across the
world, whatever their role.

Confidence boost
The rotation of auditors
and the retendering of
audit contracts is helping to
improve investors’ and audit
committees’ confidence in
the audit process, argues the
Financial Reporting Council
(FRC). Melanie McLaren, the
FRC’s executive director for
audit and actuarial regulation,
said: ‘Feedback from
companies that have changed
auditors since this requirement
was introduced is that there
are benefits to be gained
from fresh insight. Even if the
current firm is reappointed,
the experience of the tender
process can reinvigorate the
audit approach.’

Risk worries committees
Risk management is the major
concern of audit committees,
KPMG’s survey of more than
800 committee members
and chairs in 42 countries
has found. More than 40% of
members believe their risk
management programmes and
processes require ‘substantial
work’, while a similar
percentage admit that it is
increasingly difficult to oversee
major risks. Audit committees
expressed general confidence
in financial reporting and
audit quality, but ranked legal
and regulatory compliance,
cybersecurity risk, company
risk controls, tone at the top
and organisational culture as
among their top challenges.
See also page 62.

IFAC endorses IR
The International Federation
of Accountants (IFAC)
has endorsed the use

Get the Reach magazine app for:
* iPhone or iPad
* Android
* Kindle
Or read Reach online at accaglobal.com/alliance
of integrated reporting.
In its paper Enhancing
Organizational Reporting:
Integrated Reporting Key,
IFAC said that it ‘considers
integrated reporting as the
way to achieve [a] more
coherent corporate reporting
system, fulfilling a need for a
single report that provides a
fuller picture of organisations’
ability to create value over
time’. It added that it ‘strongly
supports’ the International
Integrated Reporting Council
and the IR Framework, and
that it believes ‘the integrated
report can be used as an
“umbrella” report for an
organisation’s broad suite of
reports and communications’.

A shared enterprise
Professional services firms have
been urged to follow Grant
Thornton’s example and move
towards a shared enterprise
model of ownership. Grant
Thornton intends to engage
all 4,500 of its people via a

model based on sharing ideas
and responsibility in order
to deliver and share in the
superior rewards created by
this structure. Deb Oxley, chief
executive of the Employee
Ownership Association, said:
‘The professional services
sector is one of the employee
ownership sector’s key
growth areas.’

RSM income jumps
RSM International has grown
fee income by 7.6% to
US$4.87bn in the year ending
December 2016. The results
were boosted by a 20% rise
in crossborder services to
internationally active middlemarket clients, said the
network. It added that member
firms had been assisted by
the global brand launch at
the end of 2015. Consulting
revenues increased by 8.1%,
with tax service revenues
rising 7.5%. Latin America was
the best-performing region,
where revenues increased

»

04/2017 Accounting and Business

UK_Newsroundup.indd 9

07/03/2017 16:42

10

News | Roundup

21%, followed by Sub-Saharan
Africa (19%), Asia Pacific (8%),
Europe (8%), MENA (7%) and
North America (7%).

Baker Tilly revenues up
Baker Tilly International’s
revenues rose by 6.2% in
the year ending December
2016 to US$3.2bn. Turnover
was boosted by mergers
and acquisitions in Canada,
Australia, Kazakhstan,
Singapore, the US and the UK.
Despite new firms joining the
network in nine countries, the
total number of members fell
from 128 to 126. The number
of partners and staff rose by
8.9%. There was a slight fall
in North American revenues
during the year, but a 14.3%
jump in income in the AsiaPacific region and an 11%
increase in both Europe and
Latin America.

On brand
PwC has been named as
the world’s most valuable
professional services brand in
the latest Brand Finance league
table (compiled prior to the
Oscars, when the PwC partners
in charge of the winners’ details
provided the wrong envelope
for the Best Picture category).
However, PwC has fallen to
66th place in the table, from
57th last year. Accenture is 71st,
up from 89th in 2016; Deloitte
is 77th, down from 69th; and EY
is 98th, down from 91st. KPMG
is the only Big Four firm outside
the top 100, at 124th, down
from 107th last year. Google is
rated the world’s most valuable
brand – overtaking Apple,
which is now second.

FRC investigates PwC
The Financial Reporting
Council (FRC) is investigating
PwC’s audit of Redcentric
for the years ending March
2015 and 2016. In a statement
the FRC explained: ‘The
decision to investigate follows
Redcentric’s announcement
dated 23 December 2016
of the conclusion of an

Tax on the move
Businesses have yet to get to grips with the tax implications of increased global mobility,
according to PwC’s report, Managing mobility in a world shaped by BEPS. With the OECD’s
Base Erosion and Profit Shifting (BEPS) project focusing on the tax implications of an
increasingly mobile workforce, PwC found that only 9% of companies surveyed had changed
the way they manage employees who work internationally.
71% of millennials
say they want and
expect an overseas
assignment during
their career

31% of companies
don’t know the exact
number of their
employees working
internationally

Mobility levels
have increased by
25% over the past
decade, and could
grow by a further
50% by 2020

20% of
assignments now
last less than 12
months, compared
with 10% in 2002

89% of organisations
plan to increase their
number of globally
mobile workers in the
next two years

12.2% of
employees work
overseas every
year
Source: PwC, Managing mobility in a world shaped by BEPS

independent investigation
into Redcentric’s accounting
practices and the consequent
restatement of the company’s
consolidated financial
statements and other financial
information relating to those
years. The FRC’s investigation
will consider, but not be
restricted to, issues regarding
misstated accounting
balances.’ PwC said: ‘We will
co-operate fully with the FRC
in its enquiries.’

Samsung arrest
Samsung’s interim chairman
Lee Jae-yong has been
indicted in South Korea
on charges of bribery. The
company is accused of having
made donations to foundations
run by Choi Soon-sil, a friend
of President Park Geun-hye, in
order to obtain government
support for the group’s
restructuring two years ago.
Lee, who is deputising for his ill
father Lee Kun-hee, denies the

charges. Samsung also denies
wrongdoing while accepting
that it gave substantial
donations to two charitable
foundations, but without
expecting any favours in return.

Toshiba delays results
Toshiba has delayed the
publication of its third quarter
results, with the corporation
under increased pressure
over the performance of
its Westinghouse nuclear
subsidiary, the value of
which it has written down.
The company explained
that ‘the disclosed financial
figures are under review by
the independent accounting
auditor, and there is the
possibility of amendment’.
The crisis has led to doubts
about Toshiba’s commitment
to a major new nuclear power
station in the UK. Toshiba has
also announced the sale to
Canon of a subsidiary that
leases medical equipment.

Rolls-Royce struggles
Rolls-Royce has reported a
full-year loss of £4.6bn in 2016,
compared with a profit of
£160m in 2015. Part of the loss
was caused by a £700m charge
for financial penalties resulting
from agreements to settle
corruption allegations. But the
primary cause of the loss was
a mark-to-market revaluation
of the corporation’s holding of
derivatives, which took £4.4bn
off the balance sheet. Reported
revenue rose by 9%, but
underlying revenue was down
2% at constant exchange rates.

Investors revolt
Shareholders have challenged
the directors’ remuneration
policy at FTSE 250 travel
company Thomas Cook.
A third of investors voted
against a proposal for a
bonus for chief executive
Peter Fankhauser, while a
fifth opposed the company’s
pay policy. Standard Life
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led the revolt as the second
largest investor. Shareholders
challenged the company’s
strategic share incentive
plan, which was scheduled to
provide a bonus of up to 225%
of his basic salary of £703,000,
but Thomas Cook says it will
now cap this at 200% of the
salary – which could still be
worth £1.4m a year.

Out of pocket
Making Tax Digital (MTD)
will generate tax revenues
of almost £1bn by 2021 and

£2bn by 2022 through closing
the ‘tax gap’, according
to HMRC estimates. But
HMRC has admitted that
all businesses – including
micro-enterprises – are likely
to face transitional costs of
£280 in the period 2017/18 to
2020/21. A survey conducted
for accounting software
provider FreeAgent suggests
that one in five businesses
still had no knowledge of
MTD, while 84% said they
had insufficient information
about it. ACCA has called for

Bad business
Rates of bribery and corruption-related misconduct
vary dramatically across the globe, according to a new
report by consultancy Control Risks. In 10 of the 13
countries surveyed for International Business Attitudes
to Corruption 2016, 55% of respondents said bribery
involved management. Over 50% of respondents said
they had reported observed misconduct; in 11 out of 13
countries, at least one in three experienced retaliation.

the introduction of MTD to
be delayed to 2020 and for
businesses with a turnover of
less than the VAT threshold of
£83,000 to be exempt.

AIM higher
AIM-listed companies have
reached an all-time high in
average market capitalisation,
analysis from BDO has shown.
In the second half of last year,
capital raising jumped by 47%,
BDO’s AIM Insights report
explains. The average market
capitalisation of an AIM
company is now £82.3m, a rise
of 17% over the year. However,
BDO also revealed that
there has been ‘a significant
reduction’ in companies being
admitted to AIM and a fall in
the number of initial public
offerings in the second half
of 2016.

Aid fraud underestimated

Japan

6%

France

10%

Spain

10%

Italy

13%

UK

15%

Russia

16%

US

16%

Mexico

19%

The caseload of the
Department for International
Development’s (DFID) central
fraud team quadrupled
between 2010/11 and 2015/16,
according to a report from the
National Audit Office (NAO)
that examined DFID’s approach
to handling fraud. A sharp
increase in fraud allegations
followed an awareness
campaign among its staff and
suppliers. Annual gross losses
from fraud in the departmental
budget amounted to about
£3.2m, said the NAO. It added
that there is a clear relationship
between corruption and
failed states.

Brazil

19%

Sharing economy grows

South Korea

21%

Germany

23%

China

27%

India

30%

Median value

16%

Employee observations of bribery and corruption

Source: International Business Attitudes to Corruption 2016

The sharing economy is likely
to grow by 60% or £8bn this
year, predicts PwC. The firm
expects total transactions in
the UK sharing economy to
reach £140bn a year by 2025.
Industries where cost pressures
are mounting, such as
healthcare and retail, offer the
greatest potential, suggests
PwC. Rob Vaughan, PwC’s
economist, commented: ‘The
success of these new services

will be an acid test of whether
sharing economy platforms
can eventually become the
established leaders of their
markets, or will forever be
known as the “disruptors”.’

The gig’s up
The so-called ‘gig economy’
is being used by companies
to create artificial selfemployment that reduces their
tax liabilities. The claim was
made by Matthew Taylor – chief
executive of the Royal Society
of the Arts – who is conducting
a review of self-employment
for the government. ‘I think
what should drive businesses
is efficiency, productivity,
innovation – not trying to
evade tax,’ he told the BBC. He
believes that the government
should remove incentives to
designate workers as selfemployed. The Institute for
Fiscal Studies calculates that
the tax rate including national
insurance for an employed
person is 31%, compared
with 22% for someone who is
self-employed.

Investment ‘on track’
Investors remain committed
to Europe despite Brexit,
confirms EY’s 2017 European
attractiveness survey – Plan
B for Brexit. Some 56%
of global investors plan
to grow their presence in
Europe, compared with
just 36% last May. But
more than more than 70%
of investors have felt an
impact from the Brexit vote.
Investors cite high volatility in
currencies, commodities and
capital markets as top risks
for foreign direct investments
into Europe, says EY. Andy
Baldwin, EY area managing
partner for Europe, Middle
East, India and Africa,
warned: ‘Europe is in danger
of developing an emerging
market “geopolitical
risk profile” without
commensurate returns.’ ■
Paul Gosling, journalist
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On the right code

Stephen Haddrill, chief executive of the Financial Reporting Council, is proud of the UK’s
corporate governance, but sees the recapture of public trust as a big issue to address

I

f you want a benchmark for the success of UK corporate
governance, then Stephen Haddrill suggests the best one
is international investor confidence. The chief executive
of the Financial Reporting Council (FRC), the independent
regulator of corporate governance and reporting in the UK,
says that the willingness to put money into UK businesses
is a sound measure of the success of the 25-year-old system
of codes and rules that control the behaviour of listed
companies in the UK.
One of the secrets of the code’s success is that it has evolved
over a quarter of a century. It has been a flexible vehicle for
improving corporate governance and – especially since the
global financial crisis – corporate reporting. ‘We have introduced
measures through the code that have enhanced reporting,’ says
Haddrill. ‘These include the concept of the report and accounts
as a whole being fair, balanced and understandable; the
assessment of the reporting of risk; and the introduction of the
longer-term viability statement, which is an innovative change.’
While Haddrill points out the strengths of UK corporate
governance, he says that there are also issues to address. The
FRC has announced a ‘fundamental review’ of the code for
publicly listed companies (see box on page 14), prompted in
part by what Haddrill says is a ‘lack of investor confidence in high
executive pay’.
The problems centre on trust. Haddrill quotes the Edelman
Trust Barometer’s description of the British public’s trust in
business, government, media and non-profits as plummeting
– part of an ‘unprecedented crisis of trust shared across the
Western world’. Business has contributed significantly to that
fall. ‘Continuing success depends on the strength of a business’s
reputation with the public,’ says Haddrill, adding that the
quoted value of a listed company – which is far in excess of
the balance sheet – is made up of many factors, including trust
and reputation.

Governing governance
Modern corporate governance arrived on the back of a series of
corporate scandals in the late 1980s and early 1990s. Initially the
code focused on the board’s structure, with an emphasis on the
right number and quality of non-executives. Increasingly it has
taken an interest in values, behaviour and culture.
The code’s key principle is comply or explain. ‘Comply
or explain allows companies to adapt the code to their
circumstances,’ Haddrill says. ‘And it allows for a transition
period, which makes directors comfortable with supporting
corporate governance.’ Regulatory progress is accordingly faster.

Haddrill on reporting and audit
UK corporate reporting does ‘extremely well’ in telling
the story of what a company is seeking to achieve and
how it has performed, says Haddrill. But reports are not
a layman’s guide to performance. They also have to be
considered in the boardroom so they have a behavioural
impact as well as an information impact.
He believes that there is still an audit expectation gap
that appears when things go wrong: ‘It is conceivable
that the auditor should have known more about some
cases than they did.’ He adds that if auditors spot criminal
activity, they should draw it to the board’s attention.
While he thinks auditors are doing a good job, he
wants to consider whether their role should be expanded.
And if it were, would auditors be up to the job?
Audit tendering and partner rotation is having a big
effect, he says. Not in terms of the Big Four becoming a
Big Six, but of different elements working well together:
more competition between the Big Four, FRC audit
inspections, and more transparency for audit committees.
The publication of extended auditor reports has also
engaged investors.
Audit quality has improved but needs to go further,
he says. ‘The question of consistency remains. Auditors
do great work but then slip up because in some way they
have failed to challenge the management. We need to
work with the leadership of the firms to drive consistency.’

Independent directors on boards, independent audit committees
and annual election of directors have all happened quicker in
the UK than elsewhere because there is no need for legislative
backing. In 2016, 90% of FTSE 350 companies were codecompliant with the exception of one or two provisions. Haddrill
says that the code provides chairmen with the framework and the
impetus to conduct the business of the board in the right way.
He admits, though, that he finds CFOs and CEOs less
engaged in it. ‘The code is important in helping to establish
the right relationship between the chairman, the non-execs
and the execs. In particular it creates a separation of power and
responsibilities between the chair and the chief executive. For
the CEO, that brings greater clarity to their role and a basis for
the support of their board. The code seeks to establish the right
balance between support and challenge.’

»
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‘Continuing
success depends
on the strength
of a business’s
reputation with
the public’
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The fundamental review
There will be a fundamental review of the governance
code for publicly listed companies. It follows the
Department for Business’s green paper and a Commons
select committee inquiry. The FRC will focus on helping
boards take better account of stakeholder views, linking
executive remuneration with performance, and extending
enforcement powers to ensure disciplinary action can be
taken against all directors where there have been financial
reporting breaches.

Beyond the boardroom
Haddrill, though, wants to look beyond just what is happening
in the boardroom and bring the wider world into the equation.
Recently the FRC has set up a wider stakeholder group with
representatives of employees, consumers, investors and nongovernmental organisations. ‘The debate is broadening. The
prime minister is talking about establishing the employee voice

in the boardroom, although we’re not sure how that is going to
pan out.’
On pay Haddrill draws an analogy between executives’
rewards and footballers’ pay: ‘On the terraces fans aren’t happy
if they are not scoring goals.’ As a Crystal Palace fan, perhaps
he understands only too well the outrage when pay is way out of
kilter with performance. The answer, he says, is to link the deal
on remuneration with strategy to simplify its terms (‘Even those
who benefit sometimes don’t understand the deals’), to ensure
it is reported, and that the views of investors are listened to.
Companies are not currently obliged to do anything even when
advisory votes on executive remuneration go against the pay
proposal. Haddrill says: ‘We would like to see an escalation, with
another round of consultation followed by a vote, and that vote
should be binding.’
Board diversity does not generate the same anger as pay,
perhaps because there is progress. The good news is there are
more women on boards; less encouraging is that so few of them
hold executive positions. Smaller boards with fewer executives
hasn’t helped. Haddrill says that issue has to be dealt with by
companies working on the pipeline and succession planning.
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UK accounting and auditing standards are strengthened.

Ethnic diversity too remains a worry, with the 2016 Parker
report concluding boards did not reflect the ethnic diversity of
either the UK or their stakeholders. It recommended that FTSE
100 boards ‘should have at least one director of colour by 2021’,
and that FTSE 350 companies should join them a year later.

1992

Over the horizon

Milestones in corporate governance

1990s

In response to Maxwell, Polly Peck, BCCI and other
corporate scandals, the Cadbury report produces the UK’s
corporate governance code.

1995

The Greenbury report establishes good practice in
deciding directors’ remuneration.

1998

The Hampel report is published into the role of directors
and shareholders, accountability and audit.

2003

While Enron and WorldCom had been US scandals, the
effect was felt across developed economies; the US went
for legislation, while the UK updated the code. The Higgs
report on the effectiveness of non-execs strengthened the
structural elements, and the FRC was given responsibility
for publishing and updating the code. Haddrill says: ‘A
code demands a higher level of consultation, and it is
flexible, not requiring full-blown parliamentary legislation.’

2004

Independent audit inspection is introduced following the
failure of Arthur Andersen in 2002.

2009

The Walker report on governance in banks follows the
global financial crisis.

2009

Haddrill is appointed chief executive of the Financial
Reporting Council. He was formerly director general of
the Association of British Insurers, and before that, at the
Department of Trade and Industry, where he helped to
introduce legislation on flexible working and to set up the
Equality and Human Rights Commission.

2010

Stewardship code is introduced for asset managers/owners.

2011

Davies report on women on boards is published.

2016

FRC publishes Corporate culture and the role of boards: a
report of observations.

If diversity and gender are works in progress, next up is the
viability statement. Haddrill distinguishes between the views
of chairmen and of CFOs. ‘Chairmen have been positive, as it
has led to a good conversation in the boardroom. It has caused
thinking about the longer term. Also the work that goes on
behind the statement about giving assurance on risk is valuable.’
He dismisses suggestions of confusion between viability and
the one-year going concern view. Most companies are fixing on
three years – it fits with their strategy horizon – but with defined
benefits pension schemes providing assurance to trustees for
way longer than three years, ‘Why not give that assurance to the
shareholder?’ He adds that some CFOs think that viability has
generated a level of work around stuff that they already knew.
Looking at the longer term, there are clouds on the horizon
caused by both Trump and Brexit. While the new US president
talks deregulation, Theresa May is talking about strengthening
corporate governance, heralding divergence. Haddrill notes that
the US public is broadly confident about main street business
(banks may be a different story), and that the US public trust
deficit is in government, summed up by the ‘drain the swamp’
cry. ‘If the largest economy in the word is heading in one
direction, you can’t just ignore that,’ he says.
Brexit for the FRC so far is about restating a belief in elements
such as international accounting and auditing standards and their
importance in attracting international capital. ‘We want to retain
our commitment to those. Even though they are underpinned by
European Union law, leaving shouldn’t change that.’
The FRC will be looking for opportunities in the changed
world – think easier passporting of qualifications. It will also work
hard to retain its influence with bodies like the International
Accounting Standards Board (IASB) while working with what
Haddrill calls ‘our regulatory friends in Europe’, even if the FRC
won’t always be at the table. ‘London is the largest European
capital market and our role in regulating that gives us a lot of
weight. Brexit will make it harder, but we won’t give up.’
Back in the UK the FRC is keen to develop a code for private
companies that have a public interest impact, but Haddrill says
it cannot be the same as for listed entities. ‘What is the same is
that all companies have to take account of the full range of their
stakeholders.’ He points out that this is already a requirement
under the Companies Act. ‘That part of the act does not receive
much attention; it needs to be reinvigorated.’
Clearly, the next 25 years is about helping businesses build
trust in their governance, and reporting to a broader stakeholder
community. ‘We are focused on helping companies, whether
private or public, to recognise the broader public interest.’ ■
Peter Williams, journalist
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Sporting chance

In its appreciation of the performance-boosting power of management, sport leaves
much of the business world trailing far behind, according to Phil Shohet

P

eople whose closest acquaintance with any form
of physical exercise is the 10-metre dash from sofa
to fridge during TV commercial breaks often have
no qualms about offering their expert opinion on the
performance and decision-making of individuals, teams,
coaches and managers.
All these armchair athletes have one thing in common: an
unshakeable belief that their team would do much better if they
were in charge. But offer those same individuals the opportunity
to take over the management of their respective companies and
few would have the same confidence in their abilities. The worlds
of sport and work are very different. Or are they?
Businesses often look to the examples of successful sporting
teams to improve the performance of their workplace teams,
sending them on courses designed to identify those with
leadership abilities and encourage better all-round teamwork.
Experience has shown that people who work together as a team
function more efficiently than a group of individuals trying to
achieve the same objective on their own. It therefore seems
logical to suppose that sport has many lessons to teach the
commercial world when it comes to maximising the skills and
potential of their employees.
Examination of the advice offered by some of the world’s top
sporting managers reveals a number of common themes. One
of the most important is: players play, managers manage. To be
truly effective in a leadership and coaching role, it is impossible
to be part of the team as well. Just as important, technical
expertise and managerial ability do not necessarily go hand in
hand. New Zealand All Blacks rugby coach Graham Henry never
played at the top level, yet he managed arguably the most
successful rugby team in the world. There are examples of other
successful leaders in sport who were average players.

The manager’s care of and attitude towards the individuals
within the team are integral to their long-term success. ‘People
don’t care how much you know until they know how much you
care,’ is a mantra repeated by many top coaches. Their key to
motivation is to convey the clear message that they want the
individual to achieve, not just for the good of the team, but
because they have a genuine interest in seeing that person fulfil
his or her potential. The success of the team as a whole will
follow as a natural result.
Just one aspect of this attitude is the different approaches
to performance reviews. In sporting teams, this is a continuous
process and a major part of the management role. In business, it
is a formalised process that happens on an annual basis. But why
wait a year to tell someone they’re not doing a good job – or
promote them if they are?

