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to growth 
The route to growth looks different 
for every private business. In many 
instances it can be an acquisition  
or entering new markets overseas. 
Increasingly it’s about using 
technology in new ways. To make  
it work, the fundamentals remain: 
smart investments, having the right 
people in the right place, robust 
systems and strong governance.  
This guide takes you through these 
six key pathways to consider on  
your growth journey. 
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rd Ready to grasp
 your moment? 
The world in which we operate today   
is challenging for business. Destabilised  
economic conditions, the steady rise of  
protectionism and the ongoing challenge  
of digital disruption would drive the most  
seasoned business leader to a defensive  
stance, focused on protecting what  
already exists. But I believe real growth   
at this time will come by concentrating   
on what could exist. 

Opportunities for growth are presenting  
themselves in places that we wouldn’t  
have thought possible fve years ago.   
In many ways, it is scaling and mid-market  
privately owned businesses that are  
perfectly poised to act, thanks to   
their ability to innovate, make agile  
decisions and effect change. 

This is something I see day in, day   
out with our own clients. Resilient and  
ambitious leaders who are prioritising   
their people, redefning governance   
and investing in technology are not   
only growing their businesses but,   
much more importantly, growing   
their businesses sustainably.  

As you read this guide, you will discover  
stories from fellow CEOs and fnd  
practical advice designed to help owners,  
management and CEOs of scaling and  
mid-market privately owned businesses  
navigate the landscape, and grasp this  
moment of opportunity with both hands. 

We focus on six key areas that are 
fundamental to growth: acquiring  
another business; overseas expansion; 
technology and innovation; having  
the right people and skills; securing 
investment; and overcoming the 
challenges that come about as your 
business increases in size and hits  
new regulatory landmarks. 

These pathways are essential in any 
growth journey, from multi-generational 
family and Private-Equity-backed  
businesses through to owner-managed  
and fast-growing businesses.  
Indeed, navigated correctly, they  
are the moments that make you. 

We hope you fnd this guide a useful   
and practical resource in tackling these  
challenges, and taking your business   
to the next level. We’d love to talk   
to you about your growth ambitions,   
so please feel free to contact us. 

Chris Hearld 
Head of UK Regions 
KPMG 
chris.hearld@kpmg.co.uk 
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Case study: Growing through acquisition 

“You have to think 
about integration 
from day one.” 
Richard Thompson, CEO of RWS, explains why the right 
acquisition is about more than buying market share, and 
how communication is the key to engaging new employees. 



 
 

 
 

  
 

 
 

 
 
 
 

 
 

 
 

 

 
 

 
 

 
 

 

A 
ny acquisition we make  
has got to provide 
something different. 
We’re not interested   
in buying a business just   
to have a bigger share of  
the market. Instead, we  

look for acquisitions that will add new 
capability to RWS or enable us to serve 
a new set of customers. In turn, this 
creates cross-selling opportunities and 
the chance to share good practice 
and new ideas across RWS. 

Even though we’ve now closed six 
deals in the past six years, my message 
to the City is that we’re an organic 
growth company. Growth is our priority. 
We might well have a hypothetical chat 
over a glass of wine on a Sunday about, 
‘Could we buy this frm, or should we 
buy that one?’ But there are so many 
variables with M&A that it’s imperative 
to focus on growth. For me, acquisition 
is just one method of sustaining it. 

Is the business right for us? 
When it comes to a possible acquisition,  
it’s important to do the fundamentals  
well. So, we map out cash fows and  
get a good technical understanding   
of the business, so that we know   
it’s proftable and that we are able to  
grow it. But I look forward to that initial  
meeting with a company’s managers,   
as the most insight comes from  
evaluating three things: Is their story  
credible? Can we work with them?   
Can we grow this business faster   
than it has been growing? 

Over the years, I’ve learned that you  
need to ‘de-fuff’ projections. What I  
mean is that the management teams  
or advisors of a potential acquisition   
will often show you a growth curve   

“I saw the power 
of a town hall 
meeting. People 
appreciate you 
being there in 
person and 
explaining what 
your plans are.” 

that looks like the classic hockey stick.  
They’ll say that even though growth  
might look fat now, there’s a much  
better story to come. I always ask  
myself, ‘If I put that de-fuffed business  
with the rest of us, can I drive its growth  
at a faster rate?’ If the answer is yes,  
then that’s a box ticked.  

We always ask advisors to carry out   
due diligence. Mainly, it’s fnancial and  
legal, but there are cases where it will  
be necessary to carry out commercial,  
tax and technical due diligence too.   
One overlooked beneft of using an  
advisor is that it can give you an exit  
route. We walked away from a deal  
recently following the due diligence  
phase, and that’s something you   
must always be prepared to do.   
The business wasn’t able to give   
us accurate sales forecasts, even   
for a few months ahead, which   
was a big concern to say the least.  

Don’t let it all go quiet 
From day one, the frst thing I think  
about is integration – how will the   
new business ft in? In a recent case,  
we loved the management team and   
what they had done with the business,  
but we just couldn’t see how we   
could ft it into RWS without major  
upheaval for them and us.  

Of course, you need a rigorous   
process in place and people who   
are responsible for the success of the  
integration. But once the integration  
team has been set-up, and everyone  
knows what they’re accountable for,  
watch out if everything goes quiet.   
I remember working on a deal earlier   
in my career when I assumed that   
a quiet period meant that everyone   
was working away on the integration.   
I soon learned that it tends to mean   
the exact opposite: progress has  
stopped. As CEO, I want to hear   
that there are constant questions,   
even gripes. You then know an  
integration is progressing because  
changes are being made. 

Winning hearts and minds 
Engaging new employees is crucial.  
There’s only one way to do this:  
communication, communication,  
communication. We’re a people  
business, so when we’ve completed   
a deal, I run a town hall meeting in all  
the major locations. When a business  
has been acquired, the frst thing  

At a glance 
–  RWS specialises in 

translation and localisation, 
intellectual property 
support solutions and 
life-sciences language 
services. 

–  It is an AIM-listed business 
that has trebled in size 
in the past four years, 
closing and integrating 
fve acquisitions in 
that time. 

–  Richard joined RWS 
in October 2012 and 
was appointed CEO 
in April 2017. 

–  Its largest transaction to 
date was the $320m 
purchase of Moravia in 
2017, a provider of 
language translation 
services mainly to 
large technology frms. 

–  The deal added operations 
in the Czech Republic, the 
US, Japan, China, 
Argentina and Ireland, 
and created a third 
division for RWS. The 
success of the deal saw 
RWS win the 2018 AIM 
Transaction of the Year. 
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employees worry about is their job.   
So, we go in and say, ‘We bought   
this business and paid a large multiple  
because of you, and what you bring   
to our new organisation. The last thing  
we want to do is destroy what you do.’  

I saw the power of this town hall  
approach in one of our earlier  
acquisitions, and how much people  
appreciate you being there in person  
and explaining what your plans are.  
I’ve repeated this every time since.  

The other big lesson I’ve learned is,  
‘Don’t stress it.’ I was probably more  
stressed on my frst deal than I was   
on Moravia (see above) which was   
much bigger. You get to a certain   
stage in a deal, and you know it’s   
going to happen. The seller wants   
to sell, you want to buy and, as long   
as the price is right, the deal will  
happen. If, for whatever reason,   
it’s not the right price, then you’ve  
saved your shareholders their money.  
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Finding the right 
business to buy 
Looking to acquire another business? Make sure you choose the right one 
by focusing mercilessly on your strategic goals and the detail in the data. 

T 
he starting point of 
any acquisition is the 
motivation for that 
purchase. What’s your 
strategic rationale? Is it 
to gain new customers, 
new segments or new 

capabilities? Maybe you’re trying to 
diversify or trying to fnd new routes 
to market? Is it a defensive play in 
the face of competition? All of these 
questions will require a clear answer 
in order to know what a potential target 
is worth to you and your business. 
Also, don’t limit yourself to evaluating 
businesses that are openly for sale; 
working up a bespoke off-market 
approach may convince the owners 
that the time is right to sell. 

A common mistake we see businesses 
make is that the integration process 
is an afterthought once the acquisition 
has taken place. Integration needs to 
be a core step in evaluating a target 
from day one, not just when the deal 
becomes a reality. 

Focus on the fundamentals 
Creating a list of fundamentals  
that are crucial to your business’s 
growth will help focus the acquisition 
strategy on your business’s ultimate 
goal and identify appropriate acquisition 
targets.  At this early stage, there’s a  
clear  beneft for the senior management 
team to allocate oversight of the whole 
process to a designated board-level 
director. They’ll then be able to closely 

examine target markets in which 
your business is hoping to operate. 
They will also be able to meet advisors, 
develop contacts, complete in-house 
evaluations and appropriate due 
diligence, and attend industry 
events, in order to build a longlist 
of prospective targets. 

Data and analytics 
When sizing up potential targets  
you need to be able to identify 
opportunities that will enhance  
the top and bottom line, to deliver 
maximum return on an investment. 
Opportunities  can vary and will depend  
on  the  purpose of your acquisition.  
If the purpose of the transaction is  
to achieve greater effciencies, then  
you will want to analyse and assess 
where value can be created across  
the operating model and working 
capital, and fnd out where cash  
is tied up. 

The ways in which businesses are 
approaching this are becoming 
more and more technologically 
sophisticated and data-centric. 
We have seen increasing demand 
from businesses for: 

– Transactional-level data analysis, 
which can be applied by looking at 
a business’s costs and revenues. 
For example, assessing new products 
or services pre-acquisition, you 
can get the true understanding 
of actual proftability. 

– Predictive models, where you 
need to predict trends or behaviours. 
For example, understanding seasonality 
trends or forecasts in a business that 
is changing rapidly. 

