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Evolution, change 
and challenges

The Professional Landscape 
Amid healthy increases in revenue in 2015, compared with the 
previous year, the prospect of regulatory upheaval has led to 
muted enthusiasm as the largest firms compete aggressively 
for audit business. However, with audit revenues in developed 
markets flattening out, many global firms are continuing their 
focus on advisory services where business is growing after a 
recessionary slump.

Overall, the prognosis for the profession is cautiously optimistic. 
The marketplace remains challenging and weathering the storm 
will require innovation and providing the right products, services 
and skills to help clients be really successful.

The past year has seen a shift in the global economic balance 
from developed to developing countries, which has created 
new growth opportunities for businesses and their advisers. 
EY’s global chairman and CEO Mark Weinburger said the firm 
predicts that by 2020 about 30% of the firm’s revenue would be 
from emerging markets.

The top 75 accounting firms in the UK are benefiting from a 
healthy economic climate; at £12.8bn, their combined fee income 
was up 7% on the previous year, according to the latest figures 
published by Accountancy magazine in February, with very few 
firms showing a decrease in turnover.

The Big Four collectively generated fees of more than £9.7bn, 
and PwC, the UK’s largest firm, broke through the £3bn barrier for 
the first time after it saw its income rise by 9.6%. Fee income at 
EY pushed past the £2bn mark this year, leapfrogging KPMG to 
secure third place in the league table for the first time in its history.

KPMG blamed recent acquisitions and the process of integrating 
them quickly into the firm for its performance.

Meanwhile, consolidation across the mid-tier is continuing apace 
as smaller networks and firms seek to meet the increasingly 
international needs of mid-market companies pursuing growth 
markets. UK turnover at BDO increased 44% in its first full year 
since the merger with PKF and the firm says that, despite a static 
audit market, the increased sector capabilities resulting from 
the merger has allowed it to attract new clients in more diverse 
areas. BDO currently acts for around one third of the FTSE 350 
in an advisory capacity. 

The firms in the mid-tier segment that have seen significant 
growth over the last year – RSM and Moore Stephens – have 
benefited primarily from an uplift following recent mergers. RSM, 
for example, emerged from Baker Tilly’s acquisition of RSM 
Tenon, a move that eventually saw Baker Tilly change name 
and adopt its international network’s RSM branding. Baker 
Tilly International has appointed MHA MacIntyre Hudson as its 
replacement UK member firm. The likelihood of further M&A 
activity across the sector means the ranking of UK firms by fee 
income could take an altogether different shape.

At least 20 firms in the top 75 have been involved in an acquisition 
or merger, which allow firms to benefit from widening their regional 
and national reach, broadening the services available in-house to 
clients, and improving career prospects for staff at a time when 
recruitment and retention of staff is a critical issue. 

BTG Advisory looks at developments affecting the accountancy industry 
and the evolution of the profession, notably around changes in audit and  
tax regulation, and the potential implications of Brexit.
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Industry Issues

Audit

Upheaval in the Audit Market – Mandatory Firm Rotation 

2016 marks what some experts have described as the biggest 
change in the accountancy industry for a generation, with new 
mandatory firm rotation requiring listed companies to change their 
auditor every ten years, and significant restrictions on non-audit 
services for EU Public Interest Entities (PIEs) as a result of EU 
rules due to come into force for financial years beginning on or 
after 17 June 2016.

As the largest companies and firms anticipate the implications 
for them, competitive tendering of public interest entity (PIE) 
audits is accelerating. However, there is little sign that changes 
to legislation and revised standards in the UK are exerting much 
influence on competition outside of the Big Four for audits of the 
UK’s largest companies.

Changes in the audit market were designed in part to increase 
competition and widen the choice of auditors in the top end of 
the audit market, but growth in the top end of the mid-tier has 
been sluggish. Grant Thornton, placed fifth in the league, saw 
fee income grow by 1.8% to reach £521m, while BDO grew a 
similar 2%, to hit the £400m mark.