Choices, choices…

Finding the right players for the team is, of course, key to
success, and many sporting managers are surprised at how
little time and effort the business world seems to expend in
recruitment and selection. There can be few human resource
managers or staff partners who cannot recall several occasions
where new recruits have failed to live up to the promise of their
CV. Indeed, surveys show that a considerable number of CVs bear
little relation to the achievements and abilities of the authors.
This is extremely rare in the world of sport: managers are
far more rigorous in their selection process and take nothing
for granted. Personality profiling is now common for new
players, with the resulting report used by the manager to better
understand the individual and how they need to be handled.
One of the big advantages sporting managers have is their
ability to drop underperforming or disruptive players. Legislation
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in the commercial world makes it far
more difficult – yet another reason for
businesses to take a great deal more time
and trouble with their staff selection.
Another vital element of success in
sporting management is the level of
responsibility that managers give to their
players. Many include more experienced
members of the team in discussions about
tactics and team selection. Firstly, this
allows the players to feel a part of the
chosen methods and goals of the team,
thereby strengthening their commitment.
Secondly, the more responsibility they
have, the better they will perform. They
will feel valued, their self-esteem will
improve, their belief in what they do
will increase and they will become more
accountable for their actions.
It is perhaps not surprising that the
rules for good management in sport are
broadly similar to those in business. The
ultimate objective is the same: working
together to achieve success. In business
terms this means growth and profitability;
in sporting terms it means accolades,
fame and, of course, increased earning
ability. Taking lessons from those who
coax extraordinary performances out of
extraordinary people will perhaps help
those whose task it is to coax extraordinary
performances out of ordinary people.
Ultimately, sport is about performance
and the three elements that go into it:
drive, determination and discipline. All
are found in every successful team; all are
found in every successful organisation.
They are essential motivators and can be
taught to the entire team or organisation,
helping to create a culture where people
can make a positive difference.
In its recognition of the power of
management, sport is leaps and bounds
ahead of much of the business world,
which still underrates the influence of
the immediate supervisor on employee
motivation and performance. This power
can be employed constructively or
destructively. As a former Manchester
United football manager said: ‘A good
manager can make a team 10% better, a
poor manager can make it 50% worse’. ■
Phil Shohet, senior consultant,
Foulger Underwood

‘It is amazing
what you can
accomplish if you
do not care who
gets the credit’
Harry Truman

‘One learns
people through
the heart, not
through the eyes
or the intellect’
Mark Twain

‘A good manager
can make a team
10% better, a poor
manager can
make it
50% worse’
Sir Alex Ferguson

Top 10 leadership tips
1. Treat everyone as equals in the way
you speak to them
2. Lead by example
3. Provide continuous encouragement
4. Do not dwell on mistakes or
apportion blame
5. Make everyone feel part of the
same team – no cliques

6. Involve everyone but keep your
distance
7. Trust your subordinates’ judgment
8. Ensure there is no hidden agenda;
inform everyone of the objectives
9. Get rid of persistently disruptive
individuals
10. Appear to be calm and in control.
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Giddy heights
Just because you’ve made CFO or partner, don’t assume that your career has hit the
ceiling. Your next step might even be a move away from finance, says Sally Percy

W

hat’s great about a career in finance is that you can
reach the top and still go on to do other exciting
things. The two most obvious career options open
to you if you are a CFO in industry are taking the CEO or
managing director job and/or becoming an independent nonexecutive director with a portfolio of board directorships. If
you are in practice with a decent-sized firm, you may be able
to secure a senior leadership role within the partnership, and
you could also pursue a non-executive career.
Undoubtedly you have some interesting opportunities for
progression once you have made it to what other people would
already regard as a very senior role within finance, but what do
you need to do to seize them?
If you’re a CFO hankering after the CEO’s job, you can take
heart from the fact this is a very well-trodden path. According to
Robert Half’s 2016 FTSE 100 CEO Tracker, over half (55%) of chief
executives of the UK’s largest companies come from a finance
background. And there are a number of very good reasons why
this should be the case.
Firstly, it’s crucial that the CEO has a good grip on the
numbers – something that is par for the course for the CFO.
Secondly, the CEO will also need to be a proven business
leader who has experience of leading large teams and holding
responsibilities outside their core area of expertise. The CFO
can tick this box if they have experience of managing functions
outside finance, such as HR and IT and procurement.
In addition, CFOs are likely to have been involved in
navigating major business challenges, such as change projects,

Becoming an NED

*
*

*

If you want to become a non-executive director (NED)
at some point, start putting the feelers out early. Don’t
wait until you’ve retired or you risk falling off the radars
of executive search firms.
Talk to existing NEDs about their roles and do lots
of research about what’s involved. Being an NED will
require you to develop a different mindset from the
one you have or had in your executive role. It’s not
your job to run the company – that’s the job of the
management team. Your job is to make sure that they
are doing it well.
Before you accept a directorship, do an appropriate
amount of due diligence on both the company and the
board that you will be joining.

the implementation of new systems, redundancy programmes
and the refinancing of make-or-break loans. Finally, where
companies are going through a particularly difficult time, the
CFO is often seen by the board as a safe pair of hands, as well as
by investors and lenders.
Nevertheless, if the CEO’s job falls vacant, the CFO cannot
assume that the role is rightfully theirs. Since most instances of
CFOs becoming CEOs occur as a result of internal promotion,
a CFO needs to be able to convince the board – or whoever is
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in charge of the appointment – that they are the right successor
to the departing CEO. If they have waited until the CEO has
resigned to do this, they have probably left it too late.
Any finance professional who has a serious ambition to lead a
company one day needs to have planned their career carefully by
making sure that they have acquired a broad base of experience
– both financial and operational. It is quite likely that they may
have had to move organisations to find it. Once they have made
it to CFO, they then need to form a constructive relationship
with the CEO – supporting them in public and acting as both a
sounding board and a sparring partner in private.
Ronan Dunne, executive vice president and group president
of Verizon Wireless, was previously CFO then CEO of Telefónica
UK. Dunne describes the CEO and the CFO as ‘co-conspirators’
and says their relationship should be open and honest. ‘There
shouldn’t be anything that the CFO doesn’t know about how the
CEO views the business,’ he explains.
‘Similarly, the CEO should understand
the CFO well enough to support them
at being really successful in their job.’

Leaders in practice

Words of wisdom
‘Listen to what’s important to people, have a clear vision
of what you think matters and why, be able to share that
story and build people’s confidence and excitement at
delivering it, and be good at delivering things through
other people and bringing them with you on the journey.’
Sacha Romanovitch, CEO, Grant Thornton UK
‘There shouldn’t be anything that the CFO doesn’t know
about how the CEO views the business. Similarly, the CEO
should understand the CFO well enough to support them
at being really successful in their job.’
Ronan Dunne, executive vice president and group
president, Verizon Wireless

Any finance
professional who
has an ambition
to lead a company
needs a broad
base of experience
– both operational
and financial

While there are many similarities
between leadership in industry and
practice, the most obvious difference
is the partnership structure that is
still commonly used by accountancy
firms. If you are the senior leader
of an organisation where all the
investors in the business are also the
leaders of the business, it is essential
that you lead by building consensus
and influencing the other partners
to support your strategic vision for
the firm. So you must start laying the
groundwork early if you want to build up the base of support that
you will need to fulfil your ambitions.
When asked what it takes to be a good leader of a professional
services firm, Sacha Romanovitch, CEO of Grant Thornton UK,
says: ‘You need to listen to what’s important to people, have a
really clear vision of what you think matters and why, be able to
share that story and build people’s confidence and excitement at
delivering it, and be really good at delivering things through other
people and bringing them with you on the journey.’
It is the job of an independent non-executive director (NED)
to help develop and challenge an organisation’s strategy,
scrutinise management performance, monitor the integrity of
financial information, appoint and dismiss the executive directors
and agree their remuneration. Julie Brown, chief operating and
financial officer of fashion house Burberry and audit committee
chair of healthcare company Roche, says this entails having ‘to
know when to ask the right questions and probe more deeply’.
Experienced finance professionals often secure their first
board positions by agreeing to sit on the audit committee – a
role that naturally complements their skillset. However, to be

‘You can disappear off the radar
unless you put an effort in to ensure
you keep selling yourself and that
people know your profile.’
Stephen Billingham, former FD,
British Energy, now chairman and
NED director of several companies

in a situation where they are even
considered, they must first let executive
search firms and other business contacts
know they are interested in taking on a
non-executive position. This emphasises
the importance of maintaining strong
relationships with headhunters, recruiters
and contacts over time – it can be as
simple as returning someone’s call.
‘You can easily disappear off the radar unless you put an effort
in to ensure you keep selling yourself and that people know your
profile,’ says Stephen Billingham, a former finance director of
British Energy and now a board chair and non-executive director
for several companies. ‘This is very important because you will
probably pick up jobs through contacts.’

Never too early
With a wealth of technical expertise and practical experience
under their belts, senior finance professionals have a great deal
to offer, both to their own organisations as business leaders and
to other organisations as NEDs. Even if you’re still scaling the
ladder, remember it’s never too early to start thinking about what
you might want to do next ■
Sally Percy, journalist and author of Reach The Top In Finance:
The Ambitious Accountant’s Guide To Career Success
(Bloomsbury Business). Bloomsbury Business is offering ACCA
members a 30% discount on this title. Visit bloomsbury.com and
quote ‘finance’ at the checkout
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The view from

Sally Wonnacott FCCA, owner, Sally Wonnacott Ltd, who
always knew she wanted to work for herself
office and have never looked back. I love
it. I dictate how my time is spent; during
tax return season in January I often work
seven days a week. Yet in the summer
I can finish early and enjoy some time
outdoors.

Snapshot: tax
digitalisation
The digitalisation of tax is a
major global trend, which will
have a significant impact on tax
professionals and their clients as
it continues to spread around the
world. Some jurisdictions are much
further advanced down this route
than others.
Digitalisation is viewed as
attractive for its potential to drive
down costs and heighten efficiency.
It is a less labour-intensive way
of helping governments gain
insight into their economies and, if
efficiently implemented, provides
an excellent return on investment in
the front-end costs.
Tax digitalisation also aims to
offer a better service for business
owners and citizens through the
pre-population of tax returns.
The role of the accountant
in areas of high digitalisation is
expected to move from preparer
of tax returns to reviewer and
checker. As digitalisation and
artificial intelligence displace the
detailed number-crunching that
the tax profession has previously
been known for, the importance
of excellent communication and
interpersonal skills in the role of
the tax professional will increase. A
strong IT knowledge and the ability
to analyse and evaluate issues, as
well as an eye for detail to interpret
the complexities of changing
legislation, are also essential.
Mark Fielden, tax partner,
Kingston Smith

I am content being a sole practitioner. I
focus on helping my 150 clients run their
businesses as smoothly as possible. From
business startups to buy-to-let landlords,
tradesmen, media companies and
farmers, I have a varied portfolio.

After my children were born, I was
doing freelance bookkeeping work.
I had reached a plateau in terms of
earnings and was losing jobs due to the
lack of a professional qualification.
I decided to study for my ACCA
Qualification via distance learning,
even listening to exam revision tapes
while commuting. I worked in industry
before qualifying in 2004 when I moved to
a larger accountancy practice. This gave
me valuable experience. I also took my
Chartered Tax Adviser exams.
As I live on the top of Dartmoor,
my two-hour daily commute was a
challenge, so I decided to set up my
own practice in 2009. I always knew I
wanted to work for myself. I built a home

New clients come from word-of-mouth
recommendations. This means they
come to me with an idea of the service
they will receive. At larger firms a partner
may be the initial point of contact before
the work is passed down to a manager,
who may in turn leave or move. I offer
continuity and a more personal service.
I am fortunate that I can now turn away
work. I also need to do what’s best for my
practice; I have had tricky conversations
with several clients who I have chosen no
longer to represent.
Here in Devon and Cornwall our
economy faces challenges common to
many rural locations. Our small town has
lost its Post Office and two banks. All local
businesses suffer as fewer people come
into the town.
Broadband is also an issue – I’m lucky
to get 1MB. Down the line this could
affect clients’ ability to embrace Making
Tax Digital.

Living on top of
Dartmoor, my
two-hour daily
commute was a
challenge, so I
decided to set up
my own practice

I chose the ACCA Qualification for its
flexibility. I am very proud of those letters
FCCA. The certificate is on my office wall
and gives credibility to my practice.
Working by myself it’s important I
keep on top of my CPD. I attend local
ACCA and Chartered Institute of Taxation
courses. Webinars also prove convenient.
I dip into ACCA’s In Practice newsletter
each month too. ■
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Got it covered?

Tax enquiry fee protection insurance promises big benefits for your firm and clients, but
with enquiries occurring on average every 20 years for individual taxpayers, is it worth it?
Many smaller practitioners look to
maximise their income in every possible
way, so they push tax enquiry fee
protection insurance to try and improve
client take-up rates. But clients are
increasingly resistant to paying for
something that they may not need.
‘More and more small business clients
are not interested,’ says Kevin Drew,
managing director at accountancy firm
Ascentant. ‘They are being squeezed by
dwindling revenues, increases in bottomline costs and the impending rates rises,
so they prefer to take the chance.’
Many balk at the price their accountant
proposes to charge. Insurers normally
charge practices a flat premium per

client type, either for a voluntary scheme
where clients are added individually,
or for blanket cover for all clients. The
practice can then charge their clients
whatever they like. While some just add
enough to cover their costs, most add an
arrangement or administration fee to the
premiums they pay the insurer. Others
base their uplift figures on factors such as
client size or value.
Darren Diamond, director at
accountancy firm Liberty Williams,
says: ‘The fee protection costs the
accountant about £14-£24 per small
company and about £10-£20 per
individual, yet many firms charge clients
£300 or more a year and use it every

chance they get. The client also has to pay
the excess, normally £100.’
Diamond adds: ‘I’ve had clients move
across from other accountants who have
said the insurance wasn’t worth having
and that they could have just paid for the
work as there was not much difference
[between the cost of the insurance and
the fee for dealing with the enquiry].’
Others mention bad experiences with
previous insurers. ‘One client had paid
for the cover for five years, then had a
tax avoidance scheme investigated. The
insurance company wouldn’t pay out even
though the client wanted to defend the
scheme, having obtained a legal opinion
on the matter,’ Diamond says.
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Insurance premiums are also likely to
rise again. Insurance premium tax (IPT)
will increase from 10% to 12% from 1 June
2017, the third hike in just 18 months. This
is likely to affect both regulated practices
that act as insurance intermediaries, and
non-regulated practices that offer fee
protection to their clients as a service,
rather than insurance, and that are insured
against clients making use of the service.
In the latter case, IPT is payable on the
amount of premium due to the insurers
for the cover that underpins the fee
protection scheme.
Clients can often get cheaper cover
elsewhere, on top of other benefits.
Members of the Federation of Small
Businesses (FSB), where full annual
membership starts at £142.50, get the
protection automatically. Some other
associations and business networks
either also include the cover in their
membership packages or, as in the case
of the National Farmers Union, offer
assistance with ongoing HMRC enquiries.
Besides, why pay extra for something
that, in all likelihood, should not happen?
‘If an accountant does everything right,
statistically a client should only get an
enquiry every 20 years or so,’ says Graham
Wilde, chartered tax adviser and director
at TaxNetUK. ‘When tax goes digital,’ he
adds, ‘HMRC might be even less inclined
to open formal investigations, as they will
have direct access to client information
and be able to monitor a business and
detect “errors” in real time.’
Wilde does not sell tax enquiry fee
cover to his clients. ‘I’ve had only one
enquiry in the last six years, which I was
expecting. It was January and the client
didn’t have the final figures ready so the
return was based on estimates,’ he says.
Salisbury-based firm John Curtis
Accountancy has opted for ‘whole
practice’ cover and invites its clients to

‘Taxpayers without
insurance often
try to conduct
an enquiry
themselves to save
on costs, which
can prove a
false economy’
participate in the service. The take-up
rate in recent years has been around
65%. ‘We’ve had five enquiries in the
last five years, two of which should never
have been opened, as HMRC were using
incorrect information,’ says director John
Curtis. ‘I consider this to be a very low
level of enquiries, but what’s happened in
the past isn’t necessarily an indication of
what may happen in the future.’

Ramping up
While the claim by insurers that ‘tax
enquiries are at record levels’ may be
exaggerated, there is some evidence that
the new powers HMRC has been given in
recent years are helping the agency close
the country’s annual £36bn tax gap (or
uncollected tax revenue). Its reinvigorated
compliance activities brought in £26.6bn
in 2014/15, up from £18.6bn in 2011/12.
The investigations are also becoming
longer. According to law firm RPC,
taxpayers under enquiry by HMRC’s
Charities, Savings and International and
Pensions units waited an average of
303 days for enquiries to close during
tax year 2015-16, compared to 243 days
the previous year. And the longer the
investigation, the higher a taxpayer’s
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professional fees are likely to be.
According to the FSB, dealing with a full
HMRC investigation can cost £5,000.
‘Taxpayers without insurance often
try to conduct an enquiry themselves to
save on professional costs, which can
prove a false economy,’ points out Charlie
Owen, associate partner at Russell New.
‘In such situations, HMRC quickly obtains
the upper hand and, while inspectors
are obliged to adhere to a strict code
of conduct in their behaviour during
enquiries, it’s not unheard of for them
to act beyond their powers. Professional
support can help keep a check on this.’
Charging less is an obvious way to
encourage higher client take-up rates. ‘All
that I’m looking to do is to cover the cost
of the annual premium,’ Curtis says.
Liberty Williams has every single client
covered. ‘The cost of the insurance to
me is £14 per company per year. All our
clients have it included in their standard
fees package,’ Diamond says. ‘I don’t
claim on the insurance unless we have a
full-blown enquiry; we can sort out many
HMRC letters with a simple reply and by
disclosing some basic information.’
Owen does not expect the vigour
with which HMRC pursues taxpayers
through enquiries to diminish any time
soon. ‘With the introduction of Making
Tax Digital, HMRC is hopeful errors and
omissions on tax returns will become
less likely. However, given the complexity
of tax law, many enquiries centre on
interpretation of the law and around
highly technical points rather than errors
or omissions on tax returns. It’s likely
that resources saved from investigation
of basic errors on tax returns will enable
HMRC to focus increasingly on more
complex areas where the tax at stake may
be higher.’ ■
Iwona Tokc-Wilde, journalist
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Practice | Stress testing

Testing times

Quintin Rayer explains how trustees can use investment
stress-testing to identify the weak points in a portfolio
Professional accountants are frequently
offered roles as trustees because of
their expertise in managing accounts
and their understanding of markets,
as well as their trustworthiness and
professionalism. But all this doesn’t
necessarily make them experts in stresstesting their portfolios against risk.
In fact, this is a complex task.
Conventional risk measures that you
might be familiar with in your day job may
not capture all portfolio risks, particularly
under difficult market conditions.
Stress testing is associated with
activities such as looking at the potential
portfolio downside risk, or methods that
help estimate the expected response
under difficult conditions. But there is no
guarantee that it will identify the actual
impacts of future events on a portfolio
– it is simply another tool in the risk
management armoury.
Stress tests are designed to determine
an investment portfolio’s potential
response to adverse developments so
that any weak points can be identified
early on and preventative action taken.
Stress tests typically focus on credit,
market and liquidity risks.
The outcomes of the tests are
quantified in monetary terms, but
don’t provide statistical estimates of
probabilities; they indicate potential
future outcomes under extreme
conditions. Scenarios that anticipate
positive outcomes are not stress tests.

Essentially, any
potential set of
market events
that might keep
you awake at
night could be the
basis for a stresstest scenario

But stress testing only identifies
potential problems – it does not resolve
them. It will reassure trustees if no issues
are detected, but it doesn’t offer solutions
when risks are identified. Nor does it
indicate if the selected stressed scenarios
are sufficient to cover all key areas of
portfolio weakness.

Historical vs artificial
There is a wide range of approaches to
stress testing. Terminology can be loose,
however, making classification harder.
Although historical events often provide
ideas, trustees are free to imagine any
damaging situation and attempt to
identify the impact on the portfolio.
A key distinction is between historical
scenarios (re-enactments of particular
market events, with defined start and end
dates) and artificial scenarios (invented to
capture a particular concern).
For example, in the runup to the Brexit
vote, a trustee might have looked at
the impact of sterling devaluation using
previous devaluations as a model; this
would be a historical scenario. However, if
a whole range of factors unique to Brexit
had been identified, then it would be an
artificial scenario.
Historical stress testing’s strength is
that assets actually behaved in the way
captured by the scenario, which adds
credibility. But if markets have changed
since the historical scenario’s date
(perhaps because of regulation changes),
this may no longer be possible. Also,
historical events can be messy – numerous
knock-on effects can make it hard to
isolate individual aspects.
As for artificial stress tests, it can be
difficult to create a realistic scenario. How
can you possibly determine all responses,
direct and indirect, to portfolio assets?
However, artificial tests can attempt
to include the impact of changes or
anticipated changes (perhaps due to
regulatory developments, new currencies
and so on) on markets as well as isolate
specific portfolio concerns.
Other types of stress test can explore if
a portfolio is diversified enough, examine

events that might affect liquidity, use
‘shocked’ risk factors, and try to identify
the worst outcome in a defined scenario.

