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Raising the bar

The global economy continues to be shaped by uncertainty, 
volatility, and globalisation. While the upheaval has no doubt 
driven demand for services that help clients navigate the choppy 
waters of uncertainty and risk, the impact on the accountancy 
profession itself has been huge. In particular, rapid advances 
in technology and ongoing competition for the best people are 
combining to further exacerbate the challenges already faced  
by the sector.

Combined global revenue for the top 25 networks and 
associations in the financial year 2016 reached $188.53bn, 
representing an aggregated 3% hike in fee income on the 
$182.32bn total of the previous year, with many bemoaning the 
impact of a strong US dollar on masking stronger – in some 
cases double digit – local currency growth.

Increases in fee income across the largest networks and 
associations support the view that demand for services  
remains strong, particularly those aimed at helping clients 
manage increased regulatory pressure, digital disruption and a 
growing focus on mitigating risk. But the market is undergoing 
huge flux as clients continue to grapple with the challenges 
thrown up by a difficult business environment, geopolitical 
uncertainties and huge disruption to business models due to  
the pace and scale of technological innovation.

That changing landscape has shifted not only the kinds 
of services being offered by professional services firms – 
increasingly focused on projects to help clients benefit from 
technology-driven change including cyber, analytics, artificial 
intelligence, cloud computing, digital, and the Internet of Things 
(IoT) – but also the way those services are delivered. The onus 
on firms is to push their technical prowess in an attempt to steal 
a march on the competition.

Outside of the Big Four, the aftermath of regulatory reform  
is prompting many networks and associations to evolve the  
audit reporting model to ensure it remains relevant. The 
technological revolution means the industry needs to  
understand the impact of areas such as big data and artificial 
intelligence and the opportunities they present for services  
and the service delivery model.

Accountancy chiefs also admit they are having to work if not 
harder, then smarter in order to retain that market share, amid 
growing competition for audit work, the constant rewriting of 
global tax rules and a general reluctance for clients to part with 
hard-earned cash at a time of such uncertainty.

The benefits of a multidisciplinary approach appear to be gaining 
traction and the Big Four all significantly bolstered their legal 
offerings over the course of 2016 to reflect client demand for a 
full range of services: Accounting, Legal, Tax, Advisory.

The Big Four Dominate the UK Market
The UK accountancy market is a challenging environment – 
there is higher pressure on regulation, increased competition for 
work, and ongoing consolidation across UK firms. Brexit has had 
an impact too, creating uncertainty and impacting short, medium 
and long-term planning among clients.

The Big Four’s dominance of the market continues apace. 
Despite moves designed to encourage larger clients to move 
away from the four largest networks – Deloitte, PwC, EY and 
KPMG – they continue to generate 80% of revenues in the 
UK. Experts maintain that a genuine appetite for non-Big Four 
networks to take on FTSE 100 audits is at least five years away. 
However, regulatory changes around statutory audits are at least 
prompting large companies to embark upon discussions with 
top-end mid-tier players and consequently discover more about 
their capabilities, particularly tax services.

While audit appears to be suffering as a result of the flux, the 
growth opportunity for firms is advisory services that carry a 
greater value proposition and margin. Many networks are looking 
to highly specialised consulting offerings, particularly in tax, 
technology, IT security/privacy, regulatory compliance and big 
data, as the biggest opportunities for growth.

Many mid-tier players also see consolidation as a route to 
growth, as the combination of increasing costs, a shrinking talent 
pool, the need to invest and to manage regulatory demands 
mean that many are having to look to mergers and acquisitions 
in order to survive.

BTG Advisory comments on how the accountancy sector is rising to the 
challenges of increased economic uncertainty, heavy regulation and new 
technology transforming the delivery of professional services.
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Industry Issues

Audit

FTSE 250 Churn as a Result of Regulatory Changes

EU rules that came into force in 2016 require listed companies 
to change their auditor every ten years alongside a clampdown 
on the provision of non-audit services to audit clients. This has 
undoubtedly had an impact on the procurement strategies of large 
businesses and the level of audit tendering and rotation in the UK 
was relatively significant in 2016 compared with previous years.