In the UK, FTSE 350 businesses have expressed concerns over 
the cost of transition to the new EU audit regulatory regime, 
according to research published by Big Four firm EY. More than 
one in five companies surveyed estimated that the transition 
costs would amount to between 20% and 50% of their annual 
audit fee, while the majority expect the transition to amount to 
between 10% and 20% of the annual audit fee.

Companies have also expressed concern about the impact on 
assumptions governing accounting judgements such as fair value 
estimates, impairments and revenue recognition. Nonetheless, the 
legislation has been broadly welcomed with companies believing 
they will benefit from fresh insights and new perspectives.

The long-term trends among smaller audit firms look less rosy. 
Almost one in 20 firms registered to audit company accounts in 
the UK exited this line of work in 2014. The FRC’s most recent 
annual assessment of the profession found that the number of 
registered audit firms fell 4.9% between 31 December 2013 and 
2014, compared to 3.8% during 2013.

The decrease coincides with an increase in the proportion of 
companies filing annual accounts at Companies House that are 
audit exempt, from 70.2% in 2009/10 to 73.5% in 2012/13. As 
at 31 December 2014, the number of companies registered that 
require auditing was 6,635, a double-digit fall of 11% over the 
previous four years.

Clampdown on Non-Audit Services (NAS) 

EU audit reforms are already having an impact on the 
procurement strategies of a wide range of professional services 
and forcing companies to make strategic decisions about which 
professional services they wish to receive – and when, where 
and from whom. 

The firms directly below the Big Four, fifth-placed Grant 
Thornton and sixth-placed BDO, are perhaps best poised to 
take advantage of any account migration away from the Big 
Four. Certainly the amount of non-audit services that the FTSE 
350 now buy from firms at the top of the mid-tier has gone up 
significantly, as companies look to avoid any criticism of conflict 
of interest.

But it’s clear that companies are still confused about how the 
cap will work and the prohibited services that their auditor can 
provide. This is particularly complex for multinational companies 
who have to consider how their services are procured globally 
from their incumbent and potential new auditor. 

The hope is that the reforms will increase the trust and 
confidence in businesses, particularly those that are engaging 
with their investors. But companies will only see these benefits 
if they plan ahead and consider their transition process to 
minimise business disruption and ensure that knowledge of their 
organisation is transferred to their new advisers.

Tax

Clampdown on Tax Evasion by Multinationals

Over the last two and a half years, the Organisation for 
Economic Co-operation and Development (OECD) members 
have been thrashing out details on ways to close the gaps 
in existing international rules that allow corporate profits to 
‘disappear’ or be artificially shifted to low/no tax environments, 
where little or no economic activity takes place. Revenue losses 
from Base Erosion and Profit Shifting (BEPS) are estimated 
at $100–240bn annually, or anywhere from 4–10% of global 
corporate income tax revenues, according to conservative 
OECD estimates.

As BEPS Phase 2 kicks in and the tax harmonisation process 
starts to work its way through national parliaments, applying 
the rules is arguably the OECD’s real test. Most of the 
announcements on UK legislation from the BEPS project have 
already been made; new hybrid mismatch rules will become 
effective from 1 January 2017 and Action 13: Country-by-
Country Reporting will be law by the end of the year. Details 
of interest deductions rules will be released at Budget 2016 
but the government has already said there will be no changes 
before April 2017. We’re unlikely to get any more detail on policy 
developments until later in 2016 and 2017.
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Accountability of Tax Advisers 

Moves are afoot to make professional advisers more accountable 
for their role. In March last year, public spending watchdog, the 
Public Accounts Committee, has said the next government should 
introduce new laws to prosecute advisers who help wealthy 
individuals and firms in aggressive tax avoidance. The cross-party 
group of MPs called for legislation that will allow the prosecution 
of advisers who push their clients towards aggressive tax 
avoidance schemes. The committee also recommended a review 
of all tax reliefs by the government to simplify the system. 