The how-to
Stress testing tends to be an ad hoc,
practical activity rather than a purely
theoretical exercise. Essentially, any
potential set of market events that might
keep you awake at night could be the
basis for a stress-test scenario. You might
need guidance on how to turn initial
concerns into a useful stress test.
The selection of scenarios depends
on your assumptions, which should be
unlikely but plausible. Because stress
scenarios are a matter of judgment, it’s
important to involve other stakeholders
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(including portfolio investment managers).
The portfolio manager’s input will be
invaluable in helping to identify issues
of concern, including discussion around
how severe the stress scenarios need to
be. Portfolio managers should see stress
testing as a reassurance of the quality of
their investment decisions.
Stress testing should do the following:
identify risk – look at historical events
or anticipated concerns
define stress scenarios – involve
stakeholders, trustees, advisers and
portfolio managers and integrate
within investment decision-making
execute stress-test scenarios
– understand the impact on
portfolio values

*
*
*

*

analyse results – offer commentary in
periodic reporting.
Defining stress-test scenarios shouldn’t
be seen as a one-off activity. Existing
scenarios should be constantly reviewed,
re-evaluated and adjusted to maintain
their usefulness. You should draw up
a policy for periodic review to assist in
establishing good discipline and to learn
from experience.
Once the stress tests have been
completed, trustees can consider the
outcomes in the light of stated portfolio
objectives. When the stress test reveals
that the scenario has little impact, trustees
have reassurance that the event is perhaps
a lesser concern than feared. On the other
hand, if the stress test suggests that the
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portfolio may be adversely impacted by
the scenario to an unacceptable level,
discussions can follow as to how to
restructure and reposition the portfolio to
make it more resilient against the possible
events considered.
By including an ongoing programme
of stress testing, with the scenarios,
methods and outcomes documented,
it will be clear that trustees are actively
working to protect the portfolio assets
against more extreme market events.
Such a programme helps demonstrate
that trustees are working hard to meet
their fiduciary responsibilities. ■
Quintin Rayer, head of research,
P1 Investment Management
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Comment | Brian McEnery

A question of culture

Improved corporate behaviour must come from the top – and accountants must be at
the forefront of change, says ACCA president Brian McEnery
If you’ve opened a newspaper over
the past week, month, year or even
decade, the chances are you’ve
encountered a horror story about
corporate governance, or lack thereof.
There have been many column inches
dedicated to high-profile examples of
moral failure from leading companies
and executives around the world,
and fewer focused on how we as a
professional community can address
such issues.
ACCA research shows that ‘tone at
the top’ is the most influential driver
of corporate behaviour: if leaders and
boards don’t prioritise culture, how
can everyone else be expected to do the
same? So inherently, the right corporate
governance – the set of principles
that govern ‘appropriate behaviour’
– must be accompanied by the right
corporate culture – demonstration of
the principles in action by those at the
top. The onus is therefore on executives
to lead by example and establish a
corporate culture that enables employees
to act with integrity when faced with
ethical dilemmas.
ACCA has been working on a way to
put this into practice for several years,
and has come up with a master ‘culturegovernance tool’ (see the backpage of the
February 2017 edition of AB), which lays
out the tenets for success. Our aim is for
this to assist ACCA members across all
levels, sectors and organisations to assess

Diversity in an
organisation does
not start and end
at the board level
but should be
carried through
the workforce

and potentially address corporate culture
in the workplace.
Cultural change must indeed be led
from the top. Together, executives and
board should begin by acknowledging
any lapses in corporate culture, analysing
where the inconsistencies lie and giving
an open commitment to changing
behaviour, starting with their own. The
commitment must be followed through:
if it is disjointed, short-lived or lacking
in resource, it may have the opposite
effect on company culture and morale.
And it must be holistic; diversity in an
organisation does not start and end at the
board level but should be carried through
the workforce along with recruitment,
training, promotion and pay policies.
The culture-governance tool
is a fantastic resource in assisting

companies in identifying a shortcoming
in corporate culture, systematically
approaching a solution or multiple
solutions, and maintaining the good
culture once established. I encourage
you all to take a look, and consider
whether it could be applied to
the corporate culture in your own
organisation. Accountants can be at
the forefront of the corporate culture
revolution – so let’s lead the way! ■
Brian McEnery is a partner specialising in
corporate restructuring and healthcare
consulting at BDO Ireland
For more information:
See ACCA’s culture-governance
tool at bit.ly/ACCA-cc-gov
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Comment | Peter Williams

The biggest risk of all

The reputation of accountants as risk avoiders is laughably short of the truth, but it will be
no laughing matter for the business if we can’t change that perception, says Peter Williams

Peter Williams is an
accountant and journalist
The Brexit vote caused huge falls in
the value of sterling. For one CFO the
slump in the pound cost him his job.
Clearly no names here, but the business
– a private specialist engineering
company based in the north-west of
England – imports a significant amount
from China in dollars. While some
exports bring in dollar sales, the main
risk as sterling dives is that costs go up.
And they did, shredding the company’s
2016 profit forecast. As nervous
bankers talked of recalling overdrafts,
the managing director lost patience.
The company had some hedging in
place after a previous foreign exchange
(FX) mess-up the year before. The policy
of buying forward had left the company
holding way more dollars than it needed,
the forecast for purchases was woefully

overoptimistic, and the exchange rate
moved against them as they dumped
the excess. The CFO was too busy on
the day-job running everything else that
a resource-limited finance boss has to
do to notice the change in mood-music
around his FX risk and costs. He may not
have owned the purchasing forecast, but
pricing was his business.
He had even produced a draft FX
policy after the 2015 incident, but the
board were not in the mood for extra
fees to the bank and add-on specialist
software. Yes, he should have been more
insistent, and yes, he should have upped
his skills and knowledge in an area that he
wasn’t familiar with but that had landed
on his desk. Post-Brexit, he decided to
step aside. The company is now paying
more attention to its FX strategy.

In a complex, interconnected and
decidedly volatile world, lots of risk
management issues are going to end up
with the CFO. Some of them won’t even
look like risks and certainly won’t line up
nicely in order of importance. However,
some of them could destroy large
swathes of company value overnight.
While traditional risks such as FX
and commodity can still do great harm,
emerging risks such as reputational
and cyber are equally potent (see also
page 62). These new risks are difficult
to calibrate and manage. Talk off the
record to quoted CFOs and it is clear
they are well aware that a cyber attack is
a matter of when, not if. They worry that
the company, especially the board, has
neither the knowledge nor experience to
respond adequately. The hope is that a
limited attack would be a wake-up call.
In today’s high-risk business
environment CFOs have to get risk
experience on their CV. That will
happen most naturally when the finance
function works with the business – and
with others – to map and then mitigate
both the thinkable and the unthinkable
ways in which shareholder value could
be lost. That includes being Ubered or
Amazoned – that is, having a technologybased upstart completely trash your
hitherto successful business model.
CFOs alone can’t be expected to keep
track of all linked and portfolio risks. But
no one else is better placed to champion
the work partnering required with
others in the business, the supply chain,
advisers, customers and competitors
to help fill in the global risk map. Only
that way will the business appreciate
the broader risk landscape, and the new
strategic risks coming over the horizon.
Accountants have a reputation for
being risk-averse. It’s undeserved – they
take calculated risks every day. But
that reputation damages them and
the business. Finance professionals
need to rebrand as risk-savvy – aware
of the universe of risk and leading
on a thought-out, up-to-date plan of
response. ■
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Comment | Robert Bruce

Look beyond the horizon

Since the Brexit vote, short-termism has made a comeback, but businesses need to buck
this trend and show the value of their activities to the wider world, says Robert Bruce

In all those frenzied days of fizzing
claim and counterclaim, arguments,
shouting and frothing at the mouth of
last year’s referendum, I can’t recall
anyone saying that a vote for Leave
was a vote for the reinstatement of
short-termism as a business credo.
But I suppose in a world where we are
all expected to believe at least three
bizarre things before breakfast each
day, we shouldn’t be surprised.
It is not clear how far Paul Polman,
CEO of food and consumer products
group Unilever, and a leading exponent
of business sustainability, was surprised to
find the tanks of global food conglomerate
Kraft Heinz on his lawn in mid-February.
But it was part of a trend. It is all
very well for dealmakers to nod their
agreement at what they think of as the

political voices were raised.
The chase for a cheap Unilever deal
offered up by Brexit was too good for
Kraft Heinz to forgo. But the swift nature
of the rebuff and its retreat has brought
all the arguments about the nature and
value of short-term or long-term objectives
out into the open again. One of the
major shareholders in Kraft Heinz was the
investor Warren Buffett, who has always
portrayed himself and his investment
vehicle, Berkshire Hathaway, as investing
for the long term and not wishing to make
too many waves. But times are hard in the
world of big-brand food companies, where
traditionally he has placed his long-term
bets. Growth has slowed. And he finds
himself in a difficult place.
And so does Unilever’s Paul Polman.
The traditional way of keeping an
unwelcome approach at arm’s length
is to announce a frenzied plan to
provide short-term comfort for any
investors who might have rather fancied
taking the deal. But Polman is a highly
regarded exponent of the concept of
Robert Bruce is an
sustainability and stakeholder capitalism,
and a prominent member of the global
accountancy commentator
sustainability community. ‘If you want to
and journalist
solve all these issues like climate change,
food security, poverty alleviation or access
to clean drinking water
woolly idea of trying to
or education, you cannot
take decisions based
be victim to quarterly
Moving on
on the long-term. The
reporting,’ he said at
Listen to Robert
prospect of Brexit had, as
Stanford Graduate School
Bruce’s views on the
expected, brought about a
of Business last year. But
limitations of the
plunge in the value of the
companies do take the
Cadbury Code at
pound. Short-termism was
short-term approach. ‘They
accaglobal.com/ab/
back with a bounce. And if
would forgo doing the
podcasts
you are looking to bolster
right decisions long-term
a fading growth story then
if it affects their quarterly
the fact that the value of
profits versus market
potential UK targets had slumped by 17%
guidance. We have become very myopic.’
since the referendum was always going to
So the post-referendum disruption
make UK companies look a bit bargainto the economy and the business world
basement. It was, Kraft Heinz thought,
has reawakened the debate. Back in 2012
‘a once-in-a-lifetime opportunity’. And
John Kay produced his review of equity
politicians and the government seemed
markets and long-term decision making
happy with this. For example, the UK
for what was then the government’s
chipmaker, ARM Holdings, was scooped
Department of Business, Innovation and
up shortly after the referendum and no
Skills. The abandonment of quarterly
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reporting and its encouragement of shortterm micromanagement of business was
one of its broad recommendations. And
what has now become the Department of
Business, Energy and Industrial Strategy
(BEIS) is now in the midst of a review of
corporate governance. On top of this,
both Kay’s opinions and the fallout from
events such as the Kraft Heinz/Unilever
bid have focused views.
Kay himself, in his submission to the
review, makes the point that the Investor
Forum set up in the wake of his review
has refocused attention. It has generally
been successful at making sure that the
wider problems of short-termism are
properly understood. But, as Kay puts
it: ‘Where there has been little success
is in weaning either asset managers or
their clients off the futile obsession with
frequent performance measurement and
benchmarking, and towards an emphasis
on five-year absolute returns.’
What events such as the Unilever/Kraft
Heinz bust-up show us is that business
has become a much greater part of the
national debate. There have been a series
of arguments about the tax affairs of
global businesses, the pension funding
responsibilities of business tycoons, the
huge disparity between executive pay
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Public companies, public benefit
In his evidence to the BEIS on its
proposals for improving corporate
governance, John Kay concluded:
‘Many senior business people seem
to have an almost pathetic craving for
honours. These should be conferred
on them on the basis of clear evidence
of public benefit arising from their
activities, not simply for occupying
senior positions in large corporations.
‘Asset managers and those who

and average remuneration. Business is no
longer an arcane world that largely goes
unregarded and unchallenged. All of these
issues are now very public.
This in a small way is reflected in the
public’s apparent desire for Unilever to
remain unscathed by scavenging bully
Kraft Heinz. Kay sums up this change in
his evidence to the current review: ‘Public
concern for corporate governance is a
proper concern for the legitimacy and
propriety of the authority that is vested in
the senior executives of large businesses.’
He adds that the correct answer to the
question ‘what gives them the right to

instruct them should be repeatedly
reminded that emphasis on short-term
relative performance is damaging
to the economic prospects of the
corporate sector and in consequence
the interests of their beneficiaries.
And regulation of the financial
sector should aim to improve the
performance of business rather than
pursuing an abstract notion of the
efficiency of securities markets.’

do that?’ is, or should be, ‘they acquire
that right by virtue of their contribution
to society in delivering goods and
services that people want, in providing
financially and emotionally satisfying
employment, in earning profits that
reward entrepreneurship and innovation
and that underpin returns to long-term
savings, and by improving the social
and economic life of the communities
they operate in.’
And that pretty much sums up the
debate. Businesses now have to show
clearly what right they have to do what
they are doing in the wider world. ■
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Hole numbers

As the government tries to allay fears over funding levels for final salary pension
schemes, can it do more to help companies limit their liabilities, asks Jane Fuller
The funding hole in the UK’s defined
benefit (DB) (linked to final salary)
pension schemes has acquired crisis
status over the past couple of years.
Longer life expectancy combined with
a lower discount rate for liabilities
sent the total deficit in nearly 6,000
company-backed schemes to £459bn
last August.
Yet the news has been better this
year. The Pension Protection Fund’s PPF
7800 Index showed a reduced deficit of
£196.5bn at the end of January. Peace
has broken out in two high-profile cases:
both the British Steel and BHS pension
schemes look set to be separated from
their distressed corporate backers,
continuing instead as standalone funds
with modified obligations.
To cap it all, the UK government’s
Department for Work and Pensions (DWP)
declared in a green paper published in
February (Security and Sustainability in
Defined Benefit Pension Schemes): ‘The
available evidence does not appear to
support the view that these pensions are
generally “unaffordable” for employers.’
Its ‘don’t panic’ message suggests
that funding levels are set to improve
significantly by 2030 and that only one
in 20 schemes has serious affordability
issues. Not surprisingly, other estimates
– such as from the DB Taskforce set up
by the Pensions and Lifetime Savings
Association (PLSA) – are more pessimistic.
But even the more emollient view
contains little of substance to reassure
companies, which have been paying well
over £30bn a year into DB schemes.
The DWP cheerfully expects the high
level of contributions to continue. It
compares ‘deficit repair contributions’
(DRCs) (additional to regular payments
into schemes by employers) with pre-tax
profits. For a quarter of the companies,
DRCs were more than 50% of profits in
2015. How affordable is that?
The suspicion remains that money
that might otherwise have been used
for corporate investment has gone into
pension schemes, which, by the way,
have increasingly invested their funds in

Jane Fuller is a fellow of CFA
UK and serves on the Audit
and Assurance Council of the
Financial Reporting Council
government bonds rather than equities. To
the small extent that DB funds do invest
in UK equities, the DWP analysis is far
from encouraging. It trumpets that FTSE
100 companies paid five times as much in
dividends as they did in DB contributions
in 2015. The implication is simple: switch
some money from dividends to the
pension fund. This will reinforce the trend
towards risk-averse investment.
Is there any hope that government
action might help limit liabilities? After
all, even the lauded Dutch system allows
benefits to be cut if schemes are under
financial pressure. Judging by the fuss
over the idea that inflation protection
should be trimmed, by linking it to the
consumer price (rather than the retail
price) index, the answer is no. While more
schemes are likely to be sloughed off

into entities that pay less, this will only be
available to companies having a neardeath experience.
Unless, that is, it can be done by
consolidation. Reducing thousands of
schemes to a few hundred might deliver
not only economies of scale but also
rationalisation of benefits. What stick
might induce members of DB schemes
to ‘volunteer’ for this? A survey for the
PLSA showed that 71% did not realise
that promised pensions depended on
the solvency of their (often ex) employer.
Asked a different question, 62% said they
would prefer a lower level of retirement
income if it could be guaranteed.
The high-profile British Steel and BHS
stories are just amplified versions of the
trade-offs that will be faced by more of
the 11 million members of DB schemes. ■
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What CEOs are thinking

Nearly 1,400 CEOs responding to PwC’s global survey give their views on the impact of
globalisation and technological change on growth, talent, trust and society

Confidence in growth prospects falls

CEOs’ top business priorities

This year marks the 20th anniversary of PwC’s global
CEO survey. It has found that growth in global trade
is slowing, and that only 29% of CEOs now have
confidence that global economic growth will improve.

With the intersection between man and machine thought
to generate more value than either alone, CEOs see the
value of marrying tech with uniquely human capabilities.

44%

23%

Innovation

29%
37%
15%
2012

27%

18%
2013

2014

2015

2016

2017

For more information:
PwC’s 20 years inside the mind of the CEO: What’s next?
report is at bit.ly/CEO-20

Human capital

15%

Digital and
technology capabilities

15%

Competitive
advantage

10%

Customer
experience

10%

The globalisation effect

Trust in a digital age

CEOs were much more likely to agree
that globalisation does more for resource
mobility than for social obligations.

CEOs think technology has made it harder to retain public trust. Data
security breaches, IT outages and automation are all big worries. Yet trust is
is also an opportunity – the single biggest enabler of corporate success.
It’s harder for
business to gain
and keep trust

60%

44%

‘It makes it easier
to move capital,
people, goods, info’

‘It closes the
gap between
rich and poor’

35%

28%

‘It enhances fairness
and integrity of
global tax systems’

‘It averts climate
change and
resource scarcity’

It’s more
important to have
a strong corporate
purpose that is reflected
in our values, culture
and behaviour
How
we manage
people’s data will
differentiate
us

69%

93%
64%
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Insight | Political risk

Hold on to
your hats
With elections looming in Europe and
populist parties on the rise, companies are
advised to prepare for a bumpy ride

N

ot long ago political risk was something to be worried
about only when investing in developing nations.
That changed in 2016 after the Brexit vote in the
UK and the election of Donald Trump in the US showed that
upheavals could happen in rich nations too. After a year
of turbulence, it is now Europe’s turn to go to the polls. In
Germany, Angela Merkel is battling to win a fourth term as
chancellor. Elections in the Netherlands, France and possibly
Italy have the potential to rattle businesses still more by
handing power to populist parties that favour a withdrawal
from the European Union or the single currency.
‘Investors and businesses may
need to brace for a rocky ride in 2017,’
says Stephen Brown, a European
analyst at Capital Economics. ‘While
Europe’s elections could go smoothly,
they could also threaten the entire
European project, and that would have
huge implications for the economy.’
So how great is the danger and
is there anything that companies
can do to prepare for possible
turbulence ahead?
The main concern for businesses
is that financial markets are likely to
respond swiftly to a rising threat to the
euro or to the EU itself. ‘There are a
number of increasingly well-supported
political parties that want their nations
to follow Britain’s lead out of the EU,’
says Marc Chandler, chief currency strategist at Brown Brothers
Harriman in New York. ‘If it starts to look more likely that one
of these populist groups will gain power, the gut reaction of
investors will be to sell the bonds of more vulnerable nations –
such as Italy or Spain.’

‘It is unlikely
that any country
will leave the
eurozone in the
next two years
but that doesn’t
mean Europe is
off the hook’

The spectre of capital flight
This in turn would boost borrowing costs for governments and
companies, a potential drag on growth. At the same time,
if European citizens start to fear that their euros could be
exchanged for less valuable domestic replacements – such as

a reborn French franc or Italian lira –
many would withdraw their savings
from domestic banks and deposit
them abroad. This capital flight would
then put strain on the banks, making
them less able to lend money. ‘Europe
suffered from exactly these problems in
2010 to 2012 amid worries that heavily
indebted nations could be forced to
leave the currency zone,’ Chandler says. ‘The result was a serious
hit to growth.’
On that occasion the European Central Bank was able to calm
the crisis, with the ECB president Mario Draghi promising to do
‘whatever it takes’ to save the single currency.
‘The commitment to buy the bonds of vulnerable nations
and push borrowing costs back down helped stop a vicious
spiral,’ says Jacob Kirkegaard, a European expert at the Peterson
Institute for International Economics in Washington. But he
believes it might be harder for the ECB to ride to the rescue
again if populists win elections in 2017. ‘If the crisis is caused by
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voters casting anti-euro votes, it is trickier to justify intervention
to solve the problem,’ he argues.
Populist parties could damage the European economy even
if they aren’t able to form governments. ‘Although it is still highly
likely that no country will leave the eurozone over the coming
two years, that doesn’t mean Europe is off the hook,’ says Capital
Economics’ Brown. ‘There are several ways in which these parties
could stunt growth without taking over the reins of state.’
First, heightened risks of an exit could be enough to push up
borrowing costs in nations such as Italy. Rises in the Sentix euro
breakup index – which surveys more than 1,000 investors on the
likelihood that a member of the currency club will leave – have
been linked to rising bond yields in Europe’s periphery. Second,
merely gaining seats in national parliaments would give populist
parties more ability to slow the pace of economic reform.
‘The Netherlands, France and Italy are all badly in need of
reforms to reduce restrictions on their labour markets, which
hold back growth,’ Brown says. ‘That becomes harder if anti-euro
populists have more heft.’
Finally, the rise of nationalism could reduce the ability of the

eurozone to cope with future crises. ‘It was not easy to convince
national parliaments to back the debt bailout that helped keep
Greece in the eurozone,’ Brown says. ‘It will become more
difficult for Europe to help struggling nations if populists have
greater strength in parliaments.’
To make matters worse, opinion polls are less reliable than
in the past, giving businesses and investors less chance of
accurately forecasting political outcomes. ‘If you trust the polls,
you might think that there was not so much to worry about in
Europe,’ says Kirkegaard. ‘For example, it would seem highly
unlikely that the French presidency will be claimed by National
Front leader Marine Le Pen. The trouble is that investors and
business have lost confidence in the polls.’
The polling industry has suffered a series of high-profile
recent humiliations. Ahead of the US presidential election,
the Democratic party candidate Hillary Clinton enjoyed a
commanding lead in the polls, with Trump only occasionally
pulling ahead. Largely on this basis, days before the vote,
betting markets assigned him only a 20% chance of victory. Polls
have also proved wide of the mark in the Brexit vote, the

»
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Europe’s electoral flashpoints
Netherlands: general election
The eurosceptic Party for Freedom (PVV), which
campaigned for a referendum on leaving the EU, was in
a strong position in the polls as Accounting and Business
went to press. But while the anti-immigration party
looked capable of emerging as the largest single group in
parliament, in the runup to the election other major parties
said they would refuse to join a coalition that included it.
Even if the PVV were to form a government, it would be
hard to win a referendum to retreat from the EU. Around
77% of Dutch people say they support membership of the
single currency, according to Eurobarometer.
France: presidential election, April/May
The National Front’s Marine Le Pen has promised
to reinstate the French franc and withdraw from the
Schengen agreement guaranteeing free movement of
people. If she carries through on either promise, many
economists believe it is doubtful that the EU could survive.
Polls showed that Le Pen may get most votes in the first
round of the presidential elections in April, with En Marche’s
Emmanuel Macron running second and the Republican
party’s beleaguered François Fillon hanging on by the skin
of his teeth. However, the polls also suggest Le Pen cannot
win the majority needed to take the presidency in the first
round and that she would lose a second round against
Macron. Even if Le Pen should win, she would probably
lose a referendum on the EU or the euro – around 69% of
French voters support the single currency.
Italy: possible general election, first half of 2017
After Italians rejected constitutional reform in a
referendum last year, calls have been mounting
for an early general election. This could take
place in the first half of 2017. Polls, as of early
February, suggest it could leave the Five Star
Movement (M5S), which has campaigned for
a referendum on the euro, as the largest
party, with public support of around 30%.
Support for the eurosceptic Northern
League, which also backs a public vote
on Europe, has been holding up. What’s
more, anti-Europeans stand a better shot
of winning an anti-European referendum in
Italy. Public support for the euro stands at
just above 50%.

► Message from Europe

A voter carries a rucksack expressing
opposition to the hard-right populist party
Alternative for Germany (AfD)

2015 UK general election and the 2016 Spanish general election.
‘The reliability of these opinion measures has been severely
compromised by the advent of the cellphone,’ Kirkegaard
explains. ‘People are less likely to pick up their cellphone to an
unknown number than with landlines, and so the response rate
has been falling.’ A 2012 report from Pew Research, one of the
most respected pollsters in the US, showed a 9% response rate,
compared to nearly 40% in the late 1990s. In addition there are
signs that the rise of ‘fake news’ is affecting political events in
less predictable ways.

Adjusting to new norms
That raises the question of how businesses or investors can
brace for a potentially turbulent year. One lesson that stands
out from 2016 is to hedge risk. ‘For example,’ says Chandler at
Brown Brothers Harriman, ‘a UK company reliant on imported
parts would have been disadvantaged by the fall in the pound.
Stepping up currency hedging in advance of the event could
have delayed the pain and given them longer to adjust to a
weaker sterling.’ Equally, some eurozone importers may now
consider more active hedging against higher costs from a
possible fall in the euro in 2017. Companies vulnerable to rising
borrowing costs, especially in Europe’s periphery, could consider
locking in interest rates on their debt for longer.
Of course, it is far from certain that 2017 will be a tough year
for Europe. One point of reassurance, Brown argues, is that
markets and economies may be more resilient than expected.
Public support for the euro is still high, with 69% of French
citizens and 77% in the Netherlands backing the single currency.
‘Even if populists win elections, they would face a battle to
win a referendum on the euro,’ Brown says. ‘It is possible that
investors will take this into account and react calmly.’
After all, financial markets recovered swiftly from the
jitters that followed the Brexit vote and the election of
Trump – in the latter case within hours. While uncertainty
over elections in Europe will unnerve investors, it is
also possible that markets and growth could emerge
stronger. In 2016 voters in Spain opted for mainstream
political parties over the anti-establishment Podemos;
a similar outcome in the rest of Europe would
probably be helpful for the economy and
markets. In the forthcoming German federal
elections, the Social Democratic party’s
Martin Schulz – Merkel’s main rival – supports
higher government spending and is likely
to put more emphasis on fiscal austerity
in peripheral European countries such as
Portugal and Greece. This could be positive
for growth.
Overall, the message for companies is to
hope for the best in the elections of 2017 and
prepare for the worst. ■
Christopher Fitzgerald and Fernando Florez,
journalists
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Chain reaction

For all the buzz around blockchain and its transformative potential for the profession,
accountants should bear in mind that it’s an evolution, not a revolution

‘L

ike a rush-hour gridlock trapping a Formula 1 race
car,’ is how Harvard professors Marco Iansiti and
Karim Lakhani described the records of transactions
that underpin the world’s economic and legal systems and
are threatening to clog up global financial networks.
Real-time, global transactions taking place 24 hours a
day, seven days a week and computer-generated trading
activities that are measured in milliseconds are just a
couple of examples of how today’s financial system is very
different from just a few years ago. The challenge is to have
a system of administration that is trusted, transparent and
able to cope. With central clearing houses, accountants and
audit firms stretched to the limit in trying to keep up with
increasing and changing demand, the arrival of a radical new
approach to the underlying support structure couldn’t come
soon enough.
Enter blockchain, a system based on distributed ledgers
and computational logic (see box) that could provide the
means to overcome the congestion, and on which the
professors were focused.