– Geospatial analysis, which uses 
location data connected to internal 
and external data (for example, 
demographic data) to gain a deeper 
understanding of competitive threats 
and customer behaviour at each 
of the target entity’s locations; all in 
combination with industry experts. 

We have seen 
increasing 
demand from 
businesses for 
transactional 
level data 
analysis, 
predictive 
models and 
geospatial 
analysis. 
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We have used these tools to help  
care-home providers understand  
the local market, applying data  
relating to age demographics, 
competition density and the  
percentage of government-funded 
patients in a given area. 

We have also helped consumer  
goods businesses to understand 
customer sentiment and tested 
manufacturing ineffciencies and 
potential to improve performance 
through detailed intra-day data. 

The strategic rationale of the acquisition 
will be the driver of what data and 
analytics you need. Continuing to use 
and evaluate this real-time data will help 
you to protect against value erosion 
caused by changing conditions and  
to extract value from the acquisition. 

Presenting to the board 
Before the longlist of targets is 
presented to the board, it will need  
to be refned, often with the help of  
an advisor who can assess businesses 
with a fresh, objective perspective and 
advise on how to fund the acquisition, 
where necessary. The refnement 
process ensures that only genuine 
options are considered by the board, 
and allows you to move quickly once 
defnitive targets are agreed upon. 

Making an approach 
Once the potential target business  
has been identifed, devising a plan  
for how to develop a relationship with 
them is essential. The frst step is 
crucial: sending a standard letter may 
make the approach feel overly formal 
and put their management on the 
defensive, whereas a more low-key 
interaction signals that the approach  
is based on developing a mutual 
respect and knowledge of each other.  
Ideally, an informal connection will be 
possible via an introduction by a mutual 
business acquaintance, or perhaps  
an advisor who knows the target.  
A casual frst interaction can help  
to develop trust from the outset. 

Maybe the acquisition target is a 
supplier or customer and therefore 
you may already have a connection.  
If that’s the case, it may be worth 
collaborating on a joint product or 
conducting some level of trading 
together to develop a deeper 
understanding of the target business. 

An outright acquisition doesn’t 
necessarily have to happen straight 
away, as there will undoubtedly be 
other options to explore frst. 

The beneft of developing a relationship 
frst, especially for a private business,  
is that at some point it will be essential 
to make a valuation. Some fnancial 
information on target companies will  
be publicly available, but a great deal 
will not. Developing a relationship 
based on a series of informal meetings 
– perhaps including a site visit or 
a product demo, or even through a 
commercial collaboration ahead of 
a transaction – could provide valuable 
insight into the target business. 
Then it may be easier to confrm 
potential synergies between the 
businesses, providing enough 
reassurance and trust for both parties 
to share more granular information 
under a non-disclosure agreement. 

Essential 
considerations 
Be clear on the data 
When sizing up an 
acquisition you need to  
be able to identify value 
opportunities that will 
enhance the top and  
bottom line, to deliver 
maximum return on an 
investment. Robust data 
is key to this. 

Be clear on your rationale 
Creating a list of 
fundamentals that are  
crucial to your growth will 
help focus the acquisition 
strategy on your ultimate 
goal and help identify 
appropriate targets. 

Approach with caution 
Rushing in once a list  
has been drafted may  
be tempting, but a  
careful, considered  
approach of who to  
speak to, how to speak  
to them and what it is you 
want to say is essential. 
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KPMG can… 
–  Advise on target companies for acquisition 

–  Advise on acquisition approaches – outright acquisition 
or collaborative steps towards acquisition 

–  Set up informal introductions and advise on tactics 

–  Help you understand the market position of the target business 
and the sustainability of its future revenue and margin streams 

–  Leverage sophisticated technology to conduct thorough research 
that helps you understand your counterparties and acquisition 
targets, proposed new markets and country-specifc risks 

– Support you in developing a corporate development strategy 

–  Help develop a corporate development presentation 
for acquisition targets 

–  Act as external corporate development director 
through secondments 

–  Perform due diligence, screening and background checks 
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Valuing and financing
an acquisition

 
 

Arriving at an acceptable valuation of a target business requires exceptional 
judgment throughout, from the valuation methodology to the securing of funding. 

V 
aluing a business is 
a complex process.  
Not least because two 
potential buyers may 
decide upon the same 
target business for 
completely different 

reasons, valuing different assets and 
using different valuation methodologies. 
It’s completely possible for two 
potential buyers to arrive at different 
valuations, both of which are accurate. 
For example, a strategic corporate 
buyer may be able to factor in potential 
synergies and take a longer-term view 
than, say, a Private-Equity house,  
which will typically hold a business  
for a few years, help it grow and  
then sell at a proft. 

From a buyer’s perspective, it’s often 
preferable to buy outside of a formal 
auction process so you’re able to take 
more time to consider the target 
business in-depth, at a more structured 
pace, with less competitive pressure 
driving up the price. 

There are a number of valuation 
methods used. As a buyer, you may 
wish to consider a range of techniques 
to form a view on the valuation range. 
The three most commonly used are: 

– The discounted cash-fow method, 
which allows you to form a view on the 
net present value of the business by 
assessing future cash-fow forecasts. 
The challenge with this technique, 
however, is that it is only as good as the 
available data. It may also be challenging 
to forecast accurately, depending on 
how robust and independently verifable 
the forecast assumptions are. 

– The earnings-based valuation 
model, on which you pay a multiple 
of the business’s earnings. The multiple 
is typically based on other comparable 
transactions that have taken place in 
the market. The trading value of 
publicly listed companies can also 
be used as a helpful reference point. 
Again, this method is only as accurate 
as the similarities between the target 
business and those with which it’s 
being compared. Furthermore, the 
publicly disclosed historical earnings 
may not necessarily be the relevant 
base to which a multiple is applied. 

– The net-asset-based approach, 
wherein value is determined by 
the underlying assets of a business. 
This applies more to industry 
sectors such as property, house 
building, mining or extraction 
businesses, where it’s the underlying 
assets, such as the pipeline of 
development or land with planning 
permission, that are relevant to 

Even under 
challenging 
macroeconomic 
conditions, both 
debt and Private 
Equity continue 
to be viable 
funding options. 
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the value. In this scenario, this kind 
of asset base is far more relevant  
than the earnings stream. 

It may be advisable for you to enlist 
independent expertise to steer your 
management team through the 
valuation process. Valuation experts 
will have a clear overview of market 
comparables, valuation methods  
and tactics, and transaction prices  
on recent and historical deals. 

Funding options 
You should frst determine whether  
you need to take on funding, and the 
risks to securing this. The acquisition 
fnancing options available are cash, 
debt or equity, or perhaps a combination 
of all three. Even under challenging 
macroeconomic conditions, both debt 
and Private Equity continue to be viable 
funding options. The debt markets 
remain liquid and supportive of funding 
growth, including through mergers and 
acquisitions. However, lenders have  
not relaxed their strict lending criteria 
and scrutiny. 

From a Private-Equity perspective, 
funds continue to have signifcant  
levels of committed capital to deploy. 
However, as with debt lenders, it’s 
important for Private-Equity investors   
to see a well-articulated business plan  
with a strong management team and a  
clear growth strategy. The commercial  
validity and rationale for raising debt or  
Private Equity is crucial. Potential funders  
will be able to spot if this isn’t the case. 

Both debt and Private-Equity markets 
will always react better to businesses 
approaching a round of fnancing with 



 

 

 

a well-formed view of what they want, 
why they need it and a clear plan of 
how they will use the funding, as well 
as outlining the potential downside 
risks and how they will mitigate them 
should they arise. 

Alternative funding route 
For businesses embarking on a 
signifcant acquisition-led growth 
strategy, alongside debt and  
Private-Equity markets there may  
be merit in considering Public-Equity 
markets or even pre-IPO (Initial Public 
Offering) equity investors as an 
alternative funding route, and there  
are a number of institutional investors 
that look to invest at the pre-IPO stage.  
Publicly listed companies are able  
to access equity funding in a short  
time frame, and their shares may be 
used as a valuable acquisition currency. 
In recent years, businesses from a 
range of sectors have successfully 
undertaken an IPO with a view to 
achieving growth through acquisition.  

Enlisting independent advice on 
determining your capital requirements, 
and what kind of funding and structure 
best suits your business, is advisable to 
help you assess the options available. 

Be ready to respond 
Another aspect to consider is the 
amount of funding required. The timing 
and target of merger and acquisition 
activity may be inexact, meaning that 
funding needs are variable. It may be 
the case that an acquisition strategy 
spans fve years and defnite targets  
for acquisition are not yet fully  
defned. In this situation, funding 
requirements will need to be fexible 
and scalable to align with the  
business’s growth strategy. 

With this in mind, establishing a 
structured group of potential lending 
and Private-Equity relationships may  
be a sensible strategy to pursue,  
even if fnancing from them is not 
immediately required. You may already 
have some funding lines in place, but 
the value of having the option of future 
alternative investors or lenders should 
not be underestimated in a growing 
business. If you need to call on those 
relationships because an unmissable 
opportunity has arisen, having a group 
of funders who are familiar with your 
business’s fnancials, history, markets, 
current performance and forecasts  

will leave you well placed to secure 
the fnancing you need quickly. Put 
simply, make sure the Private Equity 
and/or lending market is prepared for 
your approach and clearly understands 
your growth story.  

Tax considerations 
Once the commercial appraisal of  
any fnancing arrangements has been 
established, it’s important to ascertain 
the available tax relief on interest costs 
and whether there are any restrictions 
on the amount of interest for which tax 
relief can be claimed. If the lender is  
not a UK resident business, there will 
be other factors to consider such as 
withholding taxes. Withholding taxes 
can apply to annual interest paid to 
individuals and non-UK resident 
companies, subject to potential 
exemptions, for example the EU 
Interest and Royalties Directive, under  
a double tax treaty, or where the debt 
qualifes as a quoted Eurobond by  
virtue of being listed on a recognised 
stock exchange. Foreign acquisitions 
should also be carefully managed, 
especially where foreign profts need  
to be repatriated to the borrowing 
business so the debt can be repaid. 