In his summer Budget speech, Chancellor George Osborne 
said the government would consult on proposals to broaden the 
scope of the Promoters of Tax Avoidance Scheme to tackle tax 
advisers of boutique outfits that promote aggressive tax planning 
with the introduction of significant new information disclosure 
and penalty powers, to make it more difficult for the promoters of 
abusive schemes to continue to market them in the future. The 
consultation closed in October. 

Tax Simplification

There are ongoing calls for the government to make headway 
on simplifying the UK’s 20,000-plus pages of Tax Code. Critics 
of the current system say this would be one key step towards 
reducing tax avoidance. There have been 42 changes to tax  
law since 2010 to deter and prevent tax avoidance.

In the light of OECD proposals for minimising tax avoidance  
and creating a more appropriate tax infrastructure for the  
internet economy, the tax transparency and tax morality  
debates are also driving tax revenues across the market.  
Clients want compliance, but they also want advice on how  
their tax arrangements will be perceived.

The Office of Tax Simplification (OTS) was given a new lease 
of life with the announcement in last year’s Budget that it is to 
become a permanent and independent arm of the Treasury. It is 
fair to say that, to date, the approach of simplifying or eliminating 
minor elements of the tax system has had a pretty limited effect 
against the introduction of further legislation, and there is little 
to indicate that continuing to pursue this approach will result any 
different outcome in 2016, although expectations will no doubt 
increase as a result of the OTS announcement.

One area under the spotlight by the OTS is closer alignment 
of income tax and NICs. While the government has ruled out 
combining these into one tax, there remain real possibilities of 
radically reducing the complexity faced by employers. However, 
this will require significant reform, such as stepping away from 
the periodic basis of NICs, and will be a real challenge for the 
OTS to deliver. 

The OTS is to carry out two additional reviews: one looking at 
the impact of moving employee NICs to an annual, cumulative 
and aggregate basis, and another on the reform of employer 
NICs. Meanwhile HMRC will consult on proposals to simplify 
PAYE settlement agreements (PSA), to reduce the administrative 
burden and clarify the rules about what can and cannot be 
included. There is also to be a consultation on how partnerships 
calculate their tax liabilities, following on from an OTS report 
highlighting anomalies and uncertainties.

Reduced Role for Tax Advisers? 

In March 2015 the Chancellor announced that tax returns would 
be abolished. At the time there was speculation on the impact 
this would have on tax advisers, with some suggesting it would 
result in their demise. Much of the information for the tax return 
is already known by HMRC and this is one of the reasons why it 
is keen to simplify the tax compliance regime. 

For many individuals, January 2016 could have been the last  
tax return deadline of its kind. HMRC has a vision of a new  
world where HMRC’s primary relationship is directly with the 
taxpayer and not via an agent. By early 2016, five million small 
businesses and ten million individuals will be in the new regime 
and by 2020 all 50 million taxpayers and entities will have their 
own ‘digital tax account’. 

That leaves open the question of how taxpayers who have 
complex affairs where judgements are needed on what they 
report, or those who are busy and who would prefer having an 
agent between them and HMRC, will be dealt with. There will  
be a role for agents in the new digital world but it may look  
quite different.

The Digital Tax Agenda

From the difficulties of taxation in a digital economy to the way 
tax authorities are using technology to gather information, digital 
issues are certainly high on the tax agenda. The BEPS project 
has generally been well received, but disputes on how it will 
operate are likely to arise and the difficulty in taxing digital profits 
may well prompt a global trend in an increased proportion of tax 
revenue being raised from tax on spending. 

Tax authorities are starting to harness technology to collect tax 
data. As the debate around tax planning continues to dominate 
boardroom discussions, we are likely to see companies promote 
their own commitment to tax policy standards and more 
transparency around their decisions on tax. 

Accountancy

New UK GAAP

We have been talking about New UK GAAP since 2012, but 
it has now become compulsory for all UK entities for the first 
time. Preparers will find that the devil is in the detail, and there 
will be far more impact than businesses were expecting. Many 
companies who thought it wouldn’t impact them will be shocked 
to have their net assets obliterated by deferred tax on a rolled 
over gain, or by unexpected tax to pay on a currency gain from a 
forward contract. 