Billions have been poured into the development of
blockchain by financial institutions, venture capitalists and
governments alike in a frenzied and sustained period of
investment. Make no mistake, blockchain is in for the long
haul, and finance professionals, like everyone else linked to the
financial system, must adapt.

Transforming the infrastructure
One of those financial institutions making a bet on blockchain
fundamentally rewriting the rules of global commerce is Deloitte.
The Big Four firm has invested heavily in the technology, and in
January opened a new blockchain lab in Dublin, Ireland, which by
the end of the year will be home to 50 developers and designers
who will work on the technology full time.
‘We are still at the early stages of the adoption of blockchain
technology,’ says David Dalton, a financial services partner at the
firm. ‘But it is becoming increasingly clear that it is transforming the
infrastructure that underpins financial services and other industries.’
For the accounting profession, the impact could be
particularly fundamental, with blockchain finally superseding
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a system of financial governance and control that’s been around
for the best part of 2,000 years: double-entry bookkeeping.
In a recent white paper, again published by Deloitte, the
firm lays out scenarios for the impact blockchain might have.
‘Companies would benefit in many ways: standardisation
would allow auditors to verify a large portion of the most
important data behind the financial statements automatically,’
it claimed. ‘The cost and time necessary to conduct an audit
would decline considerably.’
The paper goes on to explain how the impact of
blockchain on the accounting process, while fundamental, will
be evolutionary rather than revolutionary. It can be gradually
introduced within the chain of activities, bringing increased
value and security along the way. But, claims Deloitte, ‘at the
end of the road, fully automated audits may be reality’.
While the buzz surrounding blockchain is inescapable,
and it’s clear that the technology is
here to stay, we shouldn’t overestimate
the speed with which it becomes
embedded into our everyday businessto-business and accounting activities.
As the Deloitte paper points out,
blockchain is bringing gradual, rather
than sudden, change to our world.
Or, in other words, the technology will
bring foundational change, where an
entire system and way of working must
be rebuilt over time.
This gradual pace of change is a
good thing, and will allow industries
and professions to adapt over time
rather than being forced to react to the
immediate implications of a sudden
and disruptive technology change.
Narayanan Vaidyanathan, who
develops ACCA’s research on the future of accountancy, and
is the author of its report on blockchain due out this month,
explains that the technology has potentially far-reaching
implications for accounting and business, but needs a few
years to mature. ‘The headline message of the report is that
you need a measured approach to it,’ he says. ‘It’s not going
to solve everything, and it’s important to understand where it
is relevant and where it is not.’
This second point of Vaidyanathan’s is particularly
important, given the membership of ACCA and the
fundamental role of the profession. There have been
countless headlines about artificial intelligence and machine
learning leading to rampant job erosion, with accountants
often being squarely in the firing line. Similarly, blockchain
has been cited as providing the essential component of trust
that has traditionally been provided by accountants and is
required to facilitate a successful financial system.
Vaidyanathan explains: ‘We need to draw a distinction
between revolutionising the transactional reporting cycle to

better manage volume and scale (which is an area that can
benefit from blockchain) and focusing on other activities
pertinent to the role of professional accountants. There
are aspects to understanding and driving a company’s
performance that are not directly definable from the ledger.
‘Sensible valuation estimates might require an
understanding of information outside a blockchain such as
future outlook. Effective finance business partnering relies on
human judgment and communication to balance priorities such
as supporting a business unit’s divisional growth ambitions,
alongside applying a risk, governance or ethical lens.’
He is essentially referring to going beyond the literal
definition of a task. For example, conceptually, the
blockchain allows for all entries to be visible to the auditor
in a transparent way. So it then becomes a question of
understanding the extent and manner in which the auditor
questions what is in front of them as
part of professional scepticism.
Sticking with this audit scenario, it
isn’t outside the realms of possibility
for a company to want to understate
its liabilities and not present what the
auditor might consider a ‘true and
fair’ view. It’s the auditor’s job to look
out for these things (and related party
accounts or other indicators) to suggest
that certain areas need to be explored
in more detail. In a blockchain world,
all this would depend very directly on
the absolute confidence that there is
no way the company could exclude a
transaction on its distributed ledger.
Vaidyanathan says: ‘If you are relying
on a bit of kit to tell you everything,
that clearly has some implications. In
general, technology works best when combined with human
judgment. It is possible that, in future, accountants may
increasingly need to adapt from auditing the transactions to
providing some form of audit or assurance with respect to the
systems that spit out the transactions.’

‘It’s not going to
solve everything,
and it’s important
to understand
where it’s
relevant and
where it is not’

Innovation spreads
Deloitte isn’t the only Big Four firm to focus on blockchain;
days after its Dublin announcement, KPMG and Microsoft
revealed that they were partnering on something called
Blockchain Nodes, a series of innovation workshops focused
on the development of the technology.
‘The Blockchain Nodes will play a critical role in
identifying new applications and use cases that blockchain
can address,’ says Eamonn Maguire, head of digital ledger
services at KPMG. ‘They will enable us to work directly with
clients to discover and test ideas based on market insights,
creating and implementing prototype solutions that use this
innovative technology.’
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Ratings and research firm Moody’s is another organsisation
taking a keen interest in the potential impact that blockchain
might have on the global financial system, and last year
published a report highlighting what it believes to be the
25 top use cases, categorised into four different types of
stakeholder: financial institutions, corporates, governments
and cross-industry groups. Applications range from regulatory
compliance and audit, financial management and accounting,
and trade finance through to supply chain management,
identity management and the Internet of Things.
But while the report clearly recognises the potential impact
of blockchain, it also brings a degree of realism. ‘There is
significant enthusiasm for the potential of the technology, but
there is still a limited track record of large-scale blockchain
implementation in a regulated environment, and many hurdles
lie ahead before we see widespread applications,’ says Robard
Williams, senior vice president at Moody’s.

Projects worth knowing about
Hyperledger An open-source collaboration project,
including stakeholders from finance, the Internet of
Things, banking, supply chain, manufacturing and
technology. Members include Accenture, Daimler, IBM,
Airbus, American Express and Intel, among many others:
hyperledger.org.
Ethereum An open-source blockchain platform that
boasts smart contract functionality. First established by
Vitalik Buterin, a programmer involved in the explosion of
Bitcoin, in 2013: ethereum.org.
UCL Centre for Blockchain Technologies A collaborative,
industry-oriented research centre based at University
College London: blockchain.cs.ucl.ac.uk.

A framework for adoption
Perhaps the best way of looking at the technology’s pace of
development and potential is to return to Harvard Business
School (HBS) professors of business administration, Iansiti and
Lakhani. They have developed a framework for blockchain
adoption that, while they conclude that the technology is
‘decades’ from reaching its full potential, allows them to
predict which kinds of applications will gain traction first.
By analysing how foundational technologies take hold,
Iansiti and Lakhani surmise that it happens in four broad
phases, each of which is defined by the novelty of the
application and complexity of the coordination efforts
needed to make them workable. Those low in novelty and
complexity are first to take hold, while those high in both
can take a great deal of time to become embedded into our
lives. They have named the resulting quadrants single use
(low novelty, low complexity); localisation (high novelty, low
complexity); substitution (low novelty, high complexity) and
transformation (high novelty, high complexity).
Bitcoin payments fall at the bottom end of the
scale within the ‘single-use’ quadrant because they are
typically one-to-one in nature and used as a simple
alternative payment method. Within the ‘localisation’
quadrant, the professors point to private online ledgers to
process financial transactions; in ‘substitution’, to retailer
gift cards based on bitcoin; and in ‘transformation’, to selfexecuting smart contracts.
On this last point, the implications for traditional
professions may be felt the most. ‘Smart contracts may
be the most transformative blockchain application at the
moment,’ Iansiti and Lakhani wrote in a recent issue of the
Harvard Business Review. ‘These automate payments and the
transfer of currency or other assets as negotiated conditions
are met. The implications are fascinating. Firms are built on
contracts. If contracts are automated, then what will happen
to traditional firm structures, processes and intermediaries

Distributed ledgers demystified
A distributed ledger is a database of assets or transactions
that can be shared across multiple nodes in a network
so that each participant has their own copy, with any
changes reflected in every copy almost simultaneously.
Each transaction is recorded as a ‘block’ of data, and
each new block has an encrypted copy of the previous
block included within it. Blocks are then linked using
cryptographic signatures to create a ‘chain’ of activity
or transactions that are time-stamped, distributed and
tamper-proof. In short, it creates an incorruptible ledger
of information.

like lawyers and accountants? Before we get too excited
here, let’s remember that we are decades away from the
widespread adoption of smart contracts.’
However, this doesn’t mean that accountants – in
practice and in business – shouldn’t be putting a great
deal of thought into the subject right now. The HBS
framework can help in guiding that thought and lead to
the beginnings of a strategic plan being put in place.
Nor, according to Vaidyanathan, should accountants be
fearful or suspicious of the technology: ‘If this plays out in
the right way, it will be a huge advantage because it takes
away from the professional accountant the relatively lowvalue tasks, and allows the focus to stay firmly on activities
with a direct link to business value. What technology does
better than a human, technology should be allowed to do;
humans should focus on what humans can do better.’ ■
David Rae, journalist
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The shared option

Offering broader experience than a traditional finance career path, shared services is
becoming a smart choice for aspiring CFOs, especially as technology evolves

S

hared services has come a long way since it first emerged
as a finance model in the 1980s. The original idea was
to bring together the financial grunt work – common
transactional processes such as payroll, accounts payable
and purchasing – under one roof, resulting in less duplication
and lower costs. Over the past 30 years the shared services
model has steadily evolved, encompassing more complicated
and valued processes, disciplines beyond finance and, in
multinational organisations, an even wider geographical
scope. At its extreme, it has created the global business
services (GBS) organisation, covering tasks as diverse as
IT, human resources, procurement and sales.
The evolution of shared services has gone so far that
it is fast becoming an accepted career path for finance
professionals, muddying the traditional career trajectory for
those aiming for an eventual CFO role. Yet shared services
still struggles with an image problem, often seen as a deadend career that may fail to develop the skills and experience
necessary for a top-flight finance role.
Is that really the case? A new report from ACCA’s Talent
Equation series, Finance shared services careers: opportunity or
end game?, looks in detail at how shared services continues to
disrupt finance career paths, drawing on the insights of 250 shared
services leaders around the world. The results challenge some
commonly held beliefs about careers in this area, as well as putting
forward suggestions for improvements to finance career pathways.
The study shows that shared services roles have become an
attractive career choice for finance professionals. Increasingly, they
are choosing a role in shared
services, rather than ticking it off
the list of necessary experiences.
As one respondent said, shared
services is no longer ‘some place
you get pushed kicking and
screaming when you would rather
be a “true” finance person’.
Of those taking part in the
study, 36% said that they had
taken their current shared
services or GBS role in order
to gain skills that went beyond
finance, and 44% said their
decision had been motivated by
a desire to work more broadly
across the business; 45% were
intending to develop a long-

‘It’s no longer
some place
you get pushed
kicking and
screaming when
you would
rather be a “true”
finance person’
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term career in business operations, whether that was shared
services, centres of excellence, or GBS.
‘Our findings confirm that finance leaders electing to pursue
shared services careers are challenged and engaged by the
variety these roles offer, and are not necessarily looking for a
path out,’ the report’s authors say.
A significant draw for those working in shared services is that
finance mastery alone is not enough to be successful in their
role. Finance skills are important, of course, but broader business
skills – in particular, soft skills such as communication, change
management and customer interaction – are if anything equally
essential. Considering that soft skills are becoming a must-have
for finance professionals in business generally, a career path that
actively encourages their development has obvious attractions.
Added to that, shared services is relatively unique within
an organisation in that it routinely presents opportunities to
link processes across departments, geographical regions and
functions. Finance professionals working in this area have a wider
view of the organisation than they would in a traditional finance
function. To quote from the report again: ‘Thinking that finance
shared services is not much more than the processing factory
of any organisation is a fallacy… shared services roles provide a
unique opportunity to build broad management skills as finance
organisation structures become flatter.’
It is hardly surprising, then, that those working in shared
services are happy about their choice; 60% of those taking part
in the survey said they were satisfied or very satisfied with their
current role, and only 8% were unhappy.

A place at the top table
But not everything in the garden is rosy. The report points out
that, in most organisations, shared services does not form part
of a formal finance career path. Unless such pathways track in
and out of shared services to the retained team and back, there
is a risk that shared services will be seen as the less varied, and
perhaps therefore less exciting, option for finance training. Only
20% of those taking part in the study felt that shared services
had direct representation at the top table in their organisation,
and a quarter believed that they had little or no corporate
influence. As one respondent said: ‘We need to change the
reputation. It is starting to improve. Culturally it is not seen by
our finance community as a place they’d desire to work as part
of their career plan.’
The report argues that finance shared services has begun
to perform high-value, complex work only in the past decade.
‘It takes time to earn a seat at the table,’ it says, and delivering
standardisation, compliance and cost reduction alone will not do
it. Its leaders need to explain, loudly, the value they create.
The game-changer could be technology. Automation
and artificial intelligence sit well within the shared services
model, and the report argues that the continued march of
technology could ‘reposition shared services from back office to
hotbed of innovation, underscoring the real, tangible business
value that shared services delivers to the enterprise’.
Almost 78% of those taking part in the study agreed or

Shared services careers
The ACCA report Finance shared services
careers: opportunity or end game? makes several
recommendations for employers that could improve the
value and contribution of their finance professionals:
Formalise the career path By formally including
shared services on the finance career path,
organisations make the talent pool much bigger,
broader and richer. Shared services experience gives
finance professionals opportunities to work globally,
manage large teams, enact change, interact directly
with the business, and acquire not only finance but vital
commercial skills. Smart finance organisations map
these skillsets, and devise pathways that add value for
the finance professional and the enterprise as a whole.
Demonstrate visible sponsorship When top
executives ‘have the back’ of shared services leaders,
the art of the possible when it comes to enterprise
value creation increases exponentially.
Look to increase scope and scale Finance
professionals’ career opportunities (and capabilities)
are expanded when their organisation adds
processes, functions and geographies to shared
services operations.
Value broader skills Think of finance shared services
as a business within a business. To be successful, it
must demonstrate customer service skills, and the
ability to manage change, to manage cost across
the enterprise on a commercial basis, and deliver
processes end-to-end to create efficiencies. When
attainment of these capabilities is put on par with core
finance skills, the finance function can demonstrate
much more value to the enterprise.
Use shared services as your innovation lab Shared
services units have a unique opportunity to trial new
technologies. As an added benefit, shared services
becomes an attractive career proposition to millennials.

*

*
*
*

*

strongly agreed that technology will allow shared services
professionals to focus on much higher value-added activity,
ultimately putting to rest the ‘finance factory’ image. ■
Liz Fisher, journalist
For more information:
Find out more about what the next generation of finance
and accounting professionals need to succeed at
accaglobal.com/thefuture
Read ACCA’s report Finance shared services careers:
opportunity or end game? at bit.ly/ACCA-fssc
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Career boost

Be proactive, but not pushy, and you can make a real difference to your organisation,
says our talent doctor Rob Yeung; plus the perfect international assignment

Talent doctor: proactivity

Dr Rob Yeung is an
organisational psychologist
and coach at consultancy
Talentspace
When I’m coaching people one-onone, I usually spend the final 10 to
15 minutes encouraging coachees
to write down actions that they
will take. No matter what issues or
opportunities they face, I often say
that doing something is frequently
better than doing nothing.
Research backs up the need to
take action. Nearly 20 years ago,
researchers led by Scott Seibert at
the University of Notre Dame created
a psychometric test measuring
proactivity, or the extent to which
individuals take the initiative to
influence their work environments.
The questionnaire asks people to
rate the extent to which they agree or
disagree with statements such as:

‘I am constantly on the lookout for new
* ways
to improve my life.’
‘I love being a champion for my ideas,
* even against others’ opposition.’
‘If I see something I don’t like, I fix it.’
*Seibert
and his colleagues administered
the questionnaire to hundreds of people
employed across a range of occupations
and within different companies. When
the researchers also collected data on
the survey participants’ salaries and their
career progress, they unsurprisingly found
that more proactive individuals tended
not only to earn more, but also to have
attained more promotions than less
proactive people.
The relationship between proactivity
and work performance has since been
corroborated many times – and the need

to be proactive is more important now
than ever. Technological disruption,
political and regulatory issues, and
customer demands continue to force
organisations to adapt and find new
ways of doing business. In such times,
there are many opportunities for
proactive individuals. Employers are
keen to hire individuals who are willing
to do more than what is stated in their
formal job descriptions; they want
people who have not only ideas, but
also the skills to implement them.
Show an employer that you have
a track record of fixing problems and
translating ideas into reality and you
will find yourself on the fast track to
advancement. Set time aside in your
schedule every week to think of some
action you could take that contributes
to the longer-term success of your
team or wider organisation. If you
don’t make it a priority and find the
time to do such thinking, you will
probably never get around to it.
However, be careful to combine
your proactivity with sensitivity and
political skill too. Be too forceful with
your ideas and you could be perceived
by your colleagues as interfering or
annoying. Bring your colleagues with
you and explain the benefits to them.
Get them feeling that they have a
stake in what you are proposing. Learn
to be proactive and perceptive – not
proactive and pushy. ■

Step forward
Watch Dr Rob Yeung’s
video on taking the initiative at
bit.ly/Y-proact

For more information:
talentspace.co.uk
@robyeung
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Excitement down under
Having the chance to do more
challenging or exciting work is
the main reason accountants
and other professionals in
Australia and New Zealand
look for another job.
Nearly two-thirds (61%) of
respondents to a survey by
recruiter Hays cited this as
their motivation for switching
roles, followed by a lack of
career development in their
current workplace (60%), the
potential of a salary hike (58%)
and the possibility of a better
work-life balance (54%).
Other factors that
encourage employees to start
dusting off their CVs include a
lack of recognition or reward
for completed work (43%), a
feeling that their current job is
too routine and is leading to
a stagnation of their existing
skills (41%), management’s
failure to communicate
business objectives to staff
(30%) and not being involved
in decision-making (24%).
Commenting on the
findings, Nick Deligiannis,
managing director of Hays
Australia & New Zealand,
says: ‘People managers take
the time to make sure they
recruit the right person, but
often spend very little time
on their retention. Why don’t
more employers link the career
development of their staff and
the provision of new, exciting
and challenging tasks with their
organisation’s overall goals?’

Hindering success
CFOs who are leading major
projects such as transformation
programmes could find their
status is getting in the way of
achieving the best results.
According to research
by Balazs Szatmari, a PhD
student at Erasmus University’s
Rotterdam School of
Management, projects led by
high-status managers are more
likely to fail than those led by
middle-ranking managers.
Szatmari found that
leaders’ plans can be
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The perfect: international assignment
Overseas assignments can bring rich rewards for individuals and their employers, but making
the most of them takes foresight. The typical cost of moving someone from their home post
to one overseas is said to be three to five times their annual salary, so before you take up a
tempting offer, ensure you get a clear idea about the gains.
There’s a lot to be said for acquiring an international network of contacts, a global
perspective on your industry and skills in managing a diverse team, providing you have an idea
about how you will leverage those advantages both on your assignment and on your return.
Factor these gains into your forward plans for your career and think about the end-game.
Some experts argue that you shouldn’t spend too much effort on integrating on arrival. It
may be counter-intuitive, but your calling card is your fresh perspective and the opportunity
that gives you to bring creativity to your new working environment. Once you’ve touched
down, stay curious, questioning and committed to working collaboratively.
Also remember to maintain links with your office back home and take up any opportunities
to convey your experience. Companies routinely waste lots of money by neglecting to seek
feedback. Taking the initiative on this will enhance your value to your employer.
Above all, take the long view. The value you create goes beyond your own learning and
development, and will include new relationships, perspectives and visions for the company.

compromised by other people
being insufficiently critical of
their projects and turning a
blind eye to their flaws.
In contrast, project leaders
with a middle-ranking status
typically produce the best
results because they do not
get unconditional support
and so receive vital feedback
that they can use for their
improved performance.
While status is beneficial
because it helps leaders to
get the necessary support for
their project and speeds up the
implementation process, the
downside is it can allow senior
managers to get away with
bad ideas, bad execution and
framing their failures as success.
Szatmari notes: ‘This is
something organisations
should be aware of when
they assign the managers of

projects or even when they
evaluate projects in the past.’

Top salary gains
Financial planning and analysis
managers can expect to
command the largest salary
increases in 2017, according
to research by UK recruiter
Robert Half.
Their job tops the list of
10 roles that are set to secure
the chunkiest salary gains this
year, with pay rises expected
to be in the region of 5.8%.
Next come senior operational
risk managers, who are in line
for an increase of 5.2%, and
project managers in finance
and accounting, who could
take home an extra 4.9%.
Robert Half says that
financial planning and analysis
managers in large companies
should be able to earn between

£64,000 and £82,000 in 2017.
Their skills are in demand
because organisations want
them to review their financial
modelling and offer insight
on how to create efficiencies,
improve productivity and drive
profit performance.
It should also be a good
year for financial controllers,
who rank fifth on the list, with
expected salaries of between
£59,500 and £72,750 and a
predicted pay increase of
4.3%. ‘With new regulation
and reporting standards,
such as FRS101/102 and
changes to limited company
taxable benefits, there will
be a premium for qualified
accountants who can
help organisations remain
compliant,’ says Robert Half. ■
Sally Percy, journalist
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Softly, softly

All change management projects comprise ‘hard’ and ‘soft’ components, and it is a
failure to understand the latter that can really scupper the plan, says Alison Young

I

s every change management project different? It might
seem so on the face of it. There is a wide range of reasons
as to why change may be needed: the speed and elapsed
time from beginning to end will be unique to each situation;
and how the change is implemented will depend on the
characters responsible and the culture in which the whole
change sits. And we all know just how idiosyncratic we
human beings can be.