Where lenders acquire equity as part 
of the fnancing arrangement, it will  
be imperative to make sure that the 
existing founder and management 
shareholders’ ability to beneft from 
Entrepreneurs’ Relief on a potential 
future sale is protected. This relief 
provides for a 10% rate of Capital  
Gains Tax on disposal. 

Essential 
considerations 
How much is it worth? 
There are several approaches 
to valuing a business, but its 
value ultimately depends  
on what it means to your 
business. Will the acquisition 
open up a new market or 
introduce a new technical 
capability? How much is  
that worth to you? 

Selling the story 
Debt markets are liquid  
and Private Equity funds  
have signifcant levels  
of committed capital to 
deploy, meaning fnancing is 
available for well-articulated 
strategies for the right 
business. But just because 
these markets are buoyant, 
do not underestimate 
funders’ thirst for  
information on investment 
plans. Scrutiny is to be 
expected and neither debt, 
market liquidity nor available 
committed Private Equity 
capital mean that funding  
is easy to access. 

Tax reliefs  
The way you structure the 
fnancing of an acquisition 
will have an impact on the 
tax profle of the group. 
Seeking advice early can  
help ensure acquisition 
structures are tax-effcient. 
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KPMG can… 
– Advise on valuation methods and how to approach a valuation  

– Provide independent fnancing advice on raising debt facilities  

– Provide acquisition advice in the form of negotiations, tactics  
and strategy 

– Provide acquisition advice in the form of potential funding  
options strategy, deal structuring, tactics and negotiations 

– Provide advice on public equity markets as an alternative  
funding source 

– Provide tax expertise for structuring acquisitions  



Go, or no go? 
So you’ve reached the moment of truth: is this really going to happen, or is it 
time to walk away? You can only get it right by having the facts in front of you. 
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D 
ue diligence ahead of an 
acquisition provides the 
opportunity to test the 
assumptions you’ve 
made during the initial 
assessment and the 
valuation of the business.  

It lets you identify any special risks  
that will need addressing when you’re 
determining the contractual terms of 
the deal and the fnal price to be paid. 

With regard to how you have valued the 
target business, there might not have 
been enough available data to complete 
a thorough discounted cash-fow 
analysis, so you may have had to rely on  
the broader starting point of a valuation 
based on a multiple of earnings. 

Whatever valuation method you chose, 
due diligence is imperative. This will 
almost always incorporate fnancial and 
legal factors, but often encompasses 
other areas too, including commercial, 
operational and information technology. 

Financial due diligence 
Financial due diligence is an essential 
part of any pre-acquisition analysis, as 
understanding the underlying assets of 
a business, and what drives its earnings 
and cash performance, is vital. It should 
also include a comprehensive review 
of the target business’s historical tax 
affairs. The tax authorities are able to 
check whether a business has paid the 
right amount of tax going back several 
years, so you should seek to understand  
the tax history and where appropriate, 
seek commercial protections. 

Commercial due diligence 
A number of variables will determine 
how much due diligence is required.  
If  you’re  considering a new sector,   
a  new  market, or an unfamiliar product, 
a considerable amount of commercial  
due diligence will be necessary. It helps 

investors understand what they’re 
buying and the sustainability of that 
business. It also provides insight into 
the sustainability of market growth,  
the drivers of market share,  customers’ 
views of the business and  its  market  
position in relation to competitors, and 
the security of that position. All of this 
helps you to understand the achievability  
of the business plan, and how that 
should infuence the valuation. 

It’s important to understand the 
sustainability of market growth.  
For example, there may be disruptors 
on the horizon that threaten this growth,  
as well as key success factors required 
to thrive. Or if a business’s customer 
base is where you see its value, 
understanding those relationships,  
who controls them, and what the 
contractual obligations are, will be 
critical. Commercial due diligence  

can also look at the external perception 
of the target business and provide an 
unbiased perspective on how customers  
view it. For example, if you were to 
acquire a competitor, could that confuse 
the customer? Commercial due 
diligence can also help you unearth  
new growth opportunities, which  
could help drive future value. 

Publicly available data will only get  
you so far. Advisors will have access  
to worldwide databases and can help 
provide fnancial statements, flings, 
registers and overseas documents for 
target businesses. You’ll also want to 
delve into the people behind the target 
business. It’s vital that you know who 
you’re dealing with – for example,  
to ensure they don’t have links to 
organised crime, or have engaged  
in unethical business practices that 
could damage your business. 

IT due diligence 
It is important that your knowledge  
of the IT department does not solely 
rely on software and asset value in the 
general ledger – you should be aware  
of all factors that can infuence value. 

Operational and fnancial systems should  
be assessed across: scalability, ftness 
for purpose, fnancial management, 
resilience, security and data privacy, 
governance, workforce skills and the 
management of compliance and risk. 

In some cases a target business may 
have failed to make suffcient IT 
investments in the preceding period. 
Beware of this scenario, as it can 
signifcantly increase the risks and costs 
borne by your business post acquisition. 

Think sustainably 
The way a target entity handles 
environmental, social and governance 
(ESG) issues can affect its long-term 

Throughout   
the acquisition  
process, you  
must know what  
the collective risk  
appetite is, and if  
you’re prepared  
to accept that  
you may not   
be able to get  
answers to all of  
your questions. 



  

performance and its valuation. 
Sustainability has transitioned from 
being a reputational matter that 
businesses simply had to manage,  
into a topic that has established itself 
high up on the leadership agenda.  
A focus on sustainability and 
environmental factors is becoming  
a real value-add differentiator for  
a business’ relationship with its 
customers and suppliers and, 
importantly, for attracting and retaining 
talent. We expect to see an increased 
impetus on this going forward, 
becoming a key component of 
investment criteria. 

You need to consider sustainability and  
environmental factors within the target  
entity to identify any liabilities that could  
potentially impact the acquisition, or  
create value leakage post-acquisition.  
ESG risks may include failure to secure   
a number of mandatory environmental  
licenses and permits, poor working  
conditions, potential for labour disputes  
and unsound board processes. On the   
other hand, it may help you to identify  
opportunities to boost returns through  
more effcient production processes   
and reduced costs.  

Tax factors 
The way in which an acquisition is 
structured can impact on a business’s 
tax profle, so getting it right is crucial. 
For example, if one business buys 
another’s share capital, there is generally  
no tax relief available for the cost of  
that investment itself, although tax 
relief could be available for some of  
the costs of fnancing it, as they are 
released to the proft and loss account. 
However, if a business buys the trade 
and assets from another business – 
such as the stock, property and  
equipment, goodwill, brand, or  
customers – increased tax relief 
may be available by way of cost 
of sales and capital allowances. 

If the target business has tax losses, 
preserving the value of those losses 
could also come into play and extra care  
will be necessary. Furthermore, if 
retaining the management team is 
critical to post-acquisition success,  
an appropriate share-based incentive 
arrangement could help convince  
them to stay. With Capital Gains Tax 
rates appreciably lower than income  
tax rates, there is a good case to be 
made for using share-based awards. 

What’s your appetite for risk? 
Throughout the acquisition process,  
you and your team must know what 
the collective risk appetite is – and if 
you’re prepared to accept that you may 
not get answers to all of your questions. 
However, there comes a point at which 
you as the buyer must decide if there is 
suffcient information to move forward.  
There is residual risk in any deal, and 
until an offer has been made, there 
should always be a layer of caution. 

Competitive auction processes are the 
most restrictive in terms of access to 
essential data. The information available 
is usually tightly controlled, and in certain  
circumstances you may not even be 
able to meet the management team. 

Eventually a point will be reached,   
where despite all the completed  
due diligence, some questions  
remain unanswered. This is called  
the ‘go/no-go’ point, where you,   
with your board and advisors, must 
evaluate all the information you have, 
and decide whether the unknowns   
are worth the risk of acquisition. 

Knowing when to walk 
It’s vital to retain the option to walk 
away. If, when all’s said and done, the 
deal is not right at the offered price,  
you have to be ready to turn your back 
on it. It’s easy to get caught up in the 
excitement of a deal, but it’s critical  
that your team retains its focus on 
value. Quite often, people later refect 
that the best deal they ever did is  
the one they walked away from. 

Essential  
considerations 
Due diligence where it 
matters most 
You have to perform due 
diligence on the area of  
the target business that  
you think has the most  
value to you. For example,  
if acquiring the target 
business’s customer base is 
the motivation for the overall 
acquisition, test the strength 
of customer relations. 

Assess the tax history 
Understanding the historical 
tax affairs is critical in order 
to get peace of mind that 
there are no latent liabilities. 
The way an acquisition is 
structured can also infuence 
the amount of tax relief 
available for the purchase 
price and fnance costs. 

Know your risks 
Compiling a thorough risk 
assessment of your own 
business frst will provide  
a  solid foundation for  
assessing an acquisition 
target. It will also provide  
the framework for  
evaluating the board’s 
collective risk appetite. 

A
cq

ui
si

ti
on

 

13 KPMG Private Enterprise The moments that make you 
© 2020 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

KPMG can… 
– Advise on what level and type of due diligence is required  

– Assist in completing all types of due diligence – fnancial,  
commercial, technology/IT, taxation, operational, legal 
and pensions 

– Provide tax structuring expertise and advice  

– Advise on legal structuring  

– Provide intelligence on target businesses and  
associated individuals 

– Assess the business’ s risk appetite through risk 
assessment processes 

– Advise on the ‘go/no-go’ point  
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Seamlessly 
integrating the 
new business 
The deal is done – what next? Make sure you have a robust integration plan that 
factors in people, fnance and operations. Without one, you could be destined to fail. 