Even companies that only have one adjustment – typically a  
staff holiday pay accrual – will find that their accounts look 
different. Greater volatility in results and unexpectedly 
diminished balance sheets combined with unfamiliar formats is 
bound to affect the perception of their banks and other providers 
of finance. The result could be a credit squeeze, particularly 
among small limited companies. 
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IFRS 

A new leasing standard outlined in January will fundamentally 
change many companies’ balance sheets, bringing lease 
liabilities onto their books for the first time. Although application 
is not before 2019, there will be much work to do to gather 
lease data and quantify the impact. The new standard will affect 
half of listed companies reporting under IFRS, when leases 
have to be accounted for on the balance sheet as assets and 
liabilities. Although the accounting mechanism will be relatively 
straightforward, the change will affect cash flow and there will be 
a significant impact on KPIs. 

The most complex area of the new standard will be determining 
whether a lease exists in the first place. It may be possible that in 
certain circumstances the contractual arrangements could result 
in a service contract, rather than a lease. Telecoms, utilities and 
property leases are likely to be most affected.

Elsewhere on the IFRS landscape, IFRS 15 – Revenue from 
Contracts – is also on many companies’ agendas – or at least it 
should be because the new revenue standard is more complex 
and more impactful than many may have yet appreciated. Now 
just two years away, the potential impact on companies’ core 
business systems means that many may need to get cracking to 
be ready for it in time. Corporates should also not forget about 
IFRS 9, as the new financial instruments standard effective for 
annual periods beginning on or after 1 January 2018 will not just 
impact financial institutions.

Consultancy

Across the accountancy market and in the light of dwindling 
audit revenues and an increasingly competitive audit market, 
many firms are shifting their focus to advisory services where 
business is growing after a recessionary slump. At ‘big firm’ level 
this takes the form of niche higher margin work to help clients 
navigate a challenging risk environment but at the medium/small 
end, firms are looking for new services and offerings.

Many networks are investing heavily in their consultancy 
offerings – by boosting service offering and pushing through 
strategic acquisitions. Areas of particular interest include 
business and data analytics, new assurance-type services, 
and cybersecurity to help clients mitigate the growing threat 
and rising costs of malicious software attacks and staff-related 
breaches. The rebound in M&A activity also means due diligence 
consulting is booming. And global initiatives to clamp down on 
tax avoidance are also driving tax consulting revenues across 
the market.

According to analyst Source Information Services, the Big Four 
accounting firms generated £2.34bn of consulting revenue in 
2014 out of a total UK consulting market valued at £6.02bn. It 
means we are increasingly seeing the Big Four compete head on 
with strategy, technology, and niche consultancy firms for work, 
resulting in intense competition with a downward strain on pricing 
strategies. It also means that whereas previously the Big Four 
held close relationships with the financial controller and financial 
director, they now desire those board level conversations.

Challenges

Regulatory Reform

Pensions Auto-enrolment and the Changing  
Pensions Landscape

Many companies with defined benefit pension schemes will be 
going through another round of discussions with their trustees as 
to how to finance them, forcing business leaders to once again 
take stock of their pension schemes. Market conditions remain 
stubborn and volatile, so those will be difficult conversations. Since 
the freedom and choice regime was introduced, around £3bn of 
pensions savings has been used in different ways. The area that 
needs attention is the help and advice people need to understand 
the pensions issue and the industry hasn’t cracked that yet.

Meanwhile, it’s the turn of SMEs to embark upon the pensions 
auto-enrolment process, with up to 2,200 employers a day set to 
auto-enrol in 2016. For accountancy firms, particularly for those 
offering payroll services, auto-enrolment offers a real opportunity 
for accountants to expand their service offering to clients, and 
those already offering a payroll service are well geared up to talk 
clients through the mechanics of the new regime. 