So while it’s true that taking a cookie-cutter approach to
planning and executing change is not going to yield success,
we know that particular themes will crop up time and again, no
matter the nature of the change.
Certain components of change management projects
are common to all: the need for a robust business case, the
articulation of tangible benefits, a realistic change management
plan with a shared set of tools and metrics, and a compelling
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vision. Get any of these wrong and potholes will appear fairly
quickly along the change journey.
But there are also more elusive components that might be
harder to control, such as leadership buy-in. If this is missing, the
change team might just as well pack up and go home.
Commitment to the change – both public and private – by
all the senior leaders is key. We know that employees rarely
follow what a leader says; they follow what a leader does –
what is prioritised, how resources are allocated, and the way
that decisions are made. If a leader is inauthentic in their
commitment, not only will it be obvious to those around them, it
will act like a warning signal, indicating to others that they should
avoid committing to the change too. When faced with a leader
who lacks belief in the proposed change, wait until they are
convinced, or move them aside or out.

Going soft
Beyond their innate belief in
the proposed change and their
commitment to it, leaders need a
battery of soft skills if they are to lead
change successfully. The good news
is that most of these skills can be
learnt. And there’s no better training
ground to hone and develop new
leadership muscle than during a change
programme. In fact, getting real-time
feedback from colleagues and others
gives a coach the perfect setting to help
a leader apply new learning to increase
their influence and effectiveness.
The so-called soft skills that leaders
need can be divided into two broad
categories: ‘outwards’ and ‘inwards’.
The outwards skills are the observable behaviours, including, for
example, being visible to employees at all levels, being open
to ideas in conversations (as opposed to shutting down ideas
that run counter to the direction of the change), speaking with
inspiration and being real.
Being authentic with others and learning how to communicate
clearly using compelling ideas is achievable by even the most
extreme of introverts. If big, staged events don’t bring out the best
in a particular leader, then perhaps a smaller and more intimate
setting with employees might be a better option.
Most leaders don’t have a ‘be inspirational’ switch that they can
turn on when they need it. But with support, any leader can create
the context or situation in which they can be the best version of
themselves. And that is all that employees ask for – leaders can
leave the superman or superwoman costume at home.
The ‘inwards’ skills are just as important but are less immediately
observable and are typically honed over time. They include
resilience and humility – perhaps the yin and yang at the heart of
emotional intelligence. Arguably, these are skills that any senior
leader needs in any situation, but they are particularly important
during periods of intense change when employees – often devoid
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of concrete next steps or certainty – need to trust their leader. The
leader then has a key role to engender trust and so help employees
move towards a future that may seem somewhat unclear.

Manager’s role
But it’s not only the leader who needs soft skills; the manager
plays an important role too in translating the bigger change
messages and overall direction of travel into the here and now.
Against the broader narrative of change, managers make
a significant contribution to the change effort in creating clear
team and individual goals, providing consistency and staying on
message without being dogmatic. They also need to nip in the
bud any resistance to change, but equally challenge the change
team when proposed new local processes simply won’t work.
These change skills are critical: they help create a safe and
meaningful context for individuals and
teams who may be struggling to make
sense of the changes going on all
around them. Furthermore, managers
play a key role in helping their people
through the day-to-day emotional
journey of the transition to the new.
No change will be successful
without hefty doses of soft skills from
leaders and managers. If leaders are
found to be lacking in certain areas,
managers may be able to fill in the
gaps to keep their team’s energy
focused and correctly channelled.
Training and development
needs to be baked into the change
plan and valued as an important
investment, rather than reached for as
an afterthought only when resistance
is becoming evident. It is as critical to commit resources to the
development of soft change skills as it is to systems or technology.
Supporting leaders and managers too little and too late is not
only a threat to the financial success of the change investment, it
can cause irreparable damage to individuals and to the culture of
the organisation or department.
But the final word must go to employees themselves who
need their own skills to navigate the uncertainties and ambiguity
of change. Without their resilience, their ability to be curious and
open-minded, or their willingness to take responsibility and to
speak up, perhaps no change would take place at all. ■

It is as critical
to commit
resources to the
development of
soft change skills
as it is to systems
or technology

Alison Young is a consultant at change management specialist
EchoChanges; echochanges.com

Lights! Camera! Action!
Catch up on our collection of management
and strategy videos at bit.ly/Grundy1
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Seeing the future

In the third article in our series looking at what it takes to be a great leader,
David Parmenter discusses the importance of being prepared for and embracing change

M

anagement guru Peter Drucker once said ‘the future
is already here’. He was pointing out that signs of
change present now are signalling the massive shifts
to come. Great leaders spend time looking for these signals
and then prepare the way forward for their organisation.
Drucker said that leaders need to organise themselves to
see the opportunities. He warned them not to be complacent,
pointing out that it was inevitable that someone’s revolutionary
idea is around the next corner. All organisations will face
times when change is catastrophic, and comes suddenly and
forcefully. Insightful leaders have to see the warning signs
and make the painful decision to ditch businesses that were
once successful but are now in decline. This allows them the
opportunity to move into new business areas where they can
once again be market leaders.
Blue Ocean Strategy by W Chan Kim and Renée Mauborgne
is the quintessential book on the topic of exploring new
opportunities. They point out that it is easier to find new areas of
business (blue oceans) than fight tooth and nail for a dwindling
market (red oceans). Stage show franchise Cirque du Soleil is
an example of blue ocean thinking. Dance, opera and circus
were merged together into a great new spectacle where there
were few competitors. As an added advantage, because all their
performers are treated equally, they moved away from billing star
performers, with their high costs and associated demands.
Leadership expert Jack Welch was at the forefront of many of
the moves that General Electric (GE) made under his leadership.
He saw change as an opportunity. He led the e-commerce
and Six Sigma revolutions that were to have such a profound
impact on GE. Welch is quoted as saying: ‘Control your destiny
or someone else will’, ‘Change before you have to’, and ‘If you
don’t have a competitive advantage, get out of the game’.

Big, hairy, audacious
Big, hairy, audacious goals (BHAG) were first mentioned in Jim
Collin’s book Built To Last. Collins said BHAGs should:
be so clear and compelling that they require little or
no explanation
fall well outside the comfort zone of an organisation’s staff,
although they should have reason to believe they can pull it off

*
*

*

be so bold and exciting in their own right that they would
continue to stimulate progress even if the organisation’s
leaders disappeared before they were completed
be consistent with an organisation’s strategy.
One of the greatest BHAGs was former US president John
F Kennedy’s: ‘I believe this nation should commit itself to
achieving the goal, before this decade is out, of landing a man
on the moon and returning him safely to the Earth.’ This simple
statement galvanised the whole American scientific community
for a Herculean effort.

*

Outside-in
Drucker said leaders needed to look at their organisation from
the outside in. They need to define their business from the
customer’s perspective. They also have to be aware of all the
potential customers out there, asking how they can tap into
potential demand.
He also said that great organisations should ensure senior
management spend some time each year directly interfacing
with customers, eg having a week where they serve customers as
frontline workers. After the hands-on week, senior management
are refreshed, look at the operations from an outside-in
perspective, are more aware of the bureaucracy that is getting in
the way and are a much tighter-knit team.
Leaders need to be aware of signs of corporate decay,
indications that their organisation is on the slippery slope to
oblivion. Check out Jim Collin’s How the Mighty Fall.

Next steps
1. Spend three hours a week looking for blue ocean opportunities
2. Create a BHAG for your team
3. Email me parmenter@waymark.co.nz for a checklist on
‘seeing into the future’. ■
David Parmenter is a writer and presenter on measuring,
monitoring and managing performance
For more information:
davidparmenter.com
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Some of the proposals from
the International Accounting
Standards Board (IASB) for
updating its Conceptual
Framework for Financial
Reporting 2010 have led
to detailed discussion as
revisions approach the
completion stage.
The IASB has proposed
changes to the definitions of
assets and liabilities in chapter
4 of the framework. To casual
observers, it might seem
like some of these are the
equivalent of repainting white
walls as cream; to other users
it might feel like a whole new
palette.
The changes under
discussion are explained in
the box on page 50. The
IASB has proposed a shift in
the fundamental definition of
assets and liabilities. While the
concept of control remains,
the key change – alongside
the concept of a present
obligation for liabilities – is
the replacement of the
term ‘expected’. For assets,
expected economic benefit is
replaced with the potential to
produce economic benefits.
For liabilities, the expected
outflow of economic benefits
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Grand designs

In the second in a series on the IASB’s changes to the Conceptual
Framework, Adam Deller examines some contentious issues
is replaced with the potential
to require the entity to transfer
economic resources.
The reason for this change
is that some people interpret
‘expected’ to mean that
an item can be an asset or
liability only if some minimum
threshold were exceeded.
As the IASB has applied no
such interpretation in setting
recent International Financial
Reporting Standards, it has
altered the definition in an
attempt to improve clarity.
The IASB has
acknowledged that some
standards do include
probability criteria for
recognising assets and
liabilities. For example,
IAS 37, Provisions, Contingent
Liabilities and Contingent
Assets, states that a provision
can be recorded only if there
is a probable outflow of
economic benefits, while IAS
38, Intangible Assets, highlights
that for development costs to
be recognised there must
be probable economic
benefits arising from the
development.
The proposed
change to the
definition of

assets and liabilities will leave
these unaffected. The IASB has
explained that these standards
don’t rely on an argument
that items fail to meet the
definition of an asset or liability.
Instead, the standards include
probable inflows or outflows
as a criterion for recognition.
The IASB believes that this
uncertainty is best dealt
with in the recognition or
measurement of items, rather
than in the definition of assets
or liabilities.

Practical additions
No separate section on
measurement bases currently
exists in the Conceptual
Framework, as it was thought
to be unnecessary. However,
when you’re undertaking a
project of the magnitude of
redrafting the framework, you
may as well put in some
additions
that are

helpful and practical, even if
you’ve previously managed
without them.
In the existing framework,
there are a few paragraphs
outlining possible
measurement bases, but
they are limited in detail.
The proposed changes, in
chapter 6, will add an entire
section on the measurement
of elements in the financial
statements. Of all the
proposed changes in the
framework, this is the one
that is still under detailed
discussion, so here are the
main decisions to date.
The first of the
measurement bases discussed
is historical cost. The
accounting treatment of this is
unchanged, but the framework
now outlines that the

»

The IASB has
proposed a shift in
the fundamental
definition of
assets and
liabilities in
an attempt to
improve clarity
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carrying amount of nonfinancial items held at historical
cost is adjusted over time to
depict the usage (in the form of
depreciation or amortisation) or
items suggesting the historical
cost is no longer recoverable
(impairment). Financial items
held at historical cost will
reflect subsequent changes
such as interest and payments,
following the principle often
referred to as amortised cost.
The framework also outlines
three measurements of current
value: fair value, value in use
and current cost. Fair value
continues to be defined as the
price in an orderly transaction
between market participants.
Value in use is defined as
an entity-specific value, and
remains as the present value
of the cashflows an entity
expects to derive from the
continuing use of an asset
and its ultimate disposal.
Current cost is different from
fair value and value in use, as
it is an entry value. It looks at
the value at which the entity

would acquire the asset (or
incur the liability) at
current market prices;
by contrast, fair value
and value in use are exit
values, focusing on
the values that will be
gained from the item.

Examples for guidance
In addition to outlining these
measurement bases, the
framework discusses them
in the light of the qualitative
characteristics of financial
information. It stops short of
recommending the bases that
items should be held under,
but gives some guidance
in the form of examples to
show where certain bases
may be more relevant.
Relevance is a key
issue here. As discussed
in the revised framework,
historical cost may not
provide relevant information
about assets held for a
long period, and is certainly
unlikely to provide relevant
information about derivatives.

Definitions of assets and liabilities

Asset (of an entity)

Existing definition

Proposed definition

A resource controlled by
the entity as a result of
past events and from which
future economic benefits
are expected to flow to the
entity

A present economic
resource controlled by the
entity as a result of past
events

A right that has the potential
to produce economic
benefits

Economic resource

Liability (of an entity)

Proposed supporting
concept

A present obligation of
the entity arising from past
events, the settlement of
which is expected to result
in an outflow from the entity
of resources embodying
economic benefits

A present obligation of
the entity to transfer an
economic resource as a
result of past events

An entity’s obligation
to transfer an economic
resource must have the
potential to require the
entity to transfer an
economic resource to
another party
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In both cases, it is likely that
some variation of current value
will be used to provide more
predictive information to users.
Conversely, the framework
suggests that fair value may
not be relevant if items are
held solely for use or to
collect contractual cashflows.
Alongside this, it specifically
mentions items used in
combination to generate
cashflows by producing goods
or services to customers.
As these items are unlikely
to be able to be sold
separately without penalising
the activities, a cost-based
measure will probably provide
more relevant information, as
the cost is compared to the
margin made on sales.

Constructive criticism
Some key issues in chapter 7
on presentation and disclosure
have changed since previous
drafts. Originally this chapter
included two rebuttable

presumptions regarding
other comprehensive income
(OCI). While the conclusion
reached remains largely the
same, many commentators felt
that rebuttable presumptions

is that income and expenses
should be included in the
statement of profit or loss
unless relevance or faithful
representation would be
enhanced by including a
change in the
current value of an
asset or a liability
in OCI.
If you’re
The second
redrafting, you
relates to the
recycling of items
may as well put
in OCI into profit
in additions that
or loss. Under
are helpful even
IAS 1, Presentation
of Financial
if you previously
Statements, items
managed without
should be shown
as reclassified into
them
profit or loss, or not
reclassified.
The recycling
shouldn’t exist in the
of OCI is a contentious issue.
framework. The IASB agreed,
Some argue that all OCI items
and has replaced them with
should be recycled; some
stated principles regarding the
that OCI items should never
use of OCI.
be recycled; and some that
The first of these principles
only certain items should be

recycled. Sometimes the best
way forward isn’t necessarily to
seek the wisdom of crowds.

Middle ground
The IASB has found a middle
ground. The framework will
now state that income and
expenses included in OCI
should be recycled when
doing so would enhance the
information’s relevance or
faithful representation. Items
in OCI may not be recycled
if there is no clear basis for
identifying the period in which
recycling should occur.
These are the key findings
to date. In most cases, they
will be seen as minor changes
to terminology, or simply
outlining what already exists.
However, debate on the
concepts of measurement and
OCI is sure to rumble on. ■
Adam Deller is a financial
reporting specialist and
lecturer
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Technical update

Glenn Collins, ACCA UK’s head of technical advisory, provides a monthly roundup of the
latest developments in audit, financial reporting, tax and law

Reporting
Duty to report on
payment practices and
performance
New rules come in on 6 April
requiring medium and large
companies and LLPs to publish
reports on their payment
practices. Many of these
businesses will need to ensure
that their systems are changed
so that they can provide the
required information.
The Limited Liability
Partnerships (Reporting
on Payment Practices and
Performance) Regulations
2017 and The Reporting
on Payment Practices and
Performance Regulation
2017 apply for financial years
beginning on or after 6 April.
Businesses are required to
report the information every
six months via gov.uk. The
Department for Business,
Energy and Industrial Strategy

(BEIS) has said that this will be
available from April.
The guidance issued
by BEIS, Business payment
practices and performance:
reporting requirements,
highlights the reporting
timeframes (see box below).
The new reporting
requirements are for a
business that exceeds two or
more of the following on their
last two balance sheet dates:
£36m annual turnover
£18m balance sheet total
250 employees.
Group limits also apply, as do
rules for new companies.
The reporting business will
need to report on qualifying
contracts. These are contracts
that satisfy all of the following:
It is between two (or more)
businesses.
It has a significant
connection with the UK.
It is for goods, services
or intangible property,
including intellectual
property.
It is not for financial services.
For each reporting period,
businesses are then required
to provide the following, in
relation to qualifying contracts:
Narrative descriptions of
the business’s standard
payment terms, which
must include the standard
contractual length of time

*
*
*

*
*
*
*

*

for payment of invoices;
maximum contractual
payment period and any
changes to the standard
payment terms in the
reporting period; and
how suppliers have been
notified or consulted on
these changes
the business’s process for
resolving disputes related
to payment.
Statistics on
the average number of days
taken to make payments
in the reporting period,
from the date of receipt of
invoice or other notice
the percentage of
payments made within the
reporting period that were
paid in 30 days or fewer,
between 31 and 60 days,
and in 61 days or longer
the percentage of
payments due within the
reporting period that were
not paid within agreed
terms.
Statements about
whether suppliers are
offered e-invoicing
whether supply chain
finance is available
to suppliers
whether the business’s
practices and policies
cover deducting sums from
payments as a charge for
remaining on a supplier’s

*
*
*

*

*
*
*

Duty to report on payment practices and performance
Financial year
beginning

What is the first
reporting period?

When must the first report be
published on the web service?

6 April

6 April to 5 October 2017

On or before 4 November 2017

After 6 April

First six months of business’s
2017/18 financial year

Within 30 days starting on day after end
of business’s first reporting period

list, and whether they
have done this in the
reporting period
whether the business is
a member of a payment
code, and the name of
the code.
Failure to meet the
reporting requirement is
a criminal offence by the
business and every director of
the company or designated
member of an LLP.

*

FRS 103, Insurance
Contracts
The Financial Reporting
Council (FRC) has issued a
revised edition of FRS 103,
Insurance Contracts, and the
accompanying implementation
guidance, which incorporates
amendments arising as a result
of Solvency II. The FRC states
that ‘paragraph A4.2A clarifies
a legal requirement regarding
a reference to the Solvency
II Directive in the Large and
Medium-sized Companies and
Groups (Accounts and Reports)
Regulations 2008 (SI 2008/410),
on which the Department for
Business, Energy and Industrial
Strategy (BEIS) has written to
the FRC confirming that there
is no requirement to change
the accounting basis to one
consistent with Solvency II.’
More at bit.ly/FRS-103.

Tax
Budget and Finance Bill
You can access the Budget
newsletter at bit.ly/ACCA-TA.
A CPD article covering the
announcements in the Budget
and Finance Bill legislation will
be available in next month’s
issue of Accounting and
Business. In the tax section
below you will find some of the
April tax changes highlighted.
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Common Reporting Standard for charities
The Common Reporting Standard (CRS) requires certain
charities to make reports to HMRC. The first reports under the
CRS are due in May 2017.
The CRS divides all entities, including charities, into two
broad categories: ‘financial institutions’ (FIs) and ‘non-financial
entities’ (NFEs). If a charity is considered to be an NFE, it will
not have reporting requirements under the CRS. A charity
won’t need to provide its financial account information if its
income is mostly from gifts, donations, grants and legacies.
A charity might be deemed to be an FI if it is managed
by an FI and its gross income is at least 50% attributable to
investing, reinvesting or trading in financial assets. Where the
charity is deemed to be an FI it must collect data on ‘financial
accounts’ for the calendar year to 31 December 2016 and
report it to HMRC by 31 May 2017. Where a report needs to
be made, the charity must use the Automatic Exchange of
Information online service.

Landlords under MTD
As a reminder, landlords for
the 2017/18 tax year will be
able to use the cash basis
rather than generally accepted
accounting practice as the
default method of calculation,
unless they opt out or have
rental receipts for the business
in excess of £150,000. See
last month’s Accounting and
Business: bit.ly/AB-tech-0317.

Apprenticeship levy
Last month the funding for
non-levy paying employers
was highlighted, together
with the finance and business
apprenticeship options
from ACCA: ACCA’s Level
4 Professional Accounting
Technician and Level 7
Trailblazer apprenticeships.
The current issue being
faced by many levy-paying
employers is how they will
structure and manage their
online accounts. If you pay the
levy and want to employ an
apprentice, you’ll need to:
create an account
add in all group businesses
link your PAYE schemes
invite your employees to
use the service.
The government highlights
that ‘you must have:
Government Gateway login
details for the PAYE schemes

*
*
*
*
*

that you want to include in
your account’. This is for
each PAYE scheme that
needs to be added.
‘details for each
organisation that will be
making an agreement
with a training provider for
apprenticeship training,
including the Companies
House or charity number’.
It’s also highlighted that ‘if you
are registering on behalf of
multiple connected companies
or charities, you need to
think about:
the structure of your
organisations and PAYE
schemes
how you are going to
spend your funds.
You’ll need to register every
organisation that will make
an agreement with a training
provider for apprenticeship
training. For example, if you
have multiple PAYE schemes,
you could create multiple
accounts or have one account
for all of them.’
Once the account has been
created and organisations and
payrolls linked, including those
from connected organisations,
acceptance of the agreement
by the Skills Funding Agency
needs to take place before
funds can be accessed.
The ACCA Be Ready for the

*

*
*

Levy support series of materials
is available at bit.ly/ACCAappr. If you are thinking about
taking on an apprentice and
want to know more about the
ACCA apprenticeship, email
apprentices@accaglobal.com.
See also page 76.

Residential properties
As a reminder, finance cost
restrictions on residential
property will be introduced
over four years from 6 April
2017. The restriction will
affect mortgage interest,
interest on loans to buy
furnishings and fees incurred
taking out or repaying
mortgages or loans. Landlords
of residential property will no
longer be able to deduct all of
their finance costs from their
property income to arrive at

their property profits. They will
instead receive a basic rate
reduction from their income tax
liability for their finance costs.
Landlords will be able to
obtain relief as shown in the
table below.

New lifetime ISA
April sees a new savings
product, the lifetime ISA
(LISA), which is designed
to help those in the 18- to
40-year-old age group to save
flexibly for the long term.
As well as having the same
benefits as other ISA products,
the LISA allows savers to make
contributions of up to £4,000
in each tax year and receive
a bonus from the age of 18
to 50. There is also a one-off
2017/18 bonus for those who
use the ‘help to buy ISA’.

»

Landlords’ relief
Finance cost
allowed in full

Finance cost allowed
at basic rate

Year to 5 April 2018

75%

25%

Year to 5 April 2019

50%

50%

Year to 5 April 2020

25%

75%

Year to 5 April 2021

0%

100%
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Non-dom changes come into force
April will finally see the changes to the UK
non-dom taxation regime. As a reminder,
the tax treatment of the most long-term UK
resident non-doms is brought in line with
UK domiciled residents. Tax will be charged
on worldwide income and gains. The
reforms also mean that a UK-born individual

Full details are available at
bit.ly/gov-lisa.

Benefits reporting
Now the tax year has come to
an end it is worth remembering
that there is no longer an
£8,500 remuneration limit.
The benefits code applies to
directors and employees.
Also, from 6 April 2016
all dispensations ceased to
exist and ITEPA 2003 s289
applies. This exempts from tax
business expenses reimbursed
on an actual basis without the
need for a dispensation to the
extent they are tax deductible.
Common items covered by
the exemption include:
travel, including subsistence
costs associated with
business travel
business entertainment
expenses
credit cards used for
business
fees and subscriptions.
More at bit.ly/hmrc-480.

*
*
*
*

Scottish tax rates
The Scottish Finance Bill
2017/18 has been passed
by the Scottish Parliament,
freezing the basic rate of

income tax at 20% (see box
below). It also freezes ‘the
higher and additional rates
at 40% and 45% respectively’,
and maintains ‘the higher rate
of income tax threshold at
£43,000 in 2017/18’.
These are different rates
from those used in England
and Wales. HMRC has, as you
would expect, been issuing
P9X notices containing rates,
thresholds and tax codes
required by employers and
payroll providers.

Loss relief
Losses for companies arising
from 1 April, when carried
forward, can be offset against
the total taxable profits of
a company and its group
members. They will be able
to use the losses against up
to 50% of profits subject to
the annual allowance. Each
standalone company or
group will be entitled to a
£5m annual allowance. You
can see the draft legislation at
bit.ly/rel-cf.

