
 

SUBMISSION FROM ASSOCIATION OF CHARTERED CERTIFIED 
ACCOUNTANTS (ACCA) SCOTLAND 
 
1. While there is general agreement on what has happened, there is far less 
agreement on why it occurred and it seems that there is still much to learn 
about market liquidity.  
 
2. A strong, robust financial sector is required by Scotland to help make it a 
more prosperous country with the people of Scotland reaping the benefits. 
The government has the opportunity to support this and other business 
sectors by engaging with representative bodies, the sector and regulator. The 
government should aim to create an environment where business is 
supported. It should also lobby the regulator and promote Scotland as a 
country of choice for the financial services sector. 

Q1. What is your view on the cause, nature and impact of the recent 
difficulties in the financial sector in Scotland? 

3. The recent publication Gross Domestic Product for Scotland, Quarter 1 
2009 http://www.scotland.gov.uk/Publications/2009/07/GDP2009Q1 
highlighted statistically the dramatic fall in output we all knew would occur. In 
the first quarter of 2009 financial services output in Scotland fell by 4.4 per 
cent. The statistics published also show the high added value the sector 
provides and its decline in 2008 and 2009. However, the impact of the crisis 
has spread to all areas of the economy.   

4. In the ACCA papers Climbing out of the Credit Crunch 
http://www.accaglobal.com/pdfs/credit_crunch.pdf and The Future of Financial 
Regulation http://www.accaglobal.com/economy/ ACCA highlighted the root 
causes of the credit crunch, suggested standards of business conduct and 
laid down a number of principles which should be reflected in the future 
design and administration of regulatory systems in the financial services and 
other business sectors. The following extract from Climbing out of the Credit 
Crunch highlights the causes: 

Key factors 
5. ACCA believes that excessive short-termism, coupled with a lack of 
accountability both within financial institutions and between management and 
shareholders, is at the heart of the problem. This has meant: 
• Failure of institutions to appreciate and manage the inter-connection 

between the risks inherent in their business activities and management 
and remuneration incentives 

 
• Remuneration structures/bonuses of banks being characterised by 

excessive short-termism. This neither supports prudent risk management 
nor works in owners’ long-term interests 

 
•  risk management departments in banks which did not have sufficient 

influence, status or power and 
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• Weaknesses in reporting on risk and financial transactions. 
 
Further contributory factors were: 

 
• Over-complexity of financial products and lack of management 

understanding of the associated risks – including the fact that, currently, 
there is no genuine market for certain asset-backed securities 

 
• Over-dependence on debt and an assumption of a continuing low cost of 

capital environment 
 

• Scale of issuance of securities and the interconnectedness of financial 
institutions, especially between retail and investment banking 

 
• Human weaknesses: a failure to appreciate the influence of cultural and 

motivational factors such as rigidity of thinking, lack of desire to change. 
An attitude of ‘it is not my problem’, inappropriate vision/drivers and, 
perhaps most importantly, human greed 

 
• Lack of training to enable management to understand underlying business 

models, leading to poor managerial supervision 
 

•  Lack of rigorous challenge by non-executive directors possibly caused by 
poor understanding of the complexities of the business and 

 
•  Bad habits and complacency after a prolonged bull market. 
 
6. ACCA believes that underlying much of the credit crunch has been a 
fundamental failure in corporate governance. While the financial institutions 
involved may have been in compliance with local requirements and codes, 
they have ignored the key point – good corporate governance is about boards 
directing and controlling the organisations so they operate in their 
shareholders’ interests. Boards should be answerable to company owners, to 
account properly for their stewardship and to ensure both sound internal 
control and the ethical health of the organisations. The use of overly-complex 
financial products, which thwarted effective supervisory control, and the 
unethical advancement, at the point of sale, of loans to people with little 
realistic hope of repaying them shows a lack of basic corporate governance. 

Q2. What evidence do you have on the issue of the availability and the 
cost of credit and what effect have the initiatives undertaken by the 
banks, government bodies, regulators and others had? 

7. Support for the global market is only achieved by a co-ordinated global 
approach. No one country alone could achieve market stability. Countries 
have introduced individual schemes to support business or sectors. For 
example, the car scrapping scheme in the UK has been well received by the 
industry. The success of the general business schemes to help improve the 
credit flow have been mixed. Many of the schemes have had poor take-up, 

 



 

are confusing for businesses or simply can’t be effectively used by 
established or growing businesses. This is frustrating for both lender and 
borrower. 
 
8. However, the support that does work and is being used is the Business 
Payment Support Service run by HMRC. Where a business can show it needs 
time to pay it can in advance defer business taxes including VAT, PAYE and 
NIC, CIS, SA or CT.  
 
9. So far 141,000 businesses have participated in the scheme deferring 
£2.5bn in taxes. The most popular deferral is VAT which accounts for 42% of 
the take-up. This is equal to 1.5% of the Government’s total predicted income 
from VAT.  

10. Support to the sector and all businesses should continue to be evaluated 
and where necessary enhanced. The Scottish government, working with 
representative bodies and the sector, has a key duty to monitor and comment 
on the success of the support made available to all businesses. 

Q3. What changes can be expected as part of the ongoing and future 
restructuring plans in the financial services sector within Scotland? 