In 2017 this shows no sign of slowing down, and we expect this 
trend to continue as the rules bed in. This will no doubt focus 
the minds of audit committee chairmen because, unlike before, 
the method of tendering is now prescribed in UK law. Many of 
the tenders this year, where audit firm rotation was not required, 
resulted in the retention of the existing auditor.

The prohibitions on non-audit services may be felt more keenly 
next year, as previous uncertainties over which services are 
prohibited are laid to rest. Allied to this is the new restriction 
on the extent to which a permissible non-audit service can be 
used, via a 70% cap on fees. This will bite for the first time in the 
2019/20 financial year.

Technology and Automation 

Long the bread and butter of accountancy firms, the combination 
of changes to the audit threshold, downward fee pressure 
and growing expectations of clients have combined to totally 
transform the audit landscape. Increasing competition across the 
sector is forcing many auditors to search for ways to provide a 
unique and more consultative service to clients.

One of the key ways that auditors can provide value, increase 
efficiency and improve quality, is to mine the huge volume of 
data now available to them, thanks to advances in technology. 
More than just a nice to have, the onus on auditors to step up to 
new technology-enabled ways of working is driven not simply 
by the fact that the data is readily accessible but, perhaps 
more importantly, because clients increasingly expect it. As a 
result, technology – and the insight it can help provide – is fast 
becoming a cornerstone of the audit process.

The inevitable journey towards the ‘data-driven audit’ involves 
not only analytics, but artificial intelligence and machine 
learning to automate traditionally labour-intensive work, and 
provide auditors with new insight into a business and its risk 
environment. With vast swathes of audit groundwork now able 
to be completed automatically, along with visualisation tools that 
make it easier for auditors to interpret data, the role of the auditor 
is evolving to take on a more strategic, analytical role.

Tax

Tax Simplification

It was announced at the Autumn Statement 2016 that the 
Office of Tax Simplification (OTS) had been asked to conduct a 
simplification review into the VAT system, amid continuing calls 
for the government to make headway on simplifying the UK’s 
20,000-plus pages of Tax Code. 

Overhauling VAT could greatly benefit businesses struggling 
with a complex and often distorted system, according to the 
OTS, the independent advisor to the Treasury, which said it 
was investigating the possibility of getting rid of some of the 
“barnacles of complexity” that have attached themselves to 
VAT over its 44-year history. It cited numerous quirks in the 
VAT system: for instance, cereal bars, potato crisps and raisin 
snack pots all attract VAT, but flapjacks, corn chips and raisins 
for baking do not. The OTS said different tax treatments were 
“heavily influenced by historical accident or legacy decisions”, 
which in some cases dated back to purchase tax in the 1940s. 
Commerce was moving faster than VAT law, it added.

Clampdown on Tax Evasion by Multinationals

HMRC estimates that the hidden economy, criminal activity and 
tax evasion account for £16.2bn of the total UK tax gap of £36bn. 
No surprise, then, that it is focusing its efforts on deploying more 
resources to tackle tax evasion in respect of UK and offshore 
sources of income and gains.

In the battle against offshore tax evasion, the outcome of the 
HMRC consultation on Requirement to Correct is not yet known. 
However, this major new tax law will encourage people with 
offshore issues to put them right by 30 September 2018, or face 
the consequences; penalties range from 100% to perhaps as 
much as 300%, accompanied by the potential for naming and 
shaming as well as a possible extension of assessing time limits 
up to as much as 25 years.

The Worldwide Disclosure Facility will offer digital disclosure for 
those who come forward. As the Liechtenstein Disclosure Facility 
is no longer available, voluntary applications for the contractual 
disclosure facility (COP9) will be the only guarantee of protection 
from criminal investigation and potential prosecution.

Tax Rates as a Competitive Tool

In a volatile, uncertain, complex and ambiguous world, 
governments continue to turn towards taxation as a constant in 
their economic armoury, in particular inducements from lower 
business/corporation tax rates coupled with incentives to those 
encouraging research and development.