ATED
Annual tax on enveloped
dwellings returns are due by

Scottish income tax rates
Rates

Bands

Basic rate 20%

Above £11,500* up to £43,000

Higher rate 40%

Above £43,000 up to £150,000

Additional rate 45%

Above £150,000**

* Assumes person is in receipt of the standard UK personal allowance
** Personal allowance is reduced by £1 for every £2 earned over £100,000

whose domicile of origin was in the UK
cannot choose a foreign domicile and then
subsequently return to the UK as a non-dom.
It also changes IHT rules to ensure that nondoms cannot hold a UK property indirectly –
for example, through an offshore company.
More at bit.ly/non-dom-ref.

the end of April. HMRC has
introduced a new online service
that requires pre-registration.
See bit.ly/env-dwell.

VAT
The limited cost business test
comes into force from 1 April
for users of the VAT flat-rate
scheme. Details in the Budget
update at bit.ly/ACCA-TA.

Lifetime allowance
Individuals may be able
to protect their pensions
by using one of the three
protections available, the
Individual Protection 2014
only being available to claim
until 5 April 2017. This protects
your lifetime allowance to the
lower of:
a) the value of your pension(s)
at 5 April 2014 and
b) £1.5m.
The following guidance
from HMRC provides further
information on this together
with instructions about how to
apply. More at bit.ly/life-all.

State pension top-up
Applications need to be made
by 5 April. They can be made
by men born before 6 April
1951 and women born before
6 April 1953 who are entitled
to a UK state pension. For any
application made between
6 March 2017 and 5 April
2017 there is a 30-day period
in which to make a payment
beginning on the day HMRC
send out the payment pack.
See bit.ly/sp-topup.

IR 35 in the public sector
We have received reports that
many local authorities, due

to resource issues, are not
able to apply the tests and
as a safeguard are informing
businesses they will be paid
net of tax. If this has impacted
you please let ACCA know at
advisory@accaglobal.com.

Consultations
A number of consultations
have been issued during
March. One that closes
on 17 April is the Building
our Industrial Strategy
green paper.
As mentioned last
month, this is a discussion
document that asks
contributors to highlight
what they would like to see
both nationally and locally.
The government’s position
rests on 10 pillars: science,
research and innovation; skills;
infrastructure; business growth
and investment; procurement;
trade and investment;
affordable energy; sectoral
policies; driving growth
across the whole country; and
creating the right institutions
to bring together sectors
and places.
What is important is that,
if you have a strong view
on what you need for your
business or the businesses you
represent, you comment on
those areas.
You can see this and
other consultations at bit.ly/
gov-consult.

Export
Article 50 roundup
This will be covered in the
next issue of Accounting
and Business.
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Trade remedies
Disputes can arise that impact
on the economy and, if
unresolved, can escalate and
take longer to solve. They
can impact on UK access to
other markets and on other
markets’ access to the UK.
This is an important area as
businesses invest in export
opportunities and, where
possible, need to make that
investment with a degree of
certainty. The World Trade
Organization (WTO) has a
series of remedies to settle
trade disputes. The UK is
likely, following its exit from
the EU, to use this framework.
These cover anti-dumping,
subsidies and countervailing
measures and safeguards:
Anti-dumping agreement
This allows governments to
act against dumping where
there is genuine (‘material’)
injury to the competing
domestic industry. In order
to do that the government
has to be able to show
that dumping is taking
place, calculate the
extent of dumping (how
much lower the export
price is compared to the
exporter’s home market
price), and show that the
dumping is causing injury
or threatening to do so.
Subsidies and
countervailing measures
This agreement disciplines
the use of subsidies and
regulates the actions
countries can take to
counter the effects of
subsidies. A country can
use the WTO’s dispute
settlement procedure to
seek the withdrawal of the
subsidy or the removal
of its adverse effects,
or it can launch its own
investigation and ultimately
charge extra duty (known
as ‘countervailing duty’)
on subsidised imports that
are found to be hurting
domestic producers.
Safeguards: emergency
protection from imports

*

*

*

A WTO member may
restrict imports of a
product temporarily (take
‘safeguard’ actions) if
its domestic industry is
injured or threatened with
injury caused by a surge in
imports.
More at bit.ly/wto-agree.

decision were concerned with
the following:
66. ‘In the context of the
legislation relevant to this
appeal, a distinction is to be
drawn between (1) persons
employed under a contract
of service; (2) persons who
are self-employed, carrying
on a profession or a business
Trade facilitation
undertaking on their own
agreement
account, and who enter
The agreement came into
into contracts with clients or
force on 22 February 2017 after
customers to provide work
two-thirds of the World Trade
or services for them; and (3)
Organization membership
persons who are self-employed
completed their domestic
and provide their services as
ratification processes. Its aim
part of a profession or business
is to speed up the movement,
undertaking carried on by
release and clearance of
someone else: cf. Lady Hale in
goods, including goods in
the Bates van Winkelhof case
transit. See bit.ly/wto-trade.
at [25] and [31]. The persons
in (3) fall within section 230(3)
Law
(b) of the ERA and regulation
2 of the WTR and their
Self-employed or not?
employment falls within the
The independent review
definition of ‘employment’
into the labour market has
in section 83(2)(a) of the EA. I
started to gather evidence.
shall for convenience refer to
Its mandate is to investigate
them as a “limb (b) worker”.
whether employment practices The question on this appeal
are keeping pace with the
is whether the ET was wrong
changing world of work. It
to decide that Mr Smith was
will publish its findings in the
a limb (b) worker rather than
summer but it seems that
falling within category (2).’
they will comment on the
The case highlights the
ability of workers to challenge
importance of effective
companies who treat workers
substitution clauses. The
as self-employed.
agreement had no express
We have also had the
term allowing for substitution
judgment published in
but plumbers could swap
Pimlico Plumbers Ltd v Gary
jobs. This was highlighted as
Smith (bit.ly/jud-pim). This
allowing for a ‘swapping a shift
found that Smith had rights
between workers’.
as a worker. The case and
Smith had a contract
stating he was
in business, that
he could choose
when he worked,
that he provided
his own tools and
equipment but
The limited cost
that he had to
business test
use a companycomes into force
logoed van and
wear a companyfrom 1 April for
logoed uniform,
users of the VAT
and that he should
account for his
flat-rate scheme
own tax, which he
had done.

It was stated at the
tribunal, and upheld by the
Employment Appeal Tribunal,
that he could claim disability
discrimination as a ‘worker’. As
highlighted in para 66 above,
a worker is a person who
undertakes to do or perform
work or services for another
party to the contract.
If a person is classified
as a worker they have
rights that include pension,
minimum wage and paid
annual leave. Businesses
that have individuals working
under similar arrangements
may wish to assess their
current contracts.

New employers AE
New employers are required
to enrol workers into a
suitable scheme. The basic
rule is that all new employers
between 1 April 2012 up to
and including 30 September
2017 will have staging dates
between 1 May 2017 and
1 February 2018. Many
have already received
communications from the
Pensions Regulator. The
change that practitioners and
their clients will need to be
aware of is that from October
2017 new employers will have
an instantaneous duty to enrol
workers. Draft regulations have
been issued and are expected
to come into force that will
change the date of the autoenrolment duties trigger, for
post-staging employers, to the
day on which the first worker
starts work.
‘Regulation 5 inserts
into the Employers’ Duties
(Implementation) Regulations
2010 provisions which enable
an employer that employs its
first worker after 1 April 2017
or on or after 1 October 2017
to defer the date on which the
automatic enrolment duties
apply to new workers.’
An employer can defer the
date the duties apply for up
to three months from the date
the worker starts work.
See bit.ly/ae-cons. ■
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Distance no object?

Even HMRC admits that a planned rationalisation of its estate is part of a ‘very substantial
and risky’ transformation programme, so how is it being received by its stakeholders?
For many professional
accountants, a House of
Commons’ Public Accounts
Committee (PAC)
hearing with HMRC in
January will have been
overshadowed by the
tax return deadline.
But the hearing
addressed several
concerns about
a proposed
rationalisation of
HMRC’s estate. That
rationalisation is one
of 15 transformation
projects that amount to
a ‘very substantial and
risky programme’, HMRC
told the committee.
Getting more people to
answer telephone calls and
process post is not a longterm answer to improving
customer service, HMRC said
in a 2015 update to Building
our future – transforming the
way HMRC serves the UK, first
published in 2014. ‘We need
fundamentally to transform
how we serve customers,
making it easier for them to
get things right and to serve
themselves through online
accounts so they don’t need to
speak or write to us in the first
place,’ HMRC added. Basing
most of the HMRC workforce
in regional centres by 2020
would bring lines of business
together in fewer locations
with cutting-edge IT and
infrastructure, enabling HMRC
to work more effectively.
By January 2017 HMRC
recognised that its original
plan was unrealistic and
carried too high a risk of
disruption to its business, the
National Audit Office (NAO)
reported. The department had
increased its 2015 estimate

of estate costs, but still
expected the move to 13
regional centres to provide
better long-term value for
money than the existing estate
of 170 offices. About 38,000
employees would need to
move offices or leave HMRC,
the NAO said. HMRC now
estimates that it may lose up
to 5,000 staff.
HMRC’s strategic outline
business case, presented in
2015 and updated in 2016,
identified three main reasons
for the change:
regional centres
would offer ‘the right
infrastructure and working
environment’ to enable
new digital ways of working
the programme would
support a wider civil
service move to shared
government hubs
the end of the STEPS
contract in 2021 provided

*
*
*

an imperative for HMRC
to act.
HMRC should plan how the
regional centres infrastructure
would support new ways
of working, the NAO said,
and HMRC ‘must ensure’ its
service and ability to collect
tax revenue are not impaired.

Loss of expertise
In written evidence to
the PAC, the Public and
Commercial Services Union
(PCS), representing most
HMRC staff, said the Building
our future proposals should
be put on hold pending
public consultation and an
assessment of their socioeconomic impact. The plans
were ‘completely driven’ by
the STEPS contract deadlines,
the PCS argued, adding that
significant risks remained in
the handling of that contract.
The rationalisation would

result in a ‘further major
deterioration’ in HMRC’s
ability to fulfil its primary
functions, said the PCS,
as well as ‘thousands of
unnecessary job losses’ and
a detrimental impact on
local communities.
The cost of the loss of
local expertise would
be unquantifiable,
said the PCS. The new
structure would leave
areas of the country
without an HMRC office
and compliance visits would
be concentrated around
the regional centres, leaving
outlying areas subject to a
‘much lower’ level of scrutiny.
The NAO had noted, however,
that HMRC expected to ‘more
than offset the deterrence
effect of a permanent physical
presence in many localities
by a more mobile and skilled
workforce’.
The Association of
Revenue and Customs (ARC),
representing senior HMRC
officials, called for ‘better and
more extensive’ consultation
with the ARC on the estate
programme and any
adaptations to it. It was clear
from the outset that there had
been little thought for how
staff would be impacted, the
ARC said. HMRC had been
surprised by the number of
staff who saw no future with
the department and accepted
exit terms.
ACCA’s written evidence to
the PAC said the NAO report
indicated ‘a risk that estate
concerns are now driving the
implementation and delivery
agenda rather than vice versa’.
Any assessment of the overall
impact of the move must
consider the potential impact
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that difficulties encountered
in the transition might have
on service delivery, and in
particular the potential risk to
effective implementation of
the Making Tax Digital (MTD)
programme, ACCA argued.
It also noted that HMRC had
been ‘very clear’ that it viewed
the move to regional office
delivery as a key element of
MTD’s success.
The PCS also warned
of increased difficulties in

delivering HMRC’s Needs
Enhanced Support service to
people who are not close to
a regional office – a concern
echoed by Sue Christensen,
a partner in Cheshirebased accountants McCann
Christensen and a volunteer at
Tax Help for Older People. ‘I
cannot see how a good overall
service can be maintained at
a distance,’ she told AB. ‘In
any office-based structure
ad hoc comments inform
staff on a daily
basis – this won’t
happen properly
with outlying staff.’
‘In any officeChristensen also
based structure
suspected that
some businesses
ad hoc comments
would ‘set up
inform staff on a
in areas of no
coverage in
daily basis – this
order that they
won’t happen
might evade tax
properly with
altogether’.
For some
outlying staff’
practising
accountants the

loss of local contact may not
be a major concern. Andrew
Jackson, head of tax at Fiander
Tovell in Southampton and
chairman of the UK200 Group’s
tax panel, said the loss would
be slightly frustrating, but
could be ‘lived with as long as
we have direct contact with the
relevant people at HMRC’.

Silo structure
The reorganisation of HMRC
into silos was more of a
concern, Jackson said. ‘It is
frustrating, for example, to
talk to someone who can see
a number on their screen and
knows that it’s wrong, but is
unable to change it because
that’s someone else’s job.’
Jackson added: ‘I don’t
care, as an agent, where the
people are that I’m dealing
with. I care about whether they
can do what needs doing for
the client and, at the moment,
it is common to find they can’t
because they can only see one
part of the process.’

57

‘We know there are risks
with this programme,’ Jon
Thompson, HMRC’s chief
executive and permanent
secretary, told the PAC on
25 January. He aimed to
submit a detailed business
case to Treasury ministers by
the end of March. MPs were
getting involved early in the
project and there would be
some ‘fluidity’ in the data,
he said, but he admitted
that HMRC would probably
undertake the reform even
if the cost savings for HMRC
were zero.
He accepted that closing
an office in Redruth, almost
180 miles from Bristol,
involves a ‘risk to corporate
memory’, and that HMRC had
to find some way to harness
knowledge built up over years.
The PAC inquiry was
expected to report to
Parliament in the spring, said a
spokesperson. ■
Andrew Goodall, tax journalist
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The view from

Roger Swansbury ACCA, head of finance, Lovania
Nurseries, who’s happy to help sort poinsettias if needed
Over eight years at marketing and
advertising consultants MDA, we
increased turnover from £10m to £25m.
After the business was sold, I joined
Lovania Nurseries. The business was
recovering from a seven-figure fraud case.
I first had to win the trust of staff, and we
then had to demonstrate to the family,
shareholders and directors what a well-run
finance department can add. ‘Trustworthy’
and ‘reliable’ are common traits of the
profession and both were crucial.

I knew I wanted to be an accountant,
even before I sat my A-Levels. After
studying maths at Aberystwyth University
I went travelling. Landing in Sydney
on a Wednesday, I had a job interview
on Friday and started as an accounts
supervisor on the Monday.
This was a great experience before I
returned to the UK to build my career.
I spent time working for several diverse
companies, from a charity to a plc.
I completed my ACCA Qualification in
four years, during which time I became
a father to three kids and gained a
few grey hairs. The technical skills of the
qualification underpin what I do daily.
Today, four of my team are studying for
the qualification.

Fine margins
count when
negotiating.
A half-penny
discount per
plant could mean
£50,000 off our
bottom line

After three acquisitions my team now
manages the finances of five businesses.
We work closely with the MD, who is a
third-generation member of this family
owned business. I provide commercial
and strategic advice and work closely with
our bank. Group turnover is £30m.
Fine margins count when negotiating.
A half-penny discount per plant could
mean £50,000 off our bottom line. We
often purchase from Europe and SouthEast Asia, and treasury management is
increasingly important.
We minimised the initial impact of
Brexit by hedging some euro currency
deals. Staff from across Europe are
very important and they now face some
uncertainty – as do we. We may need
to consider a different type of worker in
the future.
I am very hands on – I like to put a
high-vis jacket on and get out and meet
the staff. In November I jumped on the
production line to help ensure Asda got
its poinsettias for Christmas.
Today I believe I have the best finance
department – in the best SME – in the
North West. This is backed up by our
success at the North West Finance Awards
2016, where we won Small Finance Team
of the Year and Outstanding Business of
the Year. As a finance leader I believe it’s
important to nominate my staff and to
celebrate the success of all of those who
were shortlisted. ■

Snapshot: oil and gas
The negative effects of the oil and
gas downturn are clearly evident.
But more positively, the downturn
has made the industry more aware
of the need to increase its efficiency.
Internationally, efforts to
improve economic recovery in the
sector have gained momentum.
Average lifting costs per barrel of
oil are falling for exploration and
production (E&P) operators, and
greater collaboration is starting
to appear across the industry.
Crucially, in the E&P and oil
services sectors, there is also a
need for more efficiencies, higher
productivity, increased innovation
and technological improvement.
It has been a tough few years,
but leaner businesses are now ready
to grasp the opportunities arising
from the ongoing low, but stable,
oil prices. And with increased deal
activity in 2017, we may be seeing a
new phase of consolidation.
Looking at the media, we could
be forgiven for writing off the
sector. True, we will never see a
return to the boom days of $100+
per barrel. However, through
necessary change, adaptation
and survival, what has emerged is
an improved industry and a more
efficient business environment.
Finance professionals working
in oil and gas need sound market
knowledge, plus an ability to stand
up to the rigours of M&A activity.
Alasdair Green, head of
management consulting, Anderson
Anderson & Brown
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The innovation game
In responding to change and disruption, companies must learn to manage
the risks around innovation, says Paul Walker
If enterprise risk management (ERM)
is about helping companies create,
protect and enhance shareholder
value, as one definition has
suggested, then ERM undoubtedly
has a role to play in corporate
innovation. A research report
for ACCA and the Institute of
Management Accountants (IMA)
highlights the key relationship
between these two processes and
their role in helping companies
manage the waves of disruption
they face from the likes of big data,
increased competition and the
internet of things.
New guidance from the Committee
of Sponsoring Organisations of
the Treadway Commission (COSO)
and the International Organisation
for Standardisation (ISO) seems to
suggest there are multiple dimensions
to strategic risk and divides these into
two categories:
1. choosing the right strategy, and
2. delivering and implementing that
strategy.
Risks related to choosing the right
strategy can be about matching the
strategy to the business, the macro
context and the environment. These
risks can also be related to developing
the capabilities for delivering on that
strategy. Risk management related to

Workshops about
how to destroy the
business can be
valuable because
they can expose
the weaknesses
and risks in the
business model

delivering and implementing the strategy
meanwhile might include measuring the
success of the strategy or measuring the
strategic components of the business
model that are the keys to success.
Innovation is itself a response to these
strategic risks, and companies must learn
to manage the risk around innovation too.
The ACCA/IMA research report
reveals that when deciding their strategy
some organisations believe the key is
to understand the waves of change and
disruption heading towards the company;
after all, without an understanding of
these changes, a company might well
be innovating, but in the wrong places.
The report quotes Bob Hirth, the COSO
chairman: ‘Emerging risks and innovation
are two staple topics today and need to
become a standard part of the corporate
conversation. First, what events are
coming over the horizon and how will they
impact us? Second, how do we not just
change, but leap forward by developing
the discipline to commit to [innovation]
and the ability to successfully innovate?’

Change toolbox
Companies use a variety of tools to gain
an understanding of the risky waves of
disruption and change. These include:
business model and value proposition
calibration
matching strategy to the expected
competitive and economic environment
strategy analysis
value killer workshops
black swan workshops
strategic bow-tie analysis
emerging risk analysis
risk deep-dive scenario analysis
game theory
opportunity workshops.
These tools are used to identify
and understand how noise, change,
disruption, innovation and so on
impact the organisation. For example,
companies might use business model
workshops to ensure they clearly
understand their own business model,

*
*

*
*
*
*
*
*
*
*

Options for managing
innovation-related risk
Approaches to managing
innovation-related risk include:
building a culture of innovation
incorporating risk into
innovation processes
requiring risk acumen
running risk post-mortems
carrying out risk-adjusted
analysis
being innovative with the
business model
putting innovation on the risk
map
building innovation governance
changing thinking.

*
*
*
*
*
*
*
*
*

Source: ACCA/IMA

how the product or service gets to the
customer, the critical success factors in
each step, the value delivered to the
customer, the potential disruption around
each step, or the risks surrounding each
step. Other tools can be used to test how
well the current business model matches
the context and environment.
Workshops about how the business
could be destroyed can be valuable
because they are able to expose the
weaknesses and risks in the business
model, which can then be strengthened
or managed. Workshops about unknowns,
emerging risks or black swan risks
are valuable because they force the
organisation’s leadership to consider what
they might be missing.
Risk management thinking has changed
dramatically, and most board members
today will appreciate an executive team
that runs such tests to ensure that all
unknowns and emerging risks have been
identified. Without such assurance, board
and company leaders are left with a simple,
old-fashioned risk management process.
Opportunity workshops nicely complement
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the value killer and unknowns
workshops. They are designed to
make executives consider the upside
and new opportunities for each of the
major risks.
The emerging risk idea has taken
on more importance as companies
feel additional pressure from change,
disruption, competition, new business
models, etc. Sometimes the difficulty here
is just seeing the change coming at the
company. Identifying change and new
risks sooner can have significant benefits.
Other challenges include converting
noise or change in the market into signals
that actually affect the company and
then linking those signals to the business

model. Interpreting this
business model impact is
a challenging exercise, but it
is one that must be undertaken.

Multiple approaches
Once organisations understand the risk
and change coming at them, they are
in a better position to know where to
innovate. Not having a full understanding
of the noise and signals facing the
organisation is no excuse for not getting
started on innovation and change within
the organisation. A variety of approaches
to managing the risk around innovation
are being developed. The ACCA/MIA
research study highlights a number of

61

such approaches (see box).
It is generally accepted that there
is a direct link between culture and
innovation, but some of the other
approaches may be new to many
companies. Sophisticated companies
are moving beyond stage-gate project
management techniques by trying to
incorporate enterprise risk thinking
into the stages. Other organisations
insist that all new projects that meet a
particular threshold undergo an ERM
review or involve an ERM executive
in the process; in essence, they are
bringing risk acumen on board and
taking a more holistic view of the
innovation and how it relates to other
risks. Risk post-mortems are methods
for reviewing failed new products and
innovation from a risk perspective,
seeking to determine whether a risk
was missed or a probability and impact
assessed incorrectly.
Newer approaches include
developing potential innovation from
the business model view rather than
just developing new products or
technology. This approach works best
when the basic business model and
related risks are first understood. These
approaches to managing innovation risk
better sometimes result in innovation
showing up as one of the top risks
facing the organisation and being listed
on the risk map or risk register.
One final method is to build an
innovation governance approach.
Given that innovation budgets in
some companies can be hefty, this
approach makes sense. A Fortune 50
company executive has summed up
the importance of such efforts like
this: ‘Innovation manages strategic
risk. If you know the real risks, you can
innovate more.’ ■
Paul Walker is director of the Center
for Excellence in ERM at Tobin College
of Business, St John’s University, New
York, a member of the COSO ERM
Framework Advisory Council and
co-author of the ACCA/IMA report
For more information:
Read the ACCA/IMA study
Innovation and ERM: partners
in managing the waves of
disruption at bit.ly/Inno-ERM
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Beat the
rep rap
Failure to protect assets
against cyber and thirdparty risks could do heavy
damage to the corporate
reputation. Steve Giles
suggests a two-pronged
defence for SMEs
Threats to corporate reputation are
among the most significant risks facing
all businesses today. According to Aon’s
biennial global risk management survey
of 2015, reputational and brand damage
is replacing economic slowdown as the
perceived number one business risk.
Reputation is intangible but it has
various components: competence
and ability (competency is a baseline
requirement); consistency of performance;
comparison with competitors on price
and quality; innovation and style; fair
treatment of stakeholders; and how
matters are handled and communicated
when mistakes are made. Reputational
damage occurs when an event
reduces stakeholders’ perception of an
organisation, whether through the actions
of managers, employees, partners or
suppliers or from disruptions such as a
cybersecurity breach.
Reputational loss is particularly painful
for big businesses such as VW (emissions),
Samsung (batteries) and Rolls-Royce
(bribery and corruption). But smaller
businesses are susceptible too, especially
through advances in social media and
global connectivity. Put simply, negative
online reviews can lead to lost sales.
Research by Zurich Insurance Group
found that small and medium-sized
enterprises (SMEs) are as concerned
about online reputation as they are about
cyber attacks. However, 39% of those
surveyed never even check social media
for reputational damage. Many SMEs, it
seems, may simply be underestimating
the potential risks.