T 
he list of mergers and  
acquisitions that have 
ended up failing, 
simply because of   
poor post-acquisition  
integration, is too long   
to mention. Yet despite  

the number of historic and recent  
failures, and the resulting checklist   
of mistakes to learn from, integrating  
one business with another remains  
fraught with challenges.  

One of the biggest, and most   
common, mistakes that you can   
make in post-acquisition integration   
is forgetting that businesses are   
made up of people. People and   
culture can be the biggest challenges  
when integrating a new business,   
so it’s as much about hearts and   
minds as it is about the fnances   
and operations. 

In order to be 
successful, 
your employees 
need to be 
informed, 
equipped, 
engaged 
and connected 
to effectively 
navigate 
changed ways 
of working. 

Winning hearts and minds 
Developing a positive relationship   
with your new employees is an active  
process. To be successful, they need   
to be informed, equipped, engaged   
and connected to deliver revenue  
synergies, act in new and more  
effcient ways, and to effectively  
navigate changed ways of working. 

Some of the news, for example  
possible redundancies, will be diffcult  
or unsettling for employees, but a   
clear communication plan will limit  
disruption. One mistake that business  
owners sometimes make is to delay  
leadership decisions, and avoid diffcult  
conversations. In our experience, you  
need to be brave and make diffcult  
decisions upfront to reduce uncertainty  
for employees and empower new  
leadership teams to own and drive   
the new business strategy. 
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One of the   
most common  
mistakes you  
can make in  
post-acquisition  
integration is  
forgetting that  
businesses   
are made   
up of people.  
Integration  
should be as  
much about  
hearts and  
minds as fnance  
and operations. 

We often see acquirers fail to   
deliver integration value as they   
fail to consider the culture clash   
of two organisations coming   
together. In practical terms this  
expresses itself as the destruction   
or replacement of some of the key  
attributes that made the acquired  
business successful in the frst   
place. Diffcult to measure, these  
attributes (entrepreneurship,  
innovation, customer-centricity)   
are often the key to delivering   
deal value, and without adequate  
consideration of these you’re unlikely  
to achieve a successful integration. 

The 100-day plan 
Your post-integration plan doesn’t   
have to be 100 days, but you must   
have one. It should acknowledge  
synergies and incorporate fndings   
from your due diligence, and should   
not be solely about fnance – it must   
be holistic, encompassing commercial  
and operational aspects.  

The 100-day plan will allow you   
to assess what you’re integrating,   
which functions are coming in,   
and how you’re going to grow the  
business post acquisition. You should  
also know who will be performing   
each key function, what resources   
you will use, and the time frame in  
which you want to accomplish things.  

You should also revisit your initial  
strategic rationale for the acquisition  
to remind yourself why you’re  
undertaking the process. You may   
need external expertise to ensure   
the transition progresses smoothly;  
while a dedicated transition team is  
essential, you must strike a balance  
between managing the transition   
and continuing to run the business.   

Retaining the right people 
Integrations create uncertainty;   
from our experience, a considerable  
number of managers will leave   
within three years of a deal.   
Making sure talent stays and   
delivers against your deal objectives  
is key and many business owners   
fail to take the time needed to   
ensure the right people stay.   
Although cash-based retention  
mechanisms can be attractive,  
they rarely incentivise delivery   
and are often offered to only  
senior staff.   

Think more broadly about the skills  
you need for your integration to  
succeed and really understand   
the personal circumstances of   
your key talent. Be clear on what   
you’re offering them for the long   
term – the chance to drive the  
integration process, and future   
career prospects. 

Integrating IT 
As a core function of any business,   
a successful integration of technology  
across people, processes, assets   
and facilities, contracts, infrastructure,  
applications and data can deliver  
signifcant upside in a number of   
ways. For example, enabling new  
product offerings as a means to   
drive additional streams of revenue;  
delivery of synergies resulting in   
an optimised cost base; and new  
capabilities accelerating digital  
transformations, all while ensuring   
the integrity and security of both   
the acquiring and acquired entities. 

However, our experience shows   
that the majority of deals fail to  
enhance value. A lack of proper   
IT due diligence can lead to a poor  
understanding of the technology  
challenges and security vulnerabilities,  
and the subsequent failure to identify  
mitigating actions. Meanwhile, poor  
integration planning and execution   
can lead to increased complexity,  
project delays, cost overruns,  
disruption to business-as-usual   
activity and, in the most extreme  
cases, critical system outages,   
security breaches and/or data loss.   
The resulting loss of revenue and  
reputational damage can be signifcant  
and long lasting, underlining the  
importance of running proper   
IT due diligence and engaging   
the proper expertise to support   
integration planning and execution. 

Working with experts to conduct   
buy-side IT due diligence during the  
deal process to identify critical ‘red  
fags’ and possible remedial actions,   
or to provide post-deal integration  
support to minimise risks related to  
planning and execution, is advisable. 

Integrations  
create  
uncertainty; from  
our experience,   
a considerable  
number of  
managers will  
leave within  
three years of   
a deal. Many  
business owners  
fail to take the  
time needed to  
ensure the right  
people stay. 
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Vendor management 
One of the largest and quickest   
benefts in acquisitions is often  
integrating the supply bases of the   
two organisations. It’s important   
to have a well-thought-through   
plan and to execute this at speed. 
Pre-acquisition, you should analyse   
the target business’s supply base to  
understand which suppliers it uses,  
how many suppliers you have in  
common, which suppliers have the  
‘best of the best’ pricing and terms   
and conditions, how you could align  
each supply base to this, and how  
much beneft increased volumes   
could drive. 

Post-acquisition, you need to move  
quickly to take advantage of the   
change potential that the acquisition  
creates and to alleviate uncertainty   
with suppliers. Communication with  
suppliers is essential. Having a   
well-thought-out strategy on the  
rationale for the deal and how   
suppliers will beneft is key to   
getting them on board. 

Businesses often fail to deliver the  
synergy benefts where they don’t  
move quickly and don’t integrate   
the supply bases. Joining two  
businesses together and doubling   
your supply base doesn’t leverage  
economies of scale – it just makes   
you bigger. 

Maintaining continuity  
One mistake that businesses often  
make is to cease involvement of the  
acquisition team as soon as the deal   
is signed, thus causing integration  
issues. Try to maintain continuity in   
how you handle the post-acquisition  
landscape, right up to implementation  
and completion. 

Sometimes the practical aspects   
can get overlooked. For example,  
multiple email domains can remain   
for years post acquisition, leaving  
customers confused as to who   
they’re dealing with. This kind of  
oversight can also leave employees  
baffed when trying to locate people  
on internal email systems. 

Businesses often  
fail to deliver the  
synergy benefts  
when they don’t  
move quickly to  
integrate supply  
bases. Joining  
two businesses  
together and  
doubling your  
supply base  
doesn’t leverage  
economies of  
scale – it just  
makes you  
bigger.  

Essential  
considerations 
How to integrate people  
Provide clarity on the new 
organisational structure  
and key appointments. 
Identify cultural challenges 
and align leaders to a  
clear ‘cultural vision’ for  
the combined organisation.  
Proactive management of 
communications is essential. 

Formulate a 100-day plan 
It doesn’t have to be  
100 days, but a detailed 
post-integration plan is 
essential. And it shouldn’t 
just focus on fnance.  
It needs to be a holistic plan 
that addresses operational 
and commercial areas too. 

Remember the ‘why’  
Failure to keep returning  
to the real rationale behind 
the deal will lead to lack of  
a clear view of the strategic, 
operational and fnancial 
benefts. But avoid losing 
focus on the core business, 
which can lead to erosion  
in underlying performance. 

KPMG can… 
–  Drive development of a structured synergy case and 

business plan 

–  Put in place appropriate governance and reporting structures 

–  Drive development of the integration plan across all 
business divisions 

–  Conduct buy-side IT due diligence 

–  Help with constructing tax-effcient remuneration strategies 

–  Assist in mapping out a post-integration 100-day plan 
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Case study: Growing through global expansion 

“The key is to 
understand your 
tolerance for risk.” 
Justin Stead, CEO of Radley, on how a successful global 
strategy balances boldness with caution, the value of listening 
to others, and why it’s crucial to believe in your business’s story. 



W 
hen I was approached  
about the Radley CEO 
role, it intrigued me. 
The business had gone  
through a transitional  
period where it hadn’t  
been as successful, but  

I liked where Radley had come from and  
I saw the opportunity for rejuvenation,  
from the operations through to the brand. 

At heart, CEOs set vision, strategy and  
team structure, but essentially they   
are storytellers, and Radley is a great  
renaissance story. But you need to   
be very clear about where you want   
to take that story next. I’ve worked   
around the world for 30 years and  
believed that the Radley story could   
go global. However, when we acquired  
the business, our focus for the whole   
of the frst year was getting back to  
basics – fully understanding Radley’s  
strengths and weaknesses and  making  
sure all parts of the business could   
align to a global strategy. 

The business was, in fact, already  
operating in multiple international  
markets, but we felt these were  
inherited and the set-up, structure   
and approach was ineffcient and lacking  
focus. So we closed some markets  
down and started again   
with a concentrated strategy based   
on technical analysis of the market   
and our own hard-earned experience.   

Selective partners 
We ended up focusing primarily on  
three markets; US, China and Australia.  
As a dual US and Australian citizen, and  
having worked in the US for 20 years,   
I knew that, if we got our positioning  
right, we could be hugely successful.  
Radley had already tried and failed to  
win the American market but I felt   
we could execute things differently.  

“One important  
aspect of our  
strategy was to  
take a low-cost  
but targeted  
approach to   
the US.” 

One important aspect to our global  
strategy was that we took a low cost  
but targeted approach to the US.   
So, if it wasn’t successful, we weren’t  
going to lose the ranch. In that context,  
we committed to three channels:  
Macy’s, the QVC channel and our   
own online e-commerce channels.  