According to a survey conducted by Enrolsme, 42% of small 
businesses plan to turn to either their accountant or bookkeeper 
for guidance when it comes to getting their staff enrolled into a 
workplace pension. Where they are most likely to add value is 
translating the different definitions of earnings that can be used in 
contributions calculations and identifying which staff are eligible to 
be enrolled. Accountants can also help clients communicate the 
new rules to employees. Average auto-enrolment costs for small 
businesses will be £8,900, according to economics consultancy 
the Centre for Economics and Business Research (Cebr).

Practice Management

Specialist Registration Schemes

As the complexity of the UK’s accounting rule book shows no sign 
of easing, and with industry-specific understanding increasingly 
demanded by regulators, a raft of additional registration schemes 
for accountants are set to emerge. 

Specialist aviation regulator the Civil Aviation Authority (CAA) 
announced in March last year that it was to beef up the reporting 
requirements placed on members of the Air Travel Organisers’ 
Licensing (ATOL) scheme following a series of high-profile 
failures across the travel sector in recent years. ATOL Reporting 
Accountants (ARAs) will be designated by their professional 
accountancy body – ICAEW, AAT, ICAS and the ACCA – and must 
be able to demonstrate that they are sufficiently knowledgeable 
about both the industry and specific requirements of ATOL. 

It is likely this will pave the way for similar schemes with other 
regulated sectors and oversight bodies, typically where the 
statutory audit doesn’t apply but where the need to provide 
assurance around the use of public funds is greatest. Other areas 
of interest include Solicitors Accounts Rules (SAR) work, local 
government audit and assurance work and the not-for-profit sector. 
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Legal Services Provision by Accountancy Firms

Accountancy firms have for some time been able to be licensed 
to offer probate services after the Legal Services Act 2007 
opened up the provision of “reserved” or regulated legal  
services to appropriately qualified individuals who are not 
solicitors. The Act also allowed for the creation of Alternative 
Business Structures (ABS), bringing together solicitors and  
other non-legal professionals. 

Now ICAEW plans to be able to regulate the remaining five 
reserved legal activities opened up by the Legal Services Act 
and widen the boundaries for accountancy firms. They include 
conduct of litigation (the issuing, commencing, prosecuting and 
defending of court proceedings, rights of audience (the right to 
appear before and address a court, including the right to call 
and examine witnesses), reserved instrument activities, notarial 
services and administration of oaths. 

The Iicence would be restricted to the area of taxation, which 
presents an obvious and natural link for its members in traditional 
accountancy practices. At the same time, many firms feel that 
they are well placed to offer these complementary services to 
clients, and being licensed to do so helps support the objective of 
being a one-stop shop of business advisory services.

The War for Talent

With the finance and accounting sector expanding faster than 
any other UK industry, the growing economy is signalling a 
returning ‘war for talent’. And a reduced pipeline of qualified 
people as a result of the clampdown on recruitment by the Big 
Four during the downturn is now being felt by firms of all shapes 
and sizes. The challenge facing firms is to position themselves to 
be attractive to the brightest and the best. 

Reports from the Association of Professional Staffing Companies 
(APSCo) show growth in finance and accounting job vacancies 
– but a drop in placement numbers as it becomes harder to find 
the right candidates. Recruitment issues are, therefore, moving 
up the agenda for companies that want to make the most of the 
opportunities that industry growth can bring.

To recruit and retain the best finance and accountancy 
candidates, firms need to have a real point of difference 
in addition to offering a good salary, training and career 
progression. In such a competitive job market, employers are 
seeing that CSR gives them a competitive edge when it comes 
to attracting and retaining the best people. Implementing 
ethical, sustainable and philanthropic practices can also provide 
competitive advantage by helping firms stand out to their clients. 

Ethics, Risk and Effective Governance 

This year will see 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. The 
primacy of shareholder interests will be increasingly questioned, 
with consideration of a much broader range of stakeholders 
becoming even more important: customers, employees, 
suppliers, society at large, and, of course, the planet. 