In the United States, President Trump has promised lower 
corporate tax rates (from the current 35% rate down to 15%) and 
significant impetus for infrastructure projects. He is even floating 
a possible repatriation tax ‘holiday’ of 10% to bring worldwide 
earnings back to the US. There is also the potential for a 
simplification around personal tax rates with some reductions, 
cutting the top rate by over 6%. Meanwhile the UK government 
has suggested it would match or even improve upon any US 
corporate tax rate cut.
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Tax cuts need to be funded, however, and the introduction 
of a goods and services tax (GST) – or similar indirect taxes 
– continues to find support around the world. India already 
committed to the introduction of a GST in April 2017 and the 
United Arab Emirates is gearing up for its own VAT in 2018.

The Digital Tax Agenda

From the difficulties of taxation in a digital economy to the way 
tax authorities are using technology to gather information, the 
digital world has massive ramifications for the accountancy 
profession and the businesses it serves.

Making Tax Digital (MTD), the government’s flagship policy 
to digitise tax by 2020, represents the biggest change in tax 
administration for more than a generation, with millions of 
businesses across the country being required to manage and 
submit their tax digitally in quarterly updates to HMRC rather 
than a single annual tax return.

MTD presents a huge opportunity for accountancy practices to 
make it easier to work with clients and provide them with deeper 
insights and expertise over their finances. Surveys suggest that 
microbusiness owners are generally optimistic about digital  
tax, with many believing that it would make running their 
business easier. But more clarity is needed. The government  
has yet to specify exactly what information business owners  
will be expected to file. We are also still waiting on the final 
threshold for determining whether businesses need to comply 
with the legislation.

Meanwhile, the tax implications of the gig economy are 
increasingly under the spotlight after Chancellor Philip Hammond 
was forced to reverse plans outlined in the Spring Budget to 
increase National Insurance contributions for self-employed 
workers. Certainly, with working practices and employment 
patterns now very different from how they were in the past, the 
time is right for a thorough review of how the self-employed 
should be taxed and the correct balance of fairness between the 
tax systems for the employed and the self-employed.

Accountancy

IFRS

The focus for companies in 2017 has been on preparing for the 
implementation of a host of new international financial reporting 
standards, some of which are expected to have far-reaching 
implications for businesses. 

IFRS 15 Revenue from Contracts with Customers, compulsory 
from years commencing on or after 1 January 2018, introduces 
the concept of ‘performance obligations’ that can often cause the 
timing of revenue recognition to change substantially. Overall, it 
should lead to more appropriate accounting, matching revenues 
more closely to the work that is performed to earn them. UK-based 
telecoms companies and software suppliers are more likely to 
find that their profits are booked earlier, which could, for example, 
create challenges in relation to cash flow to pay dividends. 

IFRS 9 Financial Instruments introduces a new expected-loss 
impairment model that will require more timely recognition of 
expected credit losses and a logical model for classification 
and measurement driven by cash flow characteristics and the 
business model in which an asset is held. It also includes a 
substantially reformed approach to hedge accounting, with 
enhanced disclosures about risk management activity. This 
has particular implications for the banking sector, and while 
it will affect the way investments will be valued, it is generally 
considered a positive step, offering more accurate valuations of 
assets and liabilities. The new standard will come into effect on  
1 January 2018 with early application permitted.

The objective of IFRS 16 Leases was to set out the principles 
that both parties to a contract, i.e. the customer (lessee) and 
the supplier (lessor), apply to provide relevant information about 
leases – for example, machine rental, buildings, car rental – in 
a manner that faithfully represents those transactions. The net 
effect on the balance sheet is likely to be minimal, depending 
on how many leases you have of course. It applies to reporting 
periods beginning on or after 1 January 2019, although can 
be applied before that date by entities that also apply IFRS 15 
Revenue from Contracts with Customers.

IFRS 17 Insurance Contracts will apply to accounting periods 
from 1 January 2021, although it can be applied sooner, and 
represents the biggest shake-up in decades for insurance 
reporting. It sets out to simplify and standardise insurers’ often 
complex and disparate financial statements. The main benefit is 
to allow for ease of comparison between international companies 
for investors, providing a single principle-based standard to 
account for all types of insurance contracts. However, many 
companies will be forced to change their valuation methods, and 
implementing IFRS 17 will involve major changes to insurance 
companies’ finance reporting processes, systems and data. The 
cost of compliance is, not surprisingly, expected to be huge.