We simply had to play in China   
because of the size of the market,   
but we also knew of the Chinese  
consumer’s interest in Radley because  
of their holiday purchasing in the UK.   
And, although Australia is a smaller   
market, our core audience profle  
matches very well in this market   
and we also had strong potential partner  
in MYER department stores. 

Diverse ways to market 
Despite the current retail upheaval,   
it’s a brilliant time for both brands and  
retail because you can enter different  
markets in different ways. This is so  
different from 20 years ago, when   
I was wandering around the world doing  
business. Now you can go direct to  
consumers, you can go direct to retail,  
you can go direct in your own  
distribution, and you can still use  
traditional distributors as well.  

For the US, we go direct to our partners,  
and we manage those partners from  
London, although we’re about to open  
an offce in Dallas this August. In China,  
we’re digital-only through three major  
partners. In Australia, we’re direct to  
one partner, and now in Thailand we  
have a distributor model. But we also  
serve all these with our e-commerce  
business and it’s immensely gratifying  
that our international strategy has  
boosted online sales too. 

A breakthrough moment 
The frst time I was absolutely sure   
we were on the right track was when   
I got a call at 4:30 in the morning   
from our US national sales manager.   
We’d had our frst show on QVC and  
sold almost $1m of product when we  
were expecting half that – and had done  
so in 29 minutes on a 75-minute show.  
It confrmed that our intuition was right. 

The key with going global – and any   
big strategic move – is to understand  
your own tolerance for risk. Once you  
know what you’re comfortable with,   
it’s then only a case of how hard you  
can work to make it a reality.  

At a glance 
–  Radley is a British brand 

which designs and 
manufactures handbags 
and accessories for UK 
and international markets. 

–  Justin, Don McCarthy 
and his Private-Equity 
investment partners, 
Freshstream, acquired 
the business in 2016. 

–  Radley’s revenues were 
£75m in 2016 and will be 
£100m in 2019. US retail 
sales will exceed US$35m 
in 2019 from a standing 
start in September 2017. 

–  Justin moved to the US 
from Australia as a teenager 
on  a  tennis scholarship and 
was ranked in the NCAA 
top 10. He also achieved an 
ATP top 400 world ranking. 

–  He likes to spend his 
spare time with his wife 
and three young children, 
staying ft and healthy, 
studying Roman history, 
and working on the launch 
of his Aurelius Foundation. 

Balancing risk with caution 
In my early days, I had a bit of a   
“ready, fre, aim” approach, with plenty  
of energy and few distractions. I also  
had a great mentor: Don McCarthy, the  
former executive chairman of House of  
Fraser. Among many things, he told me:  
“Enthusiasm costs money. Be careful.”  

Today,  I have a fantastic team and the  
wisdom to know that I don’t have all   
the answers. I trust my team so that  
when someone says, “Justin, let’s   
be cautious”, I listen. 

Global growth is about bringing together  
many things. You need to   
see the opportunities, make the right  
partnerships, balance risk with caution  
and, ultimately, proceed with conviction,  
passion and pride in telling your story. 
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Justin shares how  
he took Radley into  
new global markets at 
kpmgenterprise.co.uk/ 
perspectives/moments-
that-made-me-radley 

http://kpmgenterprise.co.uk/perspectives/moments-that-made-me-radley
http://kpmgenterprise.co.uk/perspectives/moments-that-made-me-radley
https://www.kpmgenterprise.co.uk/perspectives/moments-that-made-me-radley


 

  

Assessing the   
global opportunity 
Evaluating risk and return while considering ‘Why?’ ‘Where?’  
and ‘How?’ is the frst area of focus for your management team. 
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O 
verseas expansion 
is a popular growth rout
for many businesses. 
For some, the purpose 
will be to access new 
markets or increase  
their customer base.  

For others, the motivation is to increas
proftability by reducing labour costs  
or, perhaps it’s the only way to access 
specialist skills or technology. 

Once you’ve clearly defned why you 
need to expand, and exactly how it  
will beneft your business, you’ll be  
able to take the next step – deciding 
where and how to expand. 

Entry options 
Broadly, your two main options for 
growth are to expand in existing 
markets by diversifying into adjacent 
products, or to take your existing 
products into the many, and sometime
much bigger, markets outside the UK. 

As ever, there are costs, risks and 
benefts associated with either choice. 
If you do decide to stick with the 
products you know and take them  
to unfamiliar overseas markets, you 
should consider your options for doing 
so. There are typically four main option

–  Find and employ competent sales 
agents in whichever international 
markets you want to target. 

–  Make an organic move by 

e 

e 

s 

s: 

establishing a local factory or   
an offce with dedicated sales,   
customer support and management. 

–  Acquire a target with a successful 
track record in the region you’re 
looking to expand into. 

–  Set up a joint venture with a business 
already familiar with the market. 

Each of these options should be  
determined by the market you’re   
looking at and your current strategy   
and risk appetite. It’s worth taking some  
time over these deliberations when  
embarking on an international plan, as  
it’s highly likely you’ll add complexity  
and uncertainty to your operations   
when you do make the move. 

Businesses often start out by employing  
sales agents or doing a deal with a  
business already established in the  
market that they’re looking to move   
into – for example, using a manufacturer  
or a distributor as a ‘stepping stone’.  
Once they know what their customers  
want and how suppliers and the local  
labour market works, and can be  
reasonably confdent in a consistent  
fow of future revenue, an estimate   
of likely costs, or both, they may then  
look to an acquisition or commit to   
a full-scale organic move. 

Do your homework 
You should assess the size of the  
market and the opportunity. An estimate  
of the market size should be undertaken,  

both on a current and future basis.  
Pricing and cost dynamics are important  
to understand in evaluating what the  
market opportunity might be, rather   
than relying on the ‘as is’ position.   
For example, think through how   
costs will change over time and how  
you will be able to alter your pricing   
over that period, too. Analysis will also  
be needed to assess demand for a  
business’s products and services, the  
opportunity to use cheaper labour and  
improve inputs, or the supply chain   
into the UK over both the short and  
medium-term, noting the potential   
of this to evolve in, say, a high-wage-
growth market.  

Geospatial  
analysis can  
provide a deeper  
understanding   
of competitive  
threats and  
customer  
behaviour in  
different market  
locations. 
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In terms of ‘where’ to go, geospatial  
analysis can provide a deeper  
understanding of competitive threats  
and customer behaviour in different  
market locations. Predictive models   
can help you assess customer and  
seasonality trends.  

It’s also worth modelling a set of  
assumptions that underpin your  
strategy. This should include a PEST  
(Political, Economic, Social and  
Technological) analysis and, depending  
on the circumstances, also include  
relevant research, such as the  
percentage of middle-class citizens   
or skilled labour, for example. If a set   
of data doesn’t grow at a rate to   
match your strategic assumptions,   
it’s time to revisit your strategy. 

You should incorporate some of the  
less-analytical issues as well, such as:  
Are there direct fights from the UK?  
How close is the culture to Britain’s?  
How widely is the language spoken?  
How easy is it to learn? and so on.  

Finally, be sure to include the tax and  
legal implications in your cost-beneft  
analysis: How easy is it to extract   
cash and repatriate it back to the UK?  
Similarly, how easy is it to enforce  
contracts through local law? 

Use your contact base 
As you work through your assessment  
of the opportunity, don’t forget to use  
your contact base. Many of the larger  
professional-services businesses have   
a global network of ‘on-the-ground’  
advisers who can give you a good  
overview of a market and advice on how  
to be successful there. Equally, trade  
bodies such as the Department for  
International Trade (formerly UK   
Trade & Investment) should be able   
to provide support and guidance.  

Check your overseas footprint 
Finally, before you look outside, frst  
assess your business itself. You may  
already be selling some of your products  
internationally through distributors,  
wholesalers or resellers. We often fnd  
with clients that they’ve been selling  
5-10% of their products to a customer 
that resells globally. If you’re doing this, 
it’s worth understanding what’s selling 
well, even at these small volumes, and 
in which markets. You can then feed 
that into your international strategy. 

Beyond that, you may want to think  
about moving more forcibly into the  
value chain if the opportunity is there.  
For example, one of our clients owned   
a strong UK-based brand and were  
using a wholesaler to sell some of their  
inventory abroad. It became apparent  
that the wholesaler was growing, yet all  
it was doing was delivering the product  
to shops. The UK brand ended their  
contract with the wholesaler and set  
themselves up to deliver direct to stores.  
That way they entered an international  
market already with good knowledge   
of how to make a success of it. 

Risk versus return 
When considering your options, you  
also need to weigh up whether or not  
the cost and risk to your business of  
making a concrete international move is  
worth the likely beneft. While developed  
economies can provide less risk, the  
returns may be lower as a result.   
Fast-growing economies can be fruitful,  
but are potentially higher risk and may  
give your management team a few  
headaches around governance. For that  
reason, you need to agree your risk  
appetite with your management team. 

Read our Going Global 
report for advice on how 
to develop and maintain 
an international strategy:  
kpmgenterprise.co.uk/ 
going-global 

Essential  
considerations 
Assess the opportunity  
Once you have defned   
why you need to develop a  
presence overseas and how  
it will beneft your business,  
you’re then in a position to  
assess the opportunities  
available in different  
international markets. 

Look inside frst  
You may already be doing   
a fair amount of international  
business already via  
distributors. If so, use any  
information gleaned from   
that to size up the potential  
of different options. 