▲ Supply chain pain

Koh Dong-Jin, president of Samsung’s
mobile business, which recalled the
Galaxy Note 7 smartphone after batteries
supplied by a third party exploded
Two aspects of reputational damage
are especially important for SMEs:
cyber crime and third-party risk. Both
feature in the top 10 risks in Aon’s survey
because of their high impact. With their
limited resources, SMEs are particularly
vulnerable: they may be unable to
respond fast enough to a cyber breach to
avoid losing customers, or failure to keep
abreast of changing laws and regulations
may render them liable to prosecution.
Accountants can raise awareness of
the risks and help SMEs to manage and
mitigate them. They should ensure that
two traditional techniques are in place:
a control framework of basic hygiene
measures for cybersecurity and the
management of third parties, combined
with appropriate insurance cover to match
the needs of the business. This twin-track
approach enables accountants to make
the best use of corporate resources in
protecting reputation and promoting
resilience in their business.
Here are some practical tips to the
twin-track approach.

Cyber crime
The threat of cyber attack is now one
of the most prominent risks for UK
businesses. Government figures show
that two-thirds of large companies and
three-quarters of SMEs experienced some

form of cyber incident in 2016. Although
attacks on major companies such as
TalkTalk generate more media interest,
SMEs are increasingly being targeted
by cyber criminals too. Cyber crime is
estimated to cost UK businesses £34bn a
year, and it often has a devastating effect
on reputation too.
Cyber crime risk is well known, but
technology is evolving so fast that any
organisation could be a victim. While
the theft of customer information still
constitutes the biggest danger to
reputation, there was a significant increase
during 2016 in ransomware attacks –
spam emails loaded with malware that
scrambles data and demands a ransom to
decode it (see more in our ‘Basics’ feature
on cybersecurity in AB September 2016).
SMEs cannot eliminate the threat
from cyber criminals but they can reduce
the risk. For example, more than 1,000
UK businesses have adopted Cyber
Essentials, a government-backed scheme
to help companies protect themselves
against common online threats – viruses,
malware and hacking. All SMEs should
adhere to the minimum standards – a
series of prevention controls, including
educating staff on the key threats,
together with a response plan – see box.

Third-party risk
The legal landscape around business
relationships with third parties is
increasingly complicated. Accountants
working in the regulated sector for
anti-money laundering purposes will be
familiar with the requirements to conduct
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▲ Banking blowout

A cyber attack in July 2015 on the online
services of RBS left the bank’s customers
unable to access their accounts for up to
an hour
sufficient due diligence so they can know
their customers, but these regulations
are changing this year. Recent legislation,
from competition law to the Bribery Act,
has increased risk in dealings with other
third parties including suppliers, agents
and competitors.
Many SMEs are vulnerable to changes
in the law and regulations. They are also
vulnerable to the changing expectations
of large businesses. Some of their biggest
customers may be increasingly disinclined
to work with organisations that do not
meet their own compliance standards.

That leaves SMEs at risk of losing both
reputation and revenue.
Accountants have two important
roles to play here. First, in the absence
of dedicated compliance officers, they
need to remain vigilant and ensure their
colleagues are aware of new laws that may
impact their business.
Second, they should promote
minimum compliance hygiene standards
in four key areas:
appropriate policies signed off by the
board in key areas (anti-bribery and
corruption, modern slavery, etc)
documented risk assessment of
financial crime threats
due diligence of suppliers, agents and
other main contractual counterparties
ongoing training for managers and
employees.

*
*
*
*

Basic cyber hygiene

*
*
*
*
*
*

Promote network security and install appropriate, up-to-date antivirus
software and malware protection.
Use effective passwords – unique, secure (eight characters, incorporating
numbers, symbols and mixed-case letters) and changed regularly.
Have security protocols in place for removable media (mobile devices,
memory sticks, etc) and also for home and mobile working.
Be vigilant for fraudulent emails, and train staff in safe downloads – never
disclose personal or bank account information, do not open anything that
looks suspicious and do not follow ‘internal’ payment instructions contained in
an email without double-checking first.
Manage user privileges and monitor user activity.
Develop incident response plans if data is accidentally exposed or intentionally
stolen; these will support business continuity, improve stakeholder confidence,
reduce any impact and help to improve overall resilience.
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▲ Invasion of the data snatchers

TalkTalk was fined £400,000 for failings that
allowed hackers to access the personal
data of 150,000 customers (and the
financial data of 15,000 of them) – in 2015

Insurance
Organisations traditionally make use of
insurance to transfer to others portions of
high-impact risk such as cyber crime and
third-party liability. However, many SMEs
do not make the best use of insurance in
their risk management strategies. Recent
research by the insurer Royal Sun Alliance
found that only 9% of SMEs have cyber
cover in place, 82% have not altered or
increased their insurance coverage as a
result of technological change, and 88%
of brokers see underinsurance generally
as a problem for their SME clients.
The price of policies, questions over
whether cover is required, and lack of
awareness have all led to SMEs taking out
insufficient insurance cover. But there have
also been problems with the products
and services provided by the insurance
industry to SMEs, highlighted in the
Financial Conduct Authority’s 2015 review
into commercial claims. In response, the
British Insurance Brokers’ Association
launched a guide to help SMEs avoid
underinsurance in 2016. Proper insurance
cover enhances resiliency, and SMEs need
it as part of their overall risk management
strategy. (See also page 22.) ■
Steve Giles is an independent consultant,
lecturer and author specialising in
governance, risk and compliance
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The weakest link

Third-party trust and the management of supply chain risk are hard
to achieve without a global framework, argues Adrian Henriques
How far can you trace your
responsibilities? This question has a
practical and commercial dimension,
as well as a moral and philosophical
one. In terms of moral philosophy,
everything we do relies on and sets off
an endless chain of consequences. It
can be hard to trace the consequences
of our actions, but in so far as we can,
we are morally accountable for them.
Commercially speaking, the public’s
expectations of what companies are
responsible for are on the rise. Driven
by their consumers – and often by
environmental concerns – companies
are taking increased responsibility for
what they buy and the associated supply
chains, and for what they sell and the
associated ‘demand chains’. In short, the
entire value chain is under scrutiny.
Where the consequences are most
serious, these expectations have been
laid out in law. Elsewhere codes and best
practices exist that focus on transparency
and incentivise companies to change their
supply chain management processes.

Assessing the impact
Without knowing where the parts of a
product come from – and where they
go after manufacture and use – it is
not possible to put in place fully robust
processes to determine what their impact
may be. And without that knowledge,
not only will there be commercial risks,
but corporate strategies for responding
to environmental and social impact will
become haphazard.
Where customer health and corporate
reputation are at stake, traceability is
taken seriously. A significant part of the
fruit and vegetables sold by supermarkets
can be traced back not only to the farm
but sometimes to a small number of rows
of plants in a particular field.
Other industries also go to great
lengths to trace their products in use.
Rolls-Royce knows where its thousands of
aircraft engines are located at any point in
time. That is largely because the engines
are extremely expensive and incur great
costs when they are idle or out of service.
The globalisation of trade has made

the process of tracing supply chains
for many products highly complex.
Traceability problems expose businesses
of all kinds to compliance, reputation and
financial risks.
Currently there is no feasible, credible
and widely accepted framework or set
of standards for assuring the source or
destination of materials, components and
ingredients throughout a value chain.
Organisations that have a measure of
vertical integration in their operations may
develop proprietary traceability systems.
Some industries have cross-sector
systems, for example in IT. But the picture
is fragmented.
There are plans to develop an ISO
‘chain of custody’ standard. This might
set out the various ways in which a
sequence of owners of goods
should relate to each other in
order to capture the identities
of the different owners as the
product progresses through the
supply chain. But the standard
is not designed to answer the question
‘how far can you trace the product along
the value chain?’, except in a rather
roundabout way.
Some new technologies are
being deployed (or old ones
repurposed) that can dramatically
help with traceability. These include
DNA testing, radio-frequency
identification techniques and
isotope analysis. But without a
framework to understand the
traceability implications, it
will be hard to make best
use of them in a value
chain context.
So what could a
general traceability
framework or
standard do? Ideally
it would:
compare and
facilitate the
integration of
the existing
traceability
landscape into
a demonstrably

*

effective
traceability
system
introduce
cost savings in the
implementation
of traceability
independently in
new areas
assess, as part of due
diligence, the level of
traceability achieved by
a given system
deliver economic and
social benefit derived from
sharing good practice and
encouraging traceability across
an increasingly wide range of
economic activity.
It’s important to understand
your business’s ecosystem and
its multiple interactions, but a
standardised assurance framework
would help enormously in supply
chain management. ■

*

*

*

Adrian Henriques is professor
of accountability and CSR at
Middlesex University, UK

Globalisation
complicates the
tracing of supply
chains, exposing
businesses to
compliance,
reputation and
financial risks
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The view from

Award-winning Ben Catlin, head of acute finance at NHS
North Central London and an ACCA Leader of Tomorrow
I provide expert financial advice on a
range of matters that arise, so no two
days are ever alike. I could be meeting
with clinicians or executive directors in
any given day, discussing issues such as
supporting possible changes in services
to improve quality or productivity, or
achieving cost savings.

I lead the acute finance function in
North Central London, supporting the
commissioning of healthcare across five
London boroughs. This is more than oneand-a-half million people and over £1bn
of annual expenditure. My role primarily
involves funding the hospitals in North
Central London, including large trusts such
as University College London, Royal Free
and Great Ormond Street.
A large part of my job is to understand
the patient pathway, starting from
initial GP surgery or A&E review
through to inpatient stay, procedures
and beyond. My role involves interpreting
large datasets to identify trends so
the organisation can forecast what will
happen in the future in order to make
informed decisions.

I would advise
others not to
actively avoid
potential career
routes until you
have tried them,
or at least done
your research

A specific challenge at the moment is
the implementation of Sustainability
Transformation Plans (STPs). Through
these the local council, hospitals and NHS
commissioners work together to improve
health and care. This collaborative way of
working means we must move away from
isolated processes and procedures, and
all approaches are under review.
The ACCA Qualification lends
weight to the decisions that I make.
Ultimately the real satisfaction I get
is from knowing my input is helping
to shape the NHS going forward.
I would advise others not to actively
avoid potential career routes until you
have tried them, or at least done your
research, as your perception could
be incorrect. I spent most of my career
working at large hospitals, and saw my
move to commissioning as a short stint
to enable me to have a well-rounded
knowledge of the NHS. Nearly four years
later I still sit on the commissioning side
and thoroughly enjoy it.
A couple of years ago I was awarded
the title ‘Employee of the Year’.
Last year I was named by Accountancy
Age magazine as one of the top
35 accountants in the UK under the age
of 35, in its annual list. It is great to
be recognised, both internally and
externally. I am an advocate for ACCA
and I’m proud to be part of its ‘Leaders
of Tomorrow’ programme.
One of my passions is travelling. Later
this year I plan to take a couple of months
out of work to travel in Australia and
New Zealand. ■

Snapshot: HM Treasury
For any accountant keen to be at
the heart of government and policy
making, the Treasury is an ideal
career destination. It is at the centre
of government, and accountants are
central to its operations.
‘Our accountants work across
all groups in the Treasury,’ said an
official. ‘However the majority work
in our corporate finance team and
public spending group.’
The Treasury’s primary roles
are to control public spending to
ensure it is sustainable; set the
direction of economic policy; and
achieve strong and sustainable
economic growth. It also has
strategic oversight of the UK tax
system, and responsibility for
banking and financial services
regulation, financial stability and
City competitiveness. In addition,
it is responsible for the delivery
of major infrastructure schemes.
Departmental objectives include
ensuring the stability of the UK’s
macroeconomic environment and
financial system and increasing
employment and productivity,
backed by structural reforms.
At the time of its last finance
census in July 2016, the Treasury
employed 34 fully qualified and
26 partly qualified accountants,
on grades from executive officer
to director general. Pay for an
executive officer starts at £21,000,
up to a maximum of £30,000. There
is also London weighting of up
to £4,000. A civil service director
general could earn between
£160,000 and £180,000.

04/2017 Accounting and Business

UK_YPUB_Intro.indd 67

07/03/2017 18:14

68

Public | NHS

Holistic approach

The Future-Focused Finance programme helps clinicians and accountants to work
together more efficiently, promoting good practice throughout the health service
It should be no surprise that
strengthening financial management
is a priority for the NHS. Trusts in
England were in deficit by £1.8bn in
2015/16 and NHS England has the very
ambitious target of achieving £22bn in
efficiency improvements by 2020.
Alongside stretched funds, NHS
England is dealing with the continued
implications of radical restructuring arising
from the 2012 Health and Social Care
Act, which created a more diffuse, less
centralised NHS. One of the implications
of that legislation and subsequent
restructuring is that, where a decade
ago finance managers knew who led the
profession within the service, there is now
much less clarity around leadership.
‘People in different roles in different
types of organisation looked to different
people as their professional heads,’
explains David Ellcock, programme
director of the NHS Future-Focused
Finance (FFF) programme. It was that
lack of a clear, centralised, professional
leadership role that led to the formation
of FFF, which aims to ensure that everyone
connected with the finance function in
the health service can influence decisionmaking in ways that support high-quality
patient services.
‘This isn’t just about finance skills for
finance managers,’ Ellcock continues,
‘but finance skills across the NHS,
including for clinicians. It is focused on
the NHS in England because it is funded
by the regulators of the English NHS.’
However, the FFF website does have
links to contacts in the other UK regions,
helping to drive best practice across all
parts of the NHS.

Website revamped
The FFF site was first set up a little over
three years ago and has just been radically
revamped and improved. ‘This is the third
iteration of the website,’ Ellcock says. ‘It
took some time to develop the second
website, which was more community
focused, asking people what they were
doing, and seeking contributions in
the form of blogs. But that didn’t work

particularly well, as people were too busy
doing their day jobs.
‘So we launched the new website to
freshen it up, to make it more “push”
focused, pushing news out to NHS staff,
guiding users to what we want them
to see. We wanted to make it easier to
find information in a couple of clicks.We
encourage finance and other NHS staff to
look at the site and contribute to it.’
He goes on: ‘We try to share good
practice: for example, improving
collaboration between different
professional groups, in particular
clinicians working with finance staff. In our
Finance and Clinical Educators (FACE)

‘Finance staff have
to communicate
well with people
from different
backgrounds.
The days are over
when they focused
just on numbers’
initiative we are sharing best practice on
working with clinicians, helping finance
professionals to improve their standing
in the service. Continuing professional
development should be a key part of what
they are doing.’
The ‘best possible value’ area of the
website considers decision effectiveness
to help people understand how best to
do what they are doing. There are ‘hire
to retire’ and ‘process to pay’ maps,
which provide guidance to help finance
managers redesign their processes,
reducing the time they spend on tasks
and enabling them to add value.
‘We also support close partnering so
there is better working between finance
and clinicians,’ says Ellcock. ‘There are a
lot of signs showing that we are getting

things right and making a positive impact.
‘We are about improving NHS finance
for everyone. Whether people work in
finance or not, they all need access to
finance skills, methods and opportunities
to influence decisions affecting our
services. This helps us to then work
together to produce high-value services
and reduce waste in NHS spending.’
Although the launch of FFF predates
the scale of the financial difficulties now
facing the NHS, its operations today are
closely connected with the NHS efficiency
programme. ‘We have been challenged
by the Finance Leadership Council [see
box] that everything we are doing should
help people address their bottom line,
improving efficiency, providing better
models in the way they work,’ Ellcock says.
To succeed in this ambition, FFF works
closely with the accounting profession.
Ellcock adds: ‘We have links with ACCA
and encourage more people from ACCA
to get involved in the FFF programme.’

The wider picture
Ellcock is also keen to support the
recruitment of top-quality finance staff. He
is clear that the ACCA Qualification can
prepare an accountant for an NHS career.
What the NHS needs from a candidate,
he says is ‘somebody who is willing to
be flexible, who can communicate well
with people from different backgrounds,
who can explain the finance position to
people so that they can understand the
complexities, helping them see the wider
picture. That is pretty much the skills that
ACCA delivers to its members. The days
when the accountant just focused on the
numbers and the spreadsheets are over.’
Those thinking of a career in the
NHS, Ellcock says, need to recognise
this change in what is expected of
accountants today.
‘They need to understand what it
is that their organisation delivers – the
clinical side as well as the numbers. They
should join as many networks as possible
across their organisation and profession.
They should have a willingness to engage
as widely as possible and to work hard,
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NHS Finance Leadership Council
The NHS Finance Leadership Council (FLC) was formed in 2014 by FutureFocused Finance together with the Healthcare Financial Management
Association (HFMA) and the Skills Development Network (then called the Finance
Skills Development Network) to secure the aims and objectives of FFF over the
longer term. The FLC provides the strategic direction of FFF. It comprises the
leading finance professionals in the NHS in England.
Its members are Bob Alexander (executive director of resources and deputy
chief executive at NHS Improvement); Paul Baumann (CFO at NHS England);
Steve Clarke (finance director, Health Education England); Shahana Khan (director
of finance at the George Eliot Hospital NHS Trust and immediate past president
of HFMA); and David Williams (director general, strategy, finance and NHS, at the
Department of Health).
FFF is jointly funded by NHS England, NHS Improvement, the Department of
Health and Health Education England to drive improved financial management in
the NHS in England.

sharing the ethos of what the service
is about.’
Context, Ellcock implies, is everything
– the NHS is a complex service, one that
is changing yet remains strongly valuedriven. Delivering high-quality healthcare
to millions of patients involves getting
the most out of NHS resources. This in
turn depends on maintaining effective
partnerships between clinicians and
finance managers. FFF is a bridgehead
that helps to achieve that. ■
Paul Gosling, journalist
For more information:
Visit the FFF website at
futurefocusedfinance.nhs.uk
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Back to basics

In the latest in our ‘all you need to know but were too afraid to ask’ series, we
take a look at business incubators, skunkworks and creative workspaces

Most governments are keen to attract
investment from giant technology
companies, ambitious entrepreneurs and
smart startups – if they pay their taxes.
Successive governments have claimed
that the UK is one of the best places in the
world to create a business and grow it. In
June, when the UK people voted to leave
the European Union (EU) in a referendum,
some experts warned that uncertainty
caused by the vote could discourage
businesses from investing in the UK.

So when five months after the
referedum vote, two of the world’s
biggest tech companies, Google and
Facebook, said that they would expand
in the UK, hiring thousands more staff
for their London premises, it was seen as a
vote of confidence in UK plc.
But will the UK remain as attractive
for tech businesses and startups after it
leaves the EU? Much will depend on the
continued success of business incentives
and support (technical and administrative)

to boost business growth, including
business incubators, accelerators,
skunkworks and creative spaces.

Business incubators
Business incubators are organisations that
provide subsidised office space, training
and support such as financial and legal
advice. These began in the US in the late
1950s to support new businesses. The UK
has hundreds of them.
The main aim is to increase the chance
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◄ Power sharing

Apple will lease office space at London’s
Battersea Power Station, due to open in
2021. The tech giant will be the largest
single tenant in the 42-acre complex
of businesses surviving their formative
years. Sometimes the first three months’
rent are free. Businesses must provide a
business plan when they apply.
Incubators are sponsored by
companies, including Microsoft, Barclays
and Google, and universities and
government organisations. Businesses will
usually stay in incubators for a couple of
years, sometimes longer. When a business
gets bigger it may move to a technology
or science park.
In theory, everyone benefits. Startups
can get access to advice and funding.
Large, traditional companies can learn
from the ‘disruptive’ technologies
developed by startups, perhaps
partnering with them.
A lot of businesses use an incubator
when they are less than one year old
and before they have developed a
‘minimum viable product’, and they
when may not have raised funding,
says Stephanie Hussels, senior lecturer
in entrepreneurship and full-time
MBA director at Cranfield School
of Management.
Some incubators are independent
and not for profit. Some are sponsored
by the government or a university. Some
specialise in industries – for example,
technology. More universities are creating
incubators, which may be partly because
entrepreneurship is becoming a more
popular employment route for graduates.

Accelerators
In business the words ‘incubator’
and ‘accelerator’ are often used
interchangeably, but there are differences.
Accelerators typically support businesses
that are more than one-year-old and have
a viable product, Hussels says. As the
name suggests, accelerators are about
accelerating a startup’s growth − not
just helping it survive the tricky first few
years. They’re also more likely to provide
funding in return for an equity stake. Like
incubators, they provide mentoring.
One of the large accelerators is
Y Combinator, a US business that invests
$120,000 in each startup in return for 7%
of the company’s equity. Since 2005, it says
it has funded more than 1,400 startups,
including Airbnb, Reddit and Dropbox.

Another large accelerator, Alchemist,
focuses on startups that make the majority
of their money from businesses rather
than consumers. Its backers include
software suppliers Cisco and Salesforce.
com and venture capital firms.
Accelerators are expanding outside
London in response to the flourishing
tech industry in the north of England and
Scotland. Ignite, which is headquartered
in Newcastle, invests in tech startups.
Teams receive £17,000 per team in return
for 8% of founder shares. Startups that are
accepted on the programme (competition
is fierce) spend between 12 and 14 weeks
in a ‘workspace’. They get coaching,
mentoring, workshops and introductions
to the UK investment community. The
business founder goes on a trip to the
US. If a business doesn’t need more
investment, it can join the programme in
return for a smaller equity stake.
Of course, businesses and their
advisers need to do their research before
signing a deal with an accelerator. Who
are the ‘mentors’ at the accelerator?
What kind of businesses do they work
with? And how have the businesses
performed after graduating from the
accelerator programme?

Skunkworks
In 1943, Clarence ‘Kelly’ Johnson got
permission to create an experimental
engineering department within aerospace
company Lockheed Martin. During World
War II, Johnson and his team worked on
a secret XP-80 Shooting Star jet fighter.
The team designed and built the XP-80
in 143 days, finishing one week before
the deadline. The project was the first
example of ‘skunkworks’ in business − an
experimental laboratory or department
of a company or institution. The name
was a reference to a popular newspaper

Large companies
are still spinning
off departments
to channel
entrepreneurial
spirit and create
a breakthrough
product or service
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comic strip in the US, which referred to a
mysterious and foul-smelling place in a
forest called ‘Skonk Works’.
The model used by Lockheed Martin
was later employed by other companies,
including IBM, which used it to switch
from mainframe computers to PCs.
The word skunkworks is used less now,
but large companies are still spinning off
departments to channel entrepreneurial
spirit, experiment with ideas and maybe
create a breakthrough product or
service. Google’s Alphabet, which is a
holding company of the giant technology
company, has developed internet-beaming
hot-air balloons and self-driving cars.