11. The Scottish government can influence how regulation is applied to the 
sector by engaging with representative bodies, the global and local financial 
services industry and the regulator. The following bullet points below are from 
ACCA’s publication The Future of Financial Regulation. They highlight the key 
points to be considered before the option of increased regulation is proposed. 
They are: 

• The apparent recent failures of the 'light touch' approach to regulation 
should not lead authorities to conclude automatically that a heavy-handed 
approach would be the appropriate solution. While it is understandable 
that governments wish to be seen taking decisive action in response to 
crises, it must be recognised that regulatory failures have occurred under 
both types of approach. The crisis in the banking sector occurred not 
because of a lack of regulation – the sector has in fact been subject to a 
very extensive rulebook – but because of the ineffectiveness of that 
regulation. Regardless of the conceptual approach adopted, what is 
essential is that regulatory authorities are effective in carrying out their 
various functions, in particular the supervision of regulated entities, and 
succeed in their regulatory objectives.  

• The element of competition is key to effective regulation. The greater the 
size and complexity of a business, the more difficult it becomes not only to 
regulate but to manage. The phenomenon we have seen of banks that are 
'too big to fail' must stimulate governments and regulators to promote 
healthy competition in the market place, both for the benefit of the wider 
economy and for the achievement of more effective regulation. The 
benefits of competition should also be borne in mind in determining the 
extent to which international alignment of regulatory practices is 

 



 

appropriate. Moves initiated by the recent G20 meeting of world leaders to 
encourage the sharing of knowledge and best practice on a global or 
regional basis are welcome but this should not necessarily mean that 
uniform requirements and procedures must be adopted by all regulators 
regardless of local market circumstances.  

• The framework of regulation adopted in any country must have a clear 
purpose that is understood by regulators and regulated entities alike. In 
the banking sector, the protection of depositors should be seen as the 
principal objective in the context of encouraging public confidence in the 
system. There must be mechanisms in place for ensuring effective 
communication between the two sides, and regulators should endeavour 
to generate a positive commitment on the part of regulated entities to the 
achievement of the objectives of the process. Regulatory authorities must 
also have sufficient resources to ensure that the market knowledge and 
skills of their staff are, and remain, adequate for the purpose of exercising 
the effective supervision of complex business structures and evolving 
business practices.  

• Regulatory authorities should take reasonable steps to ensure that 
regulated entities possess the skills and experience, at all levels of the 
business, necessary for them to comply with regulatory requirements and 
protect the interests of their stakeholders. Authorities should also 
encourage the adoption, in financial institutions, of ethics-based corporate 
cultures which have the aim of ensuring that they act transparently and 
with a real appreciation of the long-term interests of their stakeholders.  

• Regulators should adopt a systemic approach to the safeguarding of 
stakeholder interests, ensuring all relevant factors are addressed 
effectively. In the financial sector, this means, among other things, taking 
wider macro-economic factors fully into account. This will complement 
more effective monitoring of the capital and leverage ratios of individual 
institutions. The activities of specialised entities which are currently outside 
the regulatory net should be reviewed and, where appropriate, brought 
within its scope.  

• The accountancy profession must consider ways of making the processes 
of financial reporting and auditing more useful to stakeholders. Enhancing 
the quality of reporting on risk should be central in this context. But it is 
neither necessary nor desirable to redesign accounting standards so as to 
meet the specific information requirements of regulators. Information which 
regulatory authorities need for their purposes should be obtained 
separately, via dedicated prudential rules.  

• The crisis has highlighted a number of serious weaknesses in corporate 
governance and risk management practices, even among companies 
which followed the express requirements of official guidance on these 
matters, and these failures need to be addressed. There needs to be a 
specific review of the role of non-executive directors, and in particular 
consideration of whether new measures could be taken to enhance their 
effectiveness in exercising supervision of the executive in large and 
complex institutions. Companies can also do much more to engage with 

 



 

their shareholders and to encourage them to play an active but 
responsible part in the governance process.  

Q4. How might these changes affect the business and retail banking 
market in Scotland, access to project finance, a reduction in competition 
on the ‘high street’ for lending, the plans for the retention of functions 
and ‘headquartering’ etc and what can the public sector in Scotland do 
to ensure the best possible result for Scotland? 

12. The Scottish government must ensure that both local and global business 
continue to recognise Scotland as a country of choice. This will be achieved 
by creating an environment where business can succeed and ensuring the 
message of stability is promoted globally to the financial sector. 

Q5, Q6 and Q7 not included in this reply.

Q8. Has Scotland’s reputation as a global financial services centre been 
detrimentally affected by the global crisis and has this been to any 
greater extent than the problems felt in other financial centres? 

13. It is a financial services issue that has had an impact on every global 
financial services sector. Businesses will continue to take decisions that will 
sustain them in the future. The Scottish government should continue to work 
with all financial services organisations to provide and facilitate appropriate 
support.

Q9. How should Scotland differentiate itself and promote itself as a 
financial services centre in the future and what steps are being taken by 
our competitors in this respect? 

14. See 11 

Q10. How can we ensure that the Scottish financial sector continues to 
retain a global perspective and does not retreat into a purely localised 
lending regime? 

15. See 11 

Q11. Why are "new" banks choosing to establish themselves in 
Scotland, what is it that is particularly attractive and how can we build 
on this and attract additional investment into Scotland? 

16. The government policy to attract “new” banks should apply to all financial 
services organisations. Government policy should support all business by 
creating a stable business environment. However, financial sector 
organisations will determine the best approach for overseas lending and 
investment based on their respective experience and knowledge.

17. Scotland has years of experience in financial services so there is a wealth 
of knowledge and experience that can be capitalised upon by new entrants to 

 



 

the Scottish market. Businesses choose to establish themselves in countries 
that help them trade successfully. Scotland is recognised as a prudent and 
stable financial place of business. The workforce is educated and financial 
literacy is good. The Government must ensure both local and global business 
continue to recognise Scotland as a country of choice. This will be achieved 
by creating the environment business requires and ensuring the message of 
stability is promoted globally to the financial sector. 
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