Plot a route to success  
You can ‘build’, ‘buy’ or ‘ally’  
when it comes to moving  
across borders, but don’t  
confne yourself to just one  
option. Think across the long  
term about what you want  
from an international move  
and use different options at  
different times. For example,  
you may pilot a business  
model by yourself, but partner  
with another business to  
scale it up, and then acquire  
one when you are confdent  
the market will become a  
mainstay of your business. 
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KPMG can… 
–  Perform analysis and market entry evaluation into new 

geographies and markets, including market size, price elasticity, 
customer insight and an overview of domestic culture and politics 

–  Help determine the best markets to enter and the appropriate 
business and operating models to meet local market conditions 

–  Introduce you to local specialists across the globe to provide 
guidance on local business customs, tax and other regulations, 
and mergers and acquisitions 

– Perform confdential vetting procedures on overseas agents 

–  Provide detailed contractual support for joint ventures, alliances 
or overseas acquisitions 

http://bit.ly/31Vkijq
http://bit.ly/31Vkijq


Going organic 
Typically the most common route for expansion, growing organically lets  
you test the water before committing and you also get to stay in control. 
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usinesses typically  
choose to take an 
organic route – 
building their own  
operations rather   
than partnering   
or buying another  

business – for one of two reasons.  
Growing organically can be an excellent  
way to work on a ‘proof of concept’  
project for opening in a new market.   
By employing a few sales agents,  
setting up a dedicated website or   
a distribution centre, for example,   
a business can enter a market and   
test the water without committing  
extensive capital, resources or  
management time. It also allows   
for the brand to become more  
recognised prior to a bigger launch   
at a later stage.  

If there is little appetite for the product  
or the brand, or there are snags with  
distribution, local regulations, or  
whatever it might be, a business   
can retrench or make the required  
changes without much damage   
to the broader business.  

Some businesses create alternative  
brands or sub-brands for their overseas  
experiments. This can limit the exposure  
of the main business and can also  
ensure that the brand translates across  
different markets and regions.   

At the other end of the scale,   
a management team may want to  
choose the organic option because  
they’re certain that entering a particular  
market will pay handsome dividends,  
and they want to invest a sizeable  
proportion of time and capital in that  
market entry. The advantage of this  
approach is that the business can  
control every aspect of the operation,  
and it also means that they will get to   
keep all the rewards for successful  
implementation of the strategy.  

Planning and monitoring 
When entering a market organically,  
location is key. Proximity to infrastructure  
(notably airports, if your UK management  
is going to spend time establishing  
operations on the ground), skilled labour  
and wider transport links are important  
considerations. You will also need to   
be realistic about the payback, as it   
will take time to build a factory and  
recruit and train a workforce, before  
profts are secured.  

Part of your preparation when assessing  
organic market entry will be a robust,  
realistic and fexible model. It’s important  
to establish the overall payback of the  
project, the key milestones in respect of  
progress and fnancial and non-fnancial  
targets. Rarely do projects go smoothly,  
so fexibility and agility are key   
attributes to make sure that the   
overall project goal remains on track.  
Stakeholder management with  
shareholders is also vital.  

Don’t neglect the digital angle 
Your digital presence will be the frst  
port of call for many international  
customers, so make sure your current  
digital strategy is being implemented   
as well as it can be, and is right for the  
market you’re entering. Then, you need  
to start asking more specifc questions.  
For example, do you need a separate  
digital presence? Do you understand  
how customers in this new market  
perceive value in your products and  
services? What constitutes good  
customer service in this market?   
You may use chat bots and email   
for customer service in your main  
market, but customers may expect   
to be able to reach a customer service  
agent by phone in the new market.   
Similarly, you may have a good search  
engine optimisation strategy in your  
core market, but if customers access  
online services via Facebook in the   
new market, can your Facebook  
presence cope with that?  
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KPMG can… 
–  Help you model the business case, return on investment 

and sensitivity analysis for the venture 

– Provide insights on customers in your global target markets 

–  Introduce you to local specialists to help with legal, real estate 
and construction issues 

–  Help you defne the customer and user experience you will 
need for success in the new market 

–  Assist you with the design, build and deployment of a new 
global digital platform 



Making an acquisition 
Expanding overseas through acquisition provides access to customers and suppliers. 
But you must take care assessing, understanding and negotiating any opportunity. 

T 
here are many  
factors to look at 
when you assess 
a potential acquisition  
target – its fnancial  
performance, customer  
base and competitors,   

its scope for growth, and the  
effectiveness and effciency of its  
operations. However, the number  
one question should be: Does it   
help us hit the goals of our   
international strategy?  

Beyond the typical strategic and  
operational concerns, you should   
also understand how the business   
will be integrated and what the most  
likely risks are to a smooth integration.  
Spend time with management at   
the target business to understand   
how the deal will affect them.   
Finally, make an honest assessment   
of whether your own management   
team has the skills and bandwidth   
to be responsible for the governance   
of the newly integrated business.   
If they don’t, make it someone’s   
specifc job.   

Failure to carefully consider these   
issues can lead to poor fnancial   
returns and excessive management  
time to stabilise the business.  

Pricing and deal structure 
Make sure you understand how  
businesses are valued in the target  
market compared with the UK.   
They may overemphasise certain  
measures, such as inventory on   
hand and working capital effciency,   
and place less emphasis on other  
aspects, such as growth in spending  
power of the core customer base.  
Deliberation needs to be taken over  
transaction structuring approaches,   
for example, share purchase versus  
trade and assets, earn-outs and   
deferred consideration.  

Due diligence 
This is clearly harder when you don’t  
have a local offce on the ground, or   
as good an understanding of the local  
business culture as you would like. Also,  
given that the approach to due diligence  
varies around the world, UK businesses  
can often be rebuffed when they make  
what they see as a ‘normal’ request for  
information. It can be worth tapping into  
a local deal team to help with aspects  
such as: reviewing fnancial information,  
reviewing the target business’s balance  
sheet, evaluating synergies, and  
preparing an integration plan. 

Also, make sure you’re familiar with the  
target business’s tax position. You need  
to understand its potential historical tax  
exposures or attributes, what its tax  
profle  and  tax  liabilities are likely to be   
in the future and its  relationship with   
the domestic tax authorities. Include tax  
considerations in your integration plan   
as well, so that your fnance team and  
the senior team are clear on how profts  

will be made with the new entity on  
board, how the Transfer Pricing of  
related party transactions will work,   
and how the proft will be charged   
for tax purposes across the group. 

If overseas profts are to be repatriated  
back to the UK, then Withholding Taxes  
may apply and so the method of  
repatriation becomes important as  
different rates exist for different types  
of payments, such as interest, royalties  
and dividends. 

Negotiation and close 
Expert advice is required here to ensure  
that you understand the legal processes  
in the jurisdiction in which you’re making  
a deal, including the rules concerning  
foreign ownership and cash extraction.  
You should also take advice on the  
‘softer’ issues, such as how negotiating  
styles may differ from those in the UK. 

For further insight into how to grow   
via an acquisition, go to page 8. 

KPMG can… 
–  Provide access to local mergers and acquisitions , valuations and 

due diligence specialists 

–  Support in the search and selection of suitable acquisition targets 

–  Provide a range of due-diligence services to evaluate the 
target business 

–  Assist in the development of 100-day plans, including how to 
achieve the required synergies 

–  Provide a fnancial model to assess the impact on the group that 
is produced as a result of the acquisition 

–  Advise the buying business on negotiation, tactics and strategy 

–  Provide advice on fundraising to support the acquisition 

–  Advise on the different ways of structuring the deal 

–  Offer advice and hands-on support for integrating the acquisition 
into business-as-usual 
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Working with partners 
Partnering will share the risk but also share the reward;  
this can often be a good option for working on a distinct project. 
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orming an alliance  
with another business 
can prove useful if you 
want to do more than  
simply test out a market,  
but don’t want to commit   
the time and money   

to a full organic play or in acquiring  
another business. Sometimes, the   
law requires you to partner with a local  
business if you want to operate in   
that country. In the Middle East and  
parts of Africa in particular, you must  
have a local partner to do business.   
In developing countries, there may   
be political requirements or incentives  
for you to partner with local businesses  
to help transfer skills or knowledge. 

As ever, you need to have a clear   
plan in place about where you’re   
going,  what you’re trying to achieve   
by  entering that market and what   
you aim to get out of the partnership  
you’re entering into. Also, consider  
whether this is a long-term partnership  
– that may even develop into an 
acquisition or merger – or whether this 
is to work on a specifc project only. 

Joint ventures are particularly useful   
for this kind of time-bound partnership.  
Businesses often set them up to   
work on specifc contracts where   
each party has different capabilities   
(for  example,  civil engineering contracts);  
they  are  then wound down once the  
project ends.  

Due diligence 
With all these kinds of partnerships,   
it’s important to do your due diligence  
just as you would for an acquisition,   
and to address both the ‘hard’ and ‘soft’  
issues. On the ‘hard’ side, it’s paramount  
that you have the right contracts in  
place. This should include service-level  
agreements with partners to make sure  
they meet their obligations and that,   
if they don’t, there’s the right amount   

of fexibility to enforce the contract,  
withdraw the arrangement at minimal  
cost, or indeed both.  

On the ‘soft’ side, you need to ensure  
that you can work closely with the  
partner – whether that’s making sure  
they ft with certain cultural values   
or that there won’t be a language   
barrier. Your choice of partner will   
need to meet certain requirements   
if your business has a strong ethical  
stance or brand requirements. 

Sometimes the  
law requires you  
to partner with   
a local business  
to operate in that  
country. In the  
Middle East and  
parts of Africa,  
you must have   
a local partner   
to do business. 

KPMG can… 
–  Support you with legal, accounting and tax structuring, and 

joint-venture agreements 

–  Help you understand the investment landscape, political and 
regulatory situation, key obstacles and strategies required for 
success in the new market 

–  Identify the main power brokers in the government, private sector 
and local community that could affect your operations 

–  Help you position your business wisely in a rapidly shifting 
political environment 

–  Conduct either high-volume screening or ‘deep dive’ investigative 
due diligence on your counterparties to identify issues of 
potential concern 

–  Support in the event you enter into a dispute with a counterparty 

–  Perform confdential vetting procedures on overseas agents 

–  Provide detailed contractual support for joint ventures and alliances 
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Global compliance  
Understanding your tax and duty obligations in the territories in which  
you operate, isn’t only a requirement, it can preserve and enhance value. 