Challenges

Pensions Enrolment 

Although pensions auto-enrolment has been hailed as a 
political success story, the biggest challenge remained this 
year with more than a million SMEs and microbusinesses set 
to go through the process of setting up and enrolling staff into 
workplace pension schemes, almost three times the 340,000 
businesses that have already done so since auto-enrolment 
started in October 2012.

Under workplace pensions law, all businesses had to enrol 
eligible workers – those at least 22 years old and under state 
pension age, earning over £10,000 a year and working in the 
UK – into a qualifying workplace pension scheme by April 2017. 
Employers need to repeat the automatic enrolment process 
approximately every three years, known as re-enrolment.
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Two-thirds of all employees are now active members of a 
pension scheme, compared with just 47% in 2012. However, the 
combination of a lack of financial clout, the absence of in-house 
expertise and a large pinch of apathy among the UK’s smallest 
companies should not be underestimated. Coming on the back 
of the National Living Wage and a general barrage of red tape 
facing small businesses, the majority are expected to turn to a 
third party to help them through the process.

Accountants already offering a payroll service are well placed 
to talk clients through the mechanics of the new regime. Where 
they are most likely to add value is translating the different 
definitions of earnings that can be used in contributions 
calculation, identifying which staff are eligible to be enrolled 
and helping clients communicate the new rules to employees. 
Accountants should also be thinking about the cost of auto-
enrolment for clients and factoring that into financial planning.

Practice Management Issues

Diversity and Leadership

Diversity and inclusiveness (D&I) should be a commercial 
imperative for the accountancy profession, given their business 
advisory role and the well-documented benefits of diverse 
teams – notably the avoidance of ‘groupthink’ in the face of an 
increasingly diverse client base. But few accountancy firms can 
claim true diversity across their businesses.

Take gender diversity as an example: while the proportion of 
women on the boards of FTSE 100 companies has more than 
doubled in the last five years to 26%, progress across the largest 
accountancy networks and associations is at worst non-existent 
and at best mediocre. Indeed, the proportion of female partners 
at many firms struggles to hit double figures.

Gender parity remains a lofty goal, and attempts to redress 
the balance are falling woefully short – few global accountancy 
networks and associations even bother to report female partner 
numbers. In anticipation of a continued focus on transparency 
and stronger calls from government and other professional 
bodies for firms to demonstrate progress, through setting targets 
or mandatory reporting on diversity metrics, it is time for firms to 
step up.

The social mobility challenge in the UK will require firms to 
continue to widen access to the profession and reconsider 
their recruiting practices. Collaboration through bodies such 
as Access Accountancy, which has secured commitment 
from accountancy practices to provide 3,750 work experience 
opportunities for students, is essential.

While legal obligations may have done little to broaden 
participation, there’s a growing recognition that failing to 
embrace workforce diversity could be commercial suicide. As 
the industry faces a real war for good talent, the onus is on firms 
to identify any unconscious bias that may be preventing certain 
groups of people from progressing in their careers. Only then 
can they take steps to redress any imbalance.

Diversification

There is a growing recognition that today’s business owners 
are looking for something different from their accountants. In 
particular, commoditisation of compliance services and the 
automation of much accountancy ‘grunt work’ have paved the 
way for new opportunities to offer broader business advice 
underpinned by technology.

Increasingly those firms servicing the SME market need to 
offer more general business advice to clients, spanning sales, 
marketing, finance, legal, HR issues and administration through 
to growth strategies, fundraising and exit planning. It’s no longer 
about how quickly you can add up a row of numbers with a 
calculator – it’s about translating tax jargon into English and 
empathising with your clients.

The popularity of online accounting services from companies 
including Xero, FreeAgent and KashFlow has already succeeded 
in shifting client expectations about the kinds of services they 
could expect to receive from their accountant and the role that 
technology plays in the delivery of that service. Automation 
helps to streamline much of the bookkeeping process, and 
the analytical capabilities offered by technology also pave the 
way for accountants to play a more value-added and proactive 
role for clients, including forecasting and budgeting, variance 
analysis and advisory services aimed at helping clients to grow 
and manage risk.