Creative spaces
London is now the largest city in the world
for co-working spaces, says Varun Bhanot,
head of PR and partnerships at Hubble,
an online platform for shared office space
and traditional serviced offices in London.
Shared offices range in price from £100 to
£1,000 per desk, per month. They often
include conference rooms, breakout areas
for informal meetings, taking personal
calls and fun stuff including shared
ping pong and football tables, ‘beer
subscriptions’, coffee deliveries, plus
social and networking events.
‘The benefits are that staff usually
feel more comfortable and flexible when
working in an environment they love
and enjoy being in,’ Bhanot says. ‘The
benefit to companies is also that rather
than taking out a long-term lease on
space, sharing with others offers flexibility
on a monthly rolling basis, in case they
increase or decrease in size. On average,
growing startups change size every eight
to 10 months.’
The increase in demand for shared
offices began because of freelancers,
often in creative industries, who
wanted companionship, good coffee
and the reliable IT and administrative
infrastructure of a business, but without
paying sky-high rents.
Now, though, large companies
are sharing work spaces. KPMG, for
example, pays for space in Interchange, a
fashionable co-working space in Camden,
London. Facilities include networking
events, a gym and yoga.
KPMG says that its business advisers
offer advice, practical support and act as
mentors to creative new businesses in the
London borough. ■
Nick Huber, journalist
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Woman on a mission

As president of IFAC, CA ANZ member Rachel Grimes FCA is working to deliver a strong
standards-setting model that will support accountants in challenging times
In 2014, Rachel Grimes
stood face-to-face with Pope
Francis in the Vatican. The
meeting was, she says, an
‘amazing and overwhelming’
experience. The leader of
the Roman Catholic Church
addressed the delegation
of which she was part on
the importance of the
accounting profession to
society. Grimes recalls: ‘He
said, “You control the money.
Don’t leave anybody behind
in the process, and be aware
of fraud and corruption.”’
Grimes’ career has been
defined by that broader
contribution to her profession
and society, and Pope Francis’

message resonated strongly
with her. ‘I don’t want to sit on
the sidelines,’ she says. ‘I want
to get in and help. That’s my
standard modus operandi. I’m
prepared to roll up my sleeves.’
As a former president of
the Institute of Chartered
Accountants Australia
(ICAA), which merged in
2014 with its counterpart
the New Zealand Institute of
Chartered Accountants to
form Chartered Accountants
Australia and New Zealand
(CA ANZ), Grimes recently
became president of the
International Federation
of Accountants (IFAC), the
global organisation for the

accounting profession. Her
appointment comes at a time
of significant change for the
accounting profession, not
least as a result of technology
disruption, which she wants
the industry to be better
prepared for.
Another major challenge
is the ever-growing global
regulatory burden, particularly
around standards and
frameworks. Grimes believes
that the profession is on a
strong footing and living up
to Pope Francis’ lofty vision.
However, she wants to use
her presidency to defend
against regulatory overreach.
‘We need to draw a line in the

sand in terms of standards
setting,’ she says.

Early influences
Making a contribution to
society was instilled in Grimes
as a child. She grew up in
Sydney, where her father was a
lawyer, and her mother a nurse.
‘My parents were dedicated to
community service,’ she says.
‘They set a fabulous example
in trying to contribute as much
as you can.’ At school fetes,
Grimes would help her father
count the takings.
Starting her career at
PwC, she worked in audit,
specialising in banking, but
also helped with other clients,
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including the global sports
talent management company
IMG. ‘As a self-confessed
sports nut this was heaven,’
she says.
Rob Ward, a former ICAA
president himself, now head
of leadership and advocacy
at CA ANZ, employed her as
a graduate. ‘Rob has been a
big influence throughout my
accounting career. I probably
wouldn’t be sitting here today
without his guidance.’
It was Ward who introduced
her to the broader role an
accountant could play. When
he was ICAA president, Grimes
would sit in on meetings with
him. ‘I saw a different side of
accounting in terms of the
influence on outcomes, such as
in meetings with regulators.’
Grimes completed her ICAA
qualification at PwC, and sees
it as a passport to the world. ‘If
you want to travel, having that
qualification allows you to work
anywhere,’ she says, adding
that CA ANZ has members in
122 countries.
Grimes’ initial goal was
to become a partner. ‘I had
my blinkers on,’ she admits.
But then wealth manager BT
Financial Group approached
her with a very interesting offer.
She was torn, but decided to
make the move. ‘The hardest
path often works out the best
as you learn the most,’ she
adds. ‘You need to challenge
yourself in different ways.’
After BT, in 2007 Grimes
became director of mergers
and acquisitions at Westpac,
where she spent seven years
working on major transactions,
including the IPO of BT
Investment Management and
the merger of St George and
Westpac itself.
In July 2014, she became
CFO of Westpac’s group
technology division. ‘Westpac
is an amazing organisation
that has supported me in each
stage of my volunteering with
the accounting bodies, and
it complements my desire to
assist people,’ she says.

2016

Became president of IFAC

2014

Appointed CFO, group technology
division, Westpac

CV

2011

Appointed president of ICAA

2007-14

Director of M&A, Westpac (Sydney)

2006

Appointed a director of ICAA

2004

Appointed ICAA state chair of the NSW Regional Council

1998-2007

Numerous roles within BT Financial Group including M&A,
Life Insurance and CEO’s office

1994

Became an ICAA member (fellow, 2002)

1990

Joined PwC

Grimes joined ICAA in
Australia in 1994, becoming a
fellow in 2002 and a director
in 2006. In 2011 she was
appointed president, only the
second woman to hold the
title. She laid the foundations
for the successful merger
between the Australian and

New Zealand member bodies
by aligning their education
and technology platforms.
Grimes joined the IFAC
board in 2011. The goal
then was to provide greater
representation of accountants
from the business sector, and
she saw an opportunity to

ACCA/CA ANZ alliance boosts value
This article is one of a number we are sourcing from
ACCA’s alliance partners at Chartered Accountants ANZ.
The strategic alliance was agreed in June 2016 to deliver
value for members of both bodies. Benefits so far include:
access to each other’s CPD resources, increasing the
range of learning opportunities for members on a wide
range of topics and in a variety of formats
Reach magazine, a special joint publication with insight
and articles sourced from both bodies, addressing
challenges faced by professional accountants across
the world (see page 9)
opportunities to attend face-to-face events held by
the partner body
the combined power of two strong brands
joint research activities.
More at accaglobal.com/alliance

*
*
*
*
*
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work closely with someone
she deeply respected. In 2014,
IFAC was about to appoint its
first female president, Olivia
Kirtley, who was also IFAC’s
first president from industry
and business rather than
public accounting.
‘I think Olivia is outstanding
and I knew she was someone
I could learn a lot from,’
Grimes says. She put her hand
up to work alongside Kirtley
as IFAC’s deputy president,
and succeeded after a
rigorous selection process that
included mock presentations
and press conferences, and an
eight-person panel interview.
As deputy president she was
responsible for setting a threeyear strategy for IFAC.
At the end of Kirtley’s
two-year tenure as president
in 2016, Grimes was elected
to replace her as the leading
voice of the accounting
profession globally. She has
moved quickly. By setting up a
technology advisory group, she
has positioned the accountancy
industry to manage the risks
and embrace the opportunities
of technology, particularly
artificial intelligence and
robotics. The group’s first
meeting this year included the
CEOs of all of IFAC’s member
bodies as well as computer
giant IBM.
Grimes says accountants
need to differentiate
themselves in a world where
technology can perform many
core tasks in areas such as
auditing, but where analysis
and high-level business
understanding remain crucial.
‘People will always want that
face-to-face service. What
skillsets do we have to build
around young people so they
can deliver on that?
‘We need to make sure
we are across things that
are changing quickly, like
technology,’ she adds. ‘Data,
for example, is the most
valuable asset of any company.
But it’s not on any balance
sheet. How do we audit that

»
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and place a value on it?’
Grimes also wants to help
attract and retain young talent,
and to recruit more women.
As ICAA president she met
pioneering female accountants
from across Australia.
But her key ambition is
to create certainty around
the setting of accounting
standards and frameworks.
The Monitoring Group of
international regulators and
financial institutions, and

the Public Interest Oversight
Board, are reviewing the
standards-setting model to
ensure the public interest
is being met and that the
industry has the most
appropriate governance
structure. Grimes says IFAC
is always looking for ways to
improve the standards-setting
process and has allocated
significant resources to this.
She warns against diluting
the role of accountants in
the standardssetting model.
‘Accountants
are experts in
‘I don’t want to sit
their respective
on the sidelines.
fields,’ she says.
‘The technical
I want to get in
expertise is such
and help. That’s
that a lay person
my standard
cannot assume that
responsibility. It is
modus operandi.
absolutely in the
I’m prepared to
public interest that
the best possible
roll up my sleeves’
individuals from
diverse geographic

regions and backgrounds
from the accounting
profession are best placed
to develop standards.’
There is a fine line, she
says, between creating
an ‘overly independent’
standards-setting model and
having the deep expertise
of accountants to draw
on. ‘With ethics at the very
foundations, accountants
operate within the public
interest,’ she says. ‘This
should never be forgotten.’

Knee-jerk reactions
Another concern is to avoid
ill-considered changes to
the process in response to
events. ‘The model should
not be constantly tinkered
with to account for extreme
scenarios,’ she says. ‘Rather,
the focus globally should
be the speed to market of
standards, and the adoption.
This will ensure that scarce
capital is allocated to the
most efficient users.’

Grimes firmly believes the
accounting profession is on
track to live up to the message
of Pope Francis, and plans to
defend it staunchly during her
tenure as IFAC president.
‘The accounting profession
is first class,’ she says. ‘A
profession, by definition, is
something that’s ethically
based. The global accounting
profession is strong, it has
robust foundations and a solid
framework for our members to
turn to in difficult times. The
member bodies are always
looking at better ways to
support their members – that’s
three million accountants
across the globe.’ ■
Ben Power, journalist based
in Sydney
This is an edited version of an
article that was first published
in Acuity, the member
magazine of ACCA’s strategic
alliance partner Chartered
Accountants ANZ
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Join the skills voyage

Forward-looking businesses are increasingly turning to ‘trailblazer’ apprenticeship
schemes to enhance their business and give talented individuals a head start
Trailblazer apprenticeships
put employers at the
forefront of vocational
learning, letting them
develop workplace training
relevant to their business.

Employers can band
together to form a
‘trailblazer’ group to
design new apprenticeship
standards for occupations in
their sectors.

The apprenticeships
created in this way offer
a genuine alternative to
university-based education.
They are increasingly viewed
as a good way to build

workforce skills and attract
highly motivated staff to help
businesses grow.
That, at least, was the view
of stakeholders at a series
of events during National
Apprenticeships Week in
March. Their appreciation
of apprenticeships came
from identifying them as
delivering the following
business benefits:
Apprenticeships make
good business sense.
Taking on an apprentice
requires minimal financial
investment but delivers
a committed, highly
motivated individual who
can make a positive impact
on a business.
They make hiring simpler
and cheaper – 59% of
employers say training
apprentices is more
cost-effective than hiring
skilled staff.
They drive motivation
and retention – 92% of
employers with apprentices
say apprenticeships lead
to a more motivated and
satisfied workforce.
They help develop existing
staff. Apprenticeships
can help structure and
accelerate the training
and development of
all staff.
They introduce fresh
perspectives and new
ideas into the business.
And that can help you
build more diverse and
innovative teams.
They build a talent
pipeline – 57% of
employers say a high
proportion of their
apprentices go onto
management positions
within their organisations.

*

*
The apprenticeship levy and the accounting sector
The government has announced one of the biggest changes to the employment landscape
in decades with the introduction this month of the apprenticeship levy.
The levy creates a fund that employers can access to pay for an approved apprenticeship
scheme, either directly in England or through devolved arrangements in Wales and Scotland.
Whether a business pays the levy or not, it can use the fund generated by the levy to set
up and finance an apprenticeship scheme that supports the development of, say, accounting
and finance skills in the business. The objective of the levy is to give employers more control
over where and how money is spent on apprenticeships.
‘The ethos behind the levy is to stimulate productivity in the workplace,’ says John
Williams, head of ACCA UK. ‘This can be achieved via better access, embedding learning in
the workplace, driving social mobility, building diversity and ultimately creating opportunity.
‘The levy benefits individuals, employers, training bodies and society, encouraging
participation in vocational learning. It is the biggest shake-up in apprenticeships for 40 years.
It’s going to seriously sharpen the mind.’
From 6 April, employers with a payroll that exceeds £3m a year will have to pay an
apprenticeship levy amounting to 0.5% of their wage bill. They can claim back from the levy
fund a maximum contribution of £9,000 per apprentice to help finance their training.
Non-levy payers – which will include many smaller accountancy practices and small
businesses – can claim up to 90% (or £8,100) per apprentice towards the cost of training.
There are additional incentives for businesses with fewer than 50 employees to take
on apprentices.
While training may be delivered to people from age 16, the levy is not aimed solely at the
young. Employers can formalise skills training for existing staff, irrespective of age.

*

*

*

*
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Do your bit to inspire a new generation

ACCA’s support for apprenticeships

Research by ACCA in collaboration with YouGov shows
that one in three students aged 16-18 receives no careers
advice on apprenticeships. ACCA members can make
a big difference here, as ACCA UK head John Williams
explains: ‘Many of our members already do a fantastic
job of engaging with local schools and colleges, and we
value their input. They highlight the benefits of joining the
profession, and that ACCA is a great choice supporting
accountants throughout their career.
‘These new professional apprenticeships provide a real
alternative to university, enabling individuals to acquire
highly valued technical and softer, transferable skills.
‘We want to do more to give young people the advice
and experiences that will make a difference to them taking
their first steps in working life, so we are calling on our
members to play their part. Email us to find out more at
advocacy@accaglobal.com.’

ACCA supports measures to increase the number of
apprenticeships and has developed the ACCA Accounting
Technician Apprenticeship (a Level 4 Trailblazer). Launched
last month, it capitalises on the trailblazer system
established by the government to offer a new opportunity
for businesses to recruit talent into their finance functions.
Businesses that want to take advantage of the new
funding arrangements through the apprenticeship levy
can train apprentices in the ACCA Diploma in Business
and Accounting.
ACCA is also working with a trailblazer steering
group to open up an apprenticeship pathway through
to the ACCA Qualification and full ACCA status with the
launch of a Level 7 Trailblazer Professional Accounting
Apprenticeship in autumn 2017.
ACCA says that it is seeing interest from employers in
offering degree apprenticeships to recruits.

In recent years the
government and employers
alike have voiced concerns
about a fall in the number
of young people pursuing
careers in science, technology,
engineering and mathematics
(Stem), and the growing
shortage in Stem skills. The
trailblazer apprenticeship
approach seeks to address this

and also ensure that new job
entrants are more work-ready.
ACCA has always
been proud to offer
different pathways into the
profession, and the focus on
apprenticeships shines a light
on the diversity of talent in the
UK. ‘By building partnerships
that bring together the
business community,

education providers and,
crucially, new talent, we
are able to create the right
conditions for individuals to
thrive and build the skills we

need across our profession,’
says John Williams, head of
ACCA UK. ■
Kate Harrison, journalist
For more information:

Find out more about ACCA’s Accounting Technician
Apprenticeship at bit.ly/ACCA-trailblazer or email
apprenticeships@accaglobal.com
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ACCA’s X factor

ACCA-X, the learning platform and resource that serves 232 countries and territories,
wows judges to scoop a top prize at PQ Magazine’s awards ceremony
ACCA’s online learning
platform has been awarded
study resource of the year by
PQ Magazine at a ceremony
held in London.
ACCA-X was recognised
for providing high-quality,
affordable and relevant
financial literacy learning
to people all around the
world. It aims to change how
accountancy is taught, through
its use of online tutors who
guide students through the
interactive content.
Celebrating its second
anniversary in April, ACCA-X
has welcomed 175,000
course enrolments from 232
countries and territories. The

courses prepare learners for
Certificates in Financial and
Management Accounting
and the ACCA Diploma in
Accounting and Business.
It has a diverse learning
community, including university
students, job changers,
entrepreneurs and SMEs.
‘The judges all agreed this
product has a “wow” factor
that’s making a real difference,’
said Reza Ali, ACCA’s
director of new ventures. ‘It is
wonderful to be recognised
at the awards, as it confirms
we are a truly unique learning
resource for those looking to
gain finance and business skills
to achieve their aspirations.’ ■

▲ Award-winning

Training provider IAB’s CEO Malcolm Trotter (left) presents
the award to ACCA’s head of products Mark Kennard

For more information:
For more information on ACCA-X, visit bit.ly/acca-x
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Upcoming events

ACCA has nearly 40 member networks across the UK, so you’re never far from an
ACCA event. Here are highlights of what’s coming up
England

although other taxes will be
touched upon. Topics include:
risk factors for selection; how
HMRC investigations work,
with tips and tactics; HMRC
powers; penalties and interest;
and current issues and trends.

Budget breakfast

5 April, Hull, free
Tony Bullock FCCA, senior
partner at Dutton Moore, will
give an overview of key points
from the chancellor’s budget.
There will also be a Q&A
session with the firm’s tax team.

Scotland
FinTech – transforming
finance

Tax goes digital

6 April, Exeter, free
By 2016, individuals and small
businesses will have their own
digital tax account, enabling
them to interact with HMRC
digitally. By 2020, they will be
able to register, file, pay and
update their information at any
time that suits them. For the
majority, there will be no need
to fill in an annual tax return.
Hear the latest updates from
HMRC’s digital team, followed
by a case study from digital
accounting company Soaring
Falcon Accountancy.

20 April, Edinburgh, free
FinTech is revolutionising
finance and threatening
traditional institutions, with
a host of startups taking
their lead from the big tech
innovators. The driving forces
behind this change, examined
in ACCA’s report FinTech –
transforming finance, will be
explored by the report’s author
Jimmy Greer, who will also
examine the implications.

Wales
Tax and employment law

Brexit 10 months on

21 April, Hove, £12.50
Tim Loughton, MP for East
Worthing and Shoreham,
will examine the European
landscape 10 months on from
the Brexit vote. Loughton
worked as a fund manager
in the City of London
before becoming a director
at Fleming Private Asset
Management, and is well
placed to comment on many
issues facing businesses.
This breakfast event will also
provide an opportunity to
celebrate St George’s Day.

HMRC investigations

26 April, Newcastle, free
This practical event on dealing
with HMRC investigations
will focus on business taxes,

Executive presence and impact
22 April, London, £40
This Women’s South East Network event will cover
effective executive presence, appearance, gravitas and
communication. The workshop will include a range of
interactive exercises.

27 April, Swansea, free
Paul Shuttleworth from JCP
Solicitors will provide an
update on recent changes
to employment legislation
and outline what is expected
in 2017/18. Leighton Reed
from accountancy firm
Broomfield & Alexander
will summarise some of the
key changes and hot topics
around tax legislation,
focusing particularly on tax
issues and tax planning
opportunities facing
businesses in Wales.

Professional courses
CPD conference two

Multiple dates/locations,
£155
Our Saturday CPD conferences
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World-class speakers at Accountex 2017
10-11 May, ExCel, London, free to ACCA members
Accountex is the UK’s biggest accountancy exhibition and
conference of the year, attracting over 6,500 attendees. This
year it returns to London’s ExCel and will feature 200 exhibiting
companies and offer larger theatres for its over 180 CPDaccredited keynotes, seminars, panel sessions and workshops.
The lineup for the Keynote Theatre features inspiring
thought leaders, including:
Justin Urquhart Stewart, head of corporate development
and co-founder of Seven Investment Management
Jon Thompson, CEO of HMRC

*
*

take place in seven locations
across the UK: Birmingham,
Bristol, Glasgow, London,
Manchester, Sheffield and
Swansea. The conferences
are a great opportunity
to keep your professional
knowledge up to date, gain
access to expert speakers
and network with like-minded
individuals, without disrupting
your working week. The

‘Conference Two’ series
includes corporate taxes for
owner-managed businesses,
business and employment law
update, Finance Bill/Act 2017
and VAT update.

Guide to practical audit
compliance for partners
and managers
23-24 May, London, £445
This two-day workshop

Gary Turner, Managing Director of Xero.
*Innovation,
growth, profitability, marketing, networking,
tech trends, automation, cloud accounting, auto-enrolment,
effective pricing, Making Tax Digital, the implications of
Brexit and future predictions are some of the topics under
discussion in the show’s 14 free business theatres.
ACCA will be hosting its own theatre again, with sessions
and speaker lineup to be announced shortly.
For more information and to register for free for
Accountex 2017, visit www.accountex.co.uk and use priority
code ACCA108.

helps participants prepare
their practices for ACCA
audit monitoring visits,
including identifying the
most common causes of
unsatisfactory monitoring

visit outcomes. Participants
will learn how to undertake
audits and record audit work
in compliance with auditing
standards and monitoring visit
requirements. ■
For more information:

Use our CPD Resource Finder to search by postcode
for events close to your home or office. You will find it at
bit.ly/ACCA-CPD1
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Platform scoops prize

Nature’s numbers

Embedding natural and social capital in business decision-making
was the theme of the first of this year’s ACCA President’s Debates

76 Apprenticeships
Trailblazer schemes are
building workforce skills

► Bring in
biodiversity

26 President
Let’s lead the corporate
culture revolution

Phil Hogan,
EU agriculture
commissioner, at
the debate

ACCA member
benefits
Employability
Membership improves
earning power and job
prospects on a global
scale.
Influence and
representation
Members play key
roles in representing
and developing the
profession, backed by
cutting-edge research.
Knowledge and
connections
Keep up to date with
our publications and
social media feeds. Our
events let you network
with a large peer group.
Personal development
CPD, training and career
progression support.
ACCA Careers
Our careers portal gives
guidance and lists job
vacancies worldwide.
Customer care
Fast and efficient
support around the
clock, by phone, email
and webchat.
Go to accaglobal.com/
memberbenefits

Social and natural capital
imperatives are increasingly
seen as issues that
businesses and investors
should manage and quantify,
panellists at ACCA’s recent
President’s Debate in
Brussels agreed.
However, they
acknowledged that these
goals are not easy to achieve.
The focus in accounting for
natural capital is often on
ecosystem services and the
challenges associated with
their valuation. The valuation
of biodiversity has proved
even more challenging.
This year’s debate took
as its theme accounting for
public goods – the social and
natural capital imperatives.
Policymakers, investors,
land managers, businesses,
natural capital specialists and
accountancy professionals
assembled to discuss how
accounting can help integrate
the values and services of
nature into economic decision-

making, and how that could
help businesses make more
sustainable choices.
Brian McEnery, ACCA
president, said: ‘The growing
interest in the concept of
natural capital is already
driving a wide range of
initiatives aimed at developing
tools and frameworks for
accounting and reporting, as
illustrated in ACCA’s recent
paper, Natural capital and
the accountancy profession.
But we need to do more,
and a meaningful measure
must be found to incorporate
biodiversity in the process.’
In his keynote speech,
Phil Hogan, EU commissioner
for agriculture and rural
development, said: ‘We all
agree that agriculture plays
a key role in the provision
of measurable global public
goods and the safeguarding of
natural capital. Further policy
action is needed to strengthen
the ability of farmers and land
managers to generate these

public goods. But the devil
is in the detail: it is always
very nice to talk about public
goods, but it is worth asking
what exactly this means. How
can we measure their value
and how can we all contribute
to their provisions?’
The debate recognised
that the world is facing
sustainability issues on a
global scale, with biodiversity
loss and ecosystem collapse
ranked as highly likely risks
with high impact in the World
Economic Forum’s Global
Risks Report 2017. Natural
capital accounting should
improve the management of
these risks.
Panellists stressed that
tackling today’s ecological
crisis is not only an
ethical issue. Preserving
the variety and abundance
of life on earth is also an
economic imperative.
The second President’s
Debate of the year will be held
in Dublin on 27 June. ■
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