E 
mbarking on overseas  
operations means dealing 
with new legislation and 
foreign currency. It also  
means you not only have  
to wrestle with HMRC’s  
tax code, but also tax  

rules in the overseas territories in which  
you’re looking to do business, as there  
isn’t currently a unifed tax system that  
covers worldwide profts.   

The direct tax implications of trading  
overseas, whether through entering into  
cross-border transactions or establishing  
a local presence in another territory, and  
the taxation and extraction of profts  
arising overseas, should be carefully  
considered in planning and structuring  
overseas operations. The decisions   
that you and your management team  
make can have a signifcant effect on  
overall costs and employees’ time.   

Unforeseen tax exposures and  
compliance costs might reduce  
expected margin and the commercial  
benefts of operating overseas.  
Alongside this, opportunities for tax  
effciencies can also be missed.  

‘Trading in’ or ‘trading with’? 
It’s important to understand whether   
a business is ‘trading in’ rather than  
‘trading with’ a particular country.   
What constitutes a business trading   
in a territory differs around  the  world   
and changes over time,  but  it  certainly  
includes having a fxed place  of  business  
there, or if a business’s employees  
conclude customer contracts in that  
territory. This kind of activity means that  
territory’s tax authority could conclude  
that the business has a taxable presence  
known as a ‘permanent establishment’  
(PE). This would give rise to direct tax  
fling requirements and the need to  
attribute profts to the local PE  which  
would be subject to local direct taxes.   
If a business only exports goods or  

services with no physical overseas  
footprint then there are fewer direct   
tax implications. The business would  
still, of course, be liable for indirect  
taxes, such as VAT and customs duties.  

In the digital era, where sales revenue   
is derived in countries without much  
physical presence, certain tax authorities  
are already implementing ways to tax  
that revenue, and this is becoming  
increasingly common around the world.  

Case-by-case basis 
While Organisation for Economic   
Co-operation and Development (OECD)  
members’ domestic law generally draws  
upon a common defnition of a PE, this  
should still be considered on a case-by-
case basis. Some non-OECD territories  
can have an extremely low threshold.  
Also,  the  OECD threshold beyond which  
a PE is created has reduced. This means  
that  businesses can increasingly create   
a PE by mistake; for example by:  

– Making or facilitating sales in a territory. 
–  Using local agents, consultants or 

subcontractors. 
–  Employing people who work from 

It is important  
to understand  
whether a  
business is  
‘trading in’  
or ‘trading   
with’ a   
particular  
country. 

home in territories outside where  
you are headquartered. 

– Employing ‘mobile’ employees. 
–  Seconding employees to overseas 

territories. 
– Setting up representative offces. 

Tax governance 
As you begin to establish your overseas  
presence, there will become a point in  
time where you have to register the  
business for things like VAT, payroll,  
Corporation Tax and so on. VAT, Customs  
Duty and Excise Duty in particular, are  
often an afterthought to the planning  
process and can end up costing  
businesses a lot of money if fling  
obligations are missed. Customs and  
Excise Duties are an irrevocable cost   
and the majority of businesses do not  
make full use of existing Free Trade  
Agreements that they have access to.  
This means a lot of money is being  
needlessly left on the table.  

With VAT or a similar sales tax on   
goods, it is important to understand  
whether accounting for that tax rests  
with you as the supplier and whether  
you need to register. If the responsibility  
is with you, not only will this add cost   
to your operations from the tax you will  
owe, but also the administrative cost   
of complying with these regulations.  
This is also true when buying and selling  
services, but they can be even more  
complex to deal with. Again, the  
important thing is to plan up front   
and get any agreement on how   
you will proceed written into the  
contracts you sign.  

Transfer Pricing 
As well as duties, you should think  
about Transfer Pricing – the price   
at which different divisions of a  
business transact with each other,  
which should refect arm’s-length  
principles and the relative values   
each party contributes. 
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Tax authorities are focusing a lot   
more on the topic of Transfer Pricing  
and undertaking detailed reviews of  
businesses both small and large, to  
ensure that tax is paid where value is  
generated. When the authorities ask   
for information, they typically expect   
it within 30 days, sometimes sooner.  
It’s important to keep a robust and  
current compliance fle to support your  
Transfer Pricing policies. Some countries  
now require businesses to self-certify  
that their Transfer Pricing is compliant,  
and they impose a large penalty if it  
isn’t. The fnes and high-profle nature  
make this an important risk to manage.  

If your business is headquartered in   
the UK, any profts made in foreign  
territories may need to be repatriated.  
Thinking about how that happens is   
very important. There are a lot of tax  
implications as the process will involve  
different tax jurisdictions and their right  
to tax the income and the value derived  
in those territories. There is also an  
extensive network of Double Tax  
Treaties and decisions will need to be  
made over the manner in which profts  
are returned to the parent business so  
that the lowest rates of Withholding   
Tax (often 0%) can be accessed.  

Controlling your cash 
Operating across borders obviously  
means the need to work across  
different currencies. It makes the  
management of working capital, the  
cash in the business and overall treasury  
operations, that much more complex. 

Once your operations reach a certain  
scale, you may need to start currency  
hedging to ensure that your profts   
are not exposed to fuctuations in the  
foreign-exchange markets. Make sure  
the fnance team is following good  
cash-fow forecasting principles.   
In particular, it should be based around  
a three-month weekly forecast;   
this gives the team the requisite  
oversight to understand the day-to-day  
requirements of overseas subsidiaries.  
Currency restrictions in countries such  
as China, Brazil and Nigeria can make it  
tough for businesses to repatriate profts. 

Overseas operations necessarily mean   
a longer supply chain which, in turn,  
leads to invoices being raised later in the  
working capital cycle. In some countries,  
businesses can expect prompt payment  
but in others it can take a lot longer.   

Tax authorities  
are focusing   
a lot more   
on the topic   
of Transfer  
Pricing and  
undertaking  
detailed reviews  
of businesses  
both small   
and large. 

You may need letters of credit to obtain  
inventory from key suppliers, and the  
stringency of local credit control and  
debt-enforcement procedures will   
differ from jurisdiction to jurisdiction. 

Essential 
considerations 
Tax management 
Include tax implications   
in any upfront analysis of  
your international strategy  
as this could have wide  
ramifcations on cost,  
particularly whether it   
will create a ‘permanent  
establishment’ or not.  

Controlling currency 
Be prepared for the added  
complexity of using multiple  
currencies and managing  
capital across borders.  

Legal considerations 
Laws obviously differ around  
the world. Familiarise yourself  
with laws to protect and  
enforce contracts and  
intellectual property. 

Read our Going Global 
report for advice on how 
to develop and maintain 
an international strategy:  
kpmgenterprise.co.uk/ 
going-global 
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KPMG can… 
– Help you consider the potential tax implications of commercial  

arrangements and procedures 

– Help you remain tax compliant while preserving or enhancing value 

– Review the risks of creating a ‘permanent establishment’ and  
provide guidelines to manage those risks 

– Keep you compliant with VAT and duty charges 

– Review your supply chain(s) and advise on making them more  
VAT effcient 

– Review existing treasury processes including cash-fow forecasts 

– Help defne and implement T ransfer-Pricing policies, and assist with 
defending those policies to tax authorities 

– Prepare and advise on multi-jurisdictional commercial contracts 

– Assist with the legal set up, establishment and compliance of new  
entities in overseas jurisdictions 

http://bit.ly/31Vkijq
http://bit.ly/31Vkijq


Funding overseas  
expansion  
Financing global expansion means potentially dealing with new lenders, and existing  
ones may have concerns about increased risks of operating in new foreign markets.   

T 
he international lending  
market is diverse and 
complex. Its participants’ 
behaviour is driven   
by institutional appetite  
and views on the  
attractiveness of differing  

geographic markets, as well as the  
varying regulation around the world.  
Navigating this market and its dynamics  
needs to be undertaken carefully.   

Domestic vs overseas lender 
Although raising funds for global  
expansion is more complex than   
raising funds for domestic investment,  
there is a broad range of private capital  
that you can utilise and, in certain  
jurisdictions, funding from government  
bodies. If management teams are   
going to access debt, they must   
choose whether to source a debt   
facility in the country in which they   
want to invest or to source the money  
from their domestic market (and use  
their own treasury management to  
move the funds within the business).   

There are pros and cons to both   
options and choosing the right one   
may well depend on the geography in  
which you plan to invest. Raising funds  
in a local market can provide a series   
of ancillary benefts, spanning advice  
through to enhanced networks. But if  
you need more certainty about the  
fnancing, and are confdent in your  
fnance team’s abilities to manage  
foreign exchange and other cross-border  
cash issues, then it may make sense   
to go with a domestic lender. 

Refnancing for global growth 
One example of where the local option  
was best was in relation to a client   
that had a small presence in the US.   
The business’s growth plans put a lot   
of emphasis on the US as a future  
growth market, so we helped bring   
a US bank on board as part of recent  
refnancing. That bank will now provide  
valuable insight and contacts to facilitate  
the expansion. In other parts of the  
world, local banks can provide extremely  
useful services, such as bonding lines,  
good access to foreign currency or  
letters of credit.  

Impact of tax on fundraising 
It pays to think through the tax  
implications of raising debt, and whether  
or not this should be raised by a UK  

Think through  
the tax  
implications of  
raising debt, and  
whether or not  
this should be  
raised by a UK  
business or   
an overseas  
subsidiary. 

G
lo

business or an overseas subsidiary.   
Tax relief for debt fnancing can vary  
from country to country. For example,  
you need to understand the tax profle  
of different types of funding to ensure  
the maximum tax relief for interest  
costs can be obtained.   