As part of that drive to become more of a one-stop shop for 
business advice, the Institute of Chartered Accountants in 
England and Wales (ICAEW) has since 2014 granted 255 licences 
for firms to provide probate services after the Legal Services 
Act 2007 opened up the provision of regulated legal services to 
appropriately qualified individuals who are not solicitors. Being 
able to provide other legal services alongside payroll, booming 
since the introduction of PAYE Real Time Information (RTI), is a 
compelling add-on proposition to offer clients and often a natural 
extension to private client tax work, given firms’ privileged insight 
into their investments and tax affairs.

The fact that accountants are consistently cited as the most 
trusted source of business advice means that they are well placed 
to capitalise on burgeoning demand for advisory services. It has 
to be a business relationship, not an accountancy relationship. 
However, the cultural change involved with embracing these 
softer elements cannot be underestimated and more needs to be 
done to address client misperceptions of the cost and the breadth 
of services that accountants can provide.

Ethics, Risk, and Effective Governance

2016 saw a number of ‘ethical standards’ introduced, in law or in 
codes, including the Modern Slavery Act, the Prompt Payment 
Code, and Gender Pay Gap reporting. All are rooted in doing the 
right thing and having a strong corporate culture.
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For Further Information
If you would like to discuss any of the issues raised in this update 
or would like to know further details about the services we 
provide to the sector, please contact me.
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However, a quarter of UK employees still believe that bribery and 
corruption in business is widespread, according to the results 
of a recent fraud survey, which found that almost half (42%) feel 
their senior management would act in an unethical manner in 
order to ensure the survival of a business, according to the latest 
EY fraud survey. According to a recent International Federation 
of Accountants (IFAC) study conducted by the Centre for 
Economics and Business Research, professional accountants 
are at the front line in thwarting fraud, and professional ethics, 
education and oversight are key to tackling corruption.

From an accountant’s perspective, that means being seen to be 
doing the right thing by holding people accountable, especially 
those in senior roles who might be circumventing the rules. Even 
small transgressions can’t be overlooked, because the tone is 
set from the top.

And yet the latest Financial Reporting Council (FRC) audit 
inspections reveal a litany of failures when it comes to meeting 
professionally acceptable ethical standards – from basic 
reporting of conflicts of interest being overlooked when an audit 
changes hands, to a complete failure to monitor share buybacks 
and external interests, and a failure to challenge management 
and lack of communication with audit committees.

Brexit

The UK’s historic vote to leave the European Union and the 
number of unknowns this creates from an economic and 
regulatory perspective has rattled business confidence. 
Businesses are focusing on either preserving resources until 
the full details are clearer, or making the most of opportunities in 
markets abroad to gain an edge domestically.

A huge amount of detail on Brexit has still to emerge. The 
government has repeatedly said it does not intend to give a 
running commentary, but where does that leave accountants and 
business advisors?

The advice from accountants to their clients is to get on with as 
much contingency planning as possible. Even without the detail 
of what Brexit will look like, it is possible to analyse a business 
and model as to how changes to the four freedoms, to access 
to the single market, to the customs union, and to the regulatory 
framework in which we operate, might affect it.

For many global accountancy firms, full access to the single 
market and the ability to recruit and retain talent are important. 
Many are calling for an immigration policy that allows the sector 
to easily access and deploy talent in an efficient manner; to 
maintain or improve levels of equivalence or mutual recognition 
of qualifications, registrations and licensing for regulated 
professions; and maintain and promote regulatory coherence 
and strong corporate governance to support the UK in remaining 
attractive and competitive after leaving the EU. 

5
Ref: BTG 3090/12.17

Offices across the UK.  www.btgadvisory.com
BTG Advisory LLP, a limited liability partnership, registered in England No: OC319336. Registered office: 340 Deansgate, Manchester, M3 4LY.

INDUSTRY UPDATE

Professional Practice Sector: Accountancy Services December 2017