UK Corporate Governance Code changes have caused boards 
to increase their focus on risk management and internal control 
systems, with business model disruption and cyber threats 
particularly high on the agenda. The regulator, the FRC, plans  
to look again at its Stewardship Code for investors and to  
review reporting by signatory organisations, the aim being 
to identify those demonstrating effective stewardship and 
encourage laggards. 

On the board side, there are ongoing initiatives around culture 
and succession planning. The overarching theme for 2016 is the 
concept of governance effectiveness. This is all based on the 
fundamental belief that well-run companies outperform their less 
well-run counterparts.

HMRC Powers

We have seen a step change in the granting of new powers to 
HMRC, but it will be interesting to see how they use them. The 
government is expecting to bring in an additional £860m over the 
next five years by targeting the hidden economy and extending 
HMRC’s data gathering powers to include online and electronic 
payment providers who operate digital wallets in a bid to ‘future 
proof’ its information gathering approach. Having received Royal 
Assent, we expect to see HMRC start to use the direct recovery 
of debt powers. 

We are expecting legislation on more automated penalties, 
possibly with more of a ‘second strike, then out’ approach. This 
will be hard for anyone making innocent mistakes – easy to 
do given the growing complexity of the UK’s tax code. HMRC 
is looking to the private sector to take on a policing role in 
preventing tax evasion and avoidance. This is not without 
controversy, running as it does the risk of upsetting the delicate 
balance of trust and powers between tax advisers and clients, 
and between the state and its citizens.

Women, Diversity and Equality

It is increasingly recognised that for the UK to successfully play 
its part in the global economy, we need to create an environment 
where business can thrive. And for those changes to happen, we 
need diverse thinking to solve problems in a different way.

On the narrow issue of women in accountancy, and with 17 of 
the top 25 networks and associations around the world failing to 
even report the number of female partners they employ, it’s clear 
that tackling gender diversity across the upper echelons of the 
profession is an issue that continues to fall on deaf ears. 

While the proportion of women on the boards of FTSE 100 
companies has doubled in the last four years to 23.5%, progress 
across the largest accountancy networks and associations is at 
worse non-existent and at best mediocre. With an average of 
17.5% female partner representation masking disparity between 
the best and worst performers, the silence of the majority means 
the reality could be far worse.
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The National Living Wage

The introduction of the National Living Wage on 1 April added 
further complexity to an already complex area at a time when 
many payroll experts are still reeling from the introduction of RTI 
and grappling with the radical changes required by pensions 
auto-enrolment. The good news for accountancy firms is that the 
additional administrative burden it creates for business is likely to 
encourage even more to outsource payroll to a third party. 

While the National Minimum Wage has risen every October 
for 16 years, the National Living Wage will change each April. 
Recognising the potential problems that the misalignment of 
payroll dates would have, the government initiated a closed 
consultation with relevant parties including ICAEW and it has 
subsequently decided that it will align the NMW and NLW cycles 
so that both rates are amended in April each year, taking effect 
from April 2017. 

Independent verification body the Regulatory Policy Committee 
estimates that private sector businesses could find themselves 
shelling out an additional £672m in wages and £132m in other 
associated costs such as National Insurance contributions. It also 
warns that employers could be hit by a further £234m in wage 
spillover costs – where pay rates for employees close to the 
£7.20 mark are boosted to maintain wage differentials. 

What Could Brexit Mean for Tax?

The UK tax implications of Brexit are difficult to predict, not 
least because the terms of any future exit are, as yet, unclear. 
However, experts have warned that unless the UK enters into 
comparable arrangements with other EU member states, exiting 
the EU could mean that UK businesses cease to be able to 
benefit from tax advantages currently available as a result of the 
EU’s fundamental freedoms – for example, those provided by the 
Parent-Subsidiary directive, the Merger directive and the Capital 
Duty directive.

The leader of the OECD warned that British households could 
be hit with an additional ‘Brexit tax’ which could be as much as 
£5,000 per household by 2020. A report from the organisation, 
‘The Economic Consequences of Brexit: A Taxing Decision’, 
warns of the potential effects of the UK leaving the European 
Union, including a drop in national confidence and a 3% slump 
in GDP. 

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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