Tax authorities have been grappling   
with the tax deductibility of the fnance  
costs of highly leveraged groups for  
many years, where inter-company   
debt costs outweigh the true external  
net debt, as a means of arbitrage.   
There are a number of anti-avoidance  
provisions within UK tax law which  
govern tax relief on interest payments,  
and consideration should be given to  
capacity for interest deductions against  
profts. Potential Withholding Taxes   
on interest, and how this may be  
managed, should also be considered.  
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Consider the lender’s position 
As well as thinking about which kind of  
lender would best suit your expansion  
plans, you also need to consider the  
implications your plans have for lenders.  
For example, lenders will see overseas  
operations as bringing heightened risk  
– and obviously some regions bring 
greater risks than others. You will 
need to clearly articulate your strategy 
and provide information on the local 
operating environment in cases where 
the lender is not familiar with it. 

Another area to be aware of is sanctions,  
as nearly all debt-facility agreements  
stipulate where companies can and  
cannot operate. You need to keep   



a watchful eye on political developments  
to ensure that you’re complying with  
banking conditions.   

The specifcs of your fnancing structure  
is important. For example, asset-based  
lending, including invoice discounting,  
isn’t possible in some jurisdictions due  
to insolvency laws and the ability for  
lenders to recover assets. As a result,  
businesses may have to consider   
an alternative fnancing structure.  

Trade and export fnance 
Many banks have large teams focused  
on trade and export fnance, offering  
solutions such as import loan lines,  
export loan lines, stocking lines, letter   
of credit facilities, foreign exchange  
facilities, and so on. Some lenders   
will provide a structured facility that  
interfaces with an asset-based lending  
facility in the UK, to provide a full  
fnancing solution.  

Governmental assistance may also  
enhance the feasibility of investment  
projects, with UK Export Finance (the  
UK Government’s export credit agency)  
keen to support the expansion of UK  
businesses overseas. In addition, many  
overseas governments have trade  
departments with a remit to support  
local investment through guarantees,  
direct lending and grant funding. 

Whether you source a debt facility   
in the country in which you plan to  
invest, or from your domestic market,  
detailed evaluation of tax implications,  
Government incentives and local legal  
issues should be part of your strategy.  
With thorough preparation, you will   
also have a convincing plan to reassure  
potential lenders.   

For further insight into how to fund   
your business growth, go to page 10. 
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Read our Going Global 
report for advice on how 
to develop and maintain 
an international strategy:  
kpmgenterprise.co.uk/ 
going-global 

Debt-facility  
agreements will  
often stipulate  
where a business  
can and cannot  
operate. Keep an  
eye on political  
developments   
to ensure that  
you comply   
with banking  
conditions.  

Essential  
considerations 
Home country or overseas  
Decide on whether you  
should pursue fnancing from  
a domestic lender or one in  
the market where you want  
to operate. There are pros  
and cons associated with  
either decision. 

Good relations   
Stay in touch with potential  
lenders and keep them  
abreast of your longer-term  
plans. That way, when the  
time does come to formally  
approach them, a lot of the  
communication of ‘what’ and  
‘why’ will already be done. 

Trade and export fnance   
The UK Government is  
supportive of businesses  
expanding overseas and   
may offer a solution through  
UK Export Finance – the   
UK Government’s export  
credit agency. 

KPMG can… 
– Advise on domestic versus overseas fnancing options 

– Keep you abreast of debt market conditions 

–  Introduce you to new lenders from across the full spectrum 
of debt markets 

– Run a competitive refnancing process on your behalf 

–  Outline the availability and appropriateness of different 
forms of debt 

–  Advise on the tax implications of debt funding in 
different territories 

http://bit.ly/31Vkijq
http://bit.ly/31Vkijq


Optimisation  
An international expansion strategy won’t work without providing products to  
customers, employing people in market and staying on track with the right systems. 

O 
nce you have agreed on  
an outline strategy and  
a solid business case for
pursuing an international  
strategy, there’s a long  
list of operational  
concerns to address.  

Three of the most important are:  
designing an effective supply chain,  
governing your systems and knowing  
how you’re going to move your people  
around an international business.  

Look along your supply chain 
There’s a supply chain mantra that runs:  
‘right product, right place, right time’.  
Every business should aspire to this, but  
it becomes particularly hard to do when  
trying to establish a supply chain across  
new borders. 

As well as understanding your own  
supply chain, you also need to  
understand your suppliers’ supply chain  
and your customers’ supply chain.   
In this assessment, you need to  
determine a number of issues: Can your  
logistics service provider operate in the  
target geography too? Can they manage   
cross-border activity on your behalf?   
Do you need to collaborate with new  
partners? Are additional skills required  
within the supply chain?  

Working through this exercise will   
help you keep costs down as you  
expand internationally. This way, you   
can pinpoint where to take advantage   
of a supplier’s supply chain, where you  
need additional partners and where you  
need to be running operations yourself.  

Consider your customer 
When setting up a new supply chain to  
support an international strategy, you  
must start with what the customer  
wants. This should be your guiding light  
for what activities you include in your  
supply chain. This also means that   
the operating model for international  

expansion should be based on your  
proposition in the marketplace (what  
your new customers are willing to pay  
for). Additionally, you don’t need to offer  
all your products to the new market,  just  
the ones that are the most popular.   

Tax and the supply chain 
Moving goods around the supply chain  
will have tax implications and you’ll need  
to identify the relevant taxes along this  
journey. It’s not just a matter of where  
they come from and go to – you’ll need  
to assess contractual arrangements and  
where ownership of the goods change  
hands on their journey. You may then  
want to look at changing the ordering   
and fow of how those goods move to  
your customer, and make the invoicing  
arrangements so that you’re mitigating  
the impact of duties. Thinking about your  
Transfer Pricing strategy will make sure  
that profts end up in the right place too. 

Systems and technology 
The mistake we often see businesses  
make is that they allow their current  
infrastructure, systems and technology  
to lead decision making, when it should  
be the operating model driving your  
international strategy. As your growing  
business enters new geographies, it  
becomes increasingly important for you  
to understand the complexity of rolling  
out new technologies and systems.  

Another common issue is that  
businesses adopt a tentative   
approach to technology expansion,  
avoiding major investments if the  
international growth appears uncertain.  
Typically, spreadsheets are initially used,  
supplemented by local, country-specifc  
fnance systems. Without an overall  
strategy, these systems become the   
de facto solution, even though they  
drive ineffciencies and costs in terms   
of IT support capability, inconsistent  
reporting and data, double keying of data  
in head offce and duplication of roles.  

A good systems strategy will develop  
standards to be used internationally  
rather than being made up as you   
go along. Cloud-based systems, for  
example, enable simpler access to  
group systems because little local  
infrastructure is required. All that’s  
needed is a reliable internet connection,  
and you’re up and running. Systems like  
Microsoft Dynamics offer multiple  
language, currency and legislation  
capability as standard for many  
countries in the context of consistent  
business processes.  

We fnd that overseas expansion is  
usually the catalyst for implementing   
an Enterprise Resource Planning (ERP)  
system. This will help you to manage  
suppliers, chase debtors, track  
production, gain real-time oversight   
of overseas operations and provide  
insightful data to improve decision  
making. Increased globalisation has  
meant that customers’ expectations  
have become far more diverse and far  
harder to fulfl – they want the right  
product as quickly as possible, and   
want to know exactly when it’s going   
to reach them. This means that your  
systems will need to provide real-time  
data on a lot of different processes.  

A modern ERP system will also improve  
visibility of each in-country operation  
from head offce. Sales, costs and   
major expenditure will be available   
in real-time rather than waiting for   
the traditional month-end reporting   
pack. This data can also help to monitor  
customer debt exposure on a group  
basis and to rationalise suppliers   
driving a harder bargain with your   
global suppliers. Whether you have   
an ERP system or need to put one in  
place, bear in mind that it will potentially  
need to handle multi-currency and   
be able to handle the right languages   
for your workforce, customer base   
and suppliers.  
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Setting up shared services 
Setting up a shared services operation  
quite often involves overseas expansion.  
Businesses don’t just implement   
shared services to realise cost savings.   
The implementation of shared services  
is often part of a wider transformation  
programme to free up fnance or   
back-offce functions to become a better  
business partner. When you get it   
right, you can improve the services you  
provide to the rest of the business –   
and indeed to customers – and ratchet  
down operating costs at the same time.  
The problem is that many companies  
often get this wrong, either through  
poor planning or poor execution. 

It’s imperative that you have   
sponsorship for the venture at the top   
of the organisation and that the whole  
executive team understands what you’re  
doing, why you’re doing it, and what  
you need to do to make it a success.  
Ensure you have a robust business   
case that spells out the benefts and   
a plan for realising them. Be bold when  
deciding on scope for potential services  
and fnd the right balance for your  
business between cost savings and risk.  

Managing the workforce 
Having an international business will  
inevitably lead to the movement of  
employees around that business.   
This is a good thing. If you provide the  
right training and workforce planning,  
employees will learn new skills and   
gain broader experience, which will  
make them more useful in the future.  

When you’re thinking about your  
workforce, divide them into senior  
management, middle management,   
and the more junior or operational  
levels. You’ll need some experienced  
staff to spend time on the ground in   
the new market. But, of course, not  
everyone wants to travel, let alone work  
internationally. Identify who is willing   
to spend time abroad via secondments.  
Also, make sure you have a good   
spread of capabilities; some to set   
(and reset) strategy, some to focus on  
implementation of strategic projects, and  
others to manage day-to-day operations.  
You’ll need a good mix of all three.  

The more senior staff you can enlist  
locally – in market – the better, because  
they have the right experience. But you  
will, of course, need a mix of business  
and market experience. Generally, the  

more junior employees are, the more  
local they should be. But make sure  
you’re providing the right training.   
Don’t presume that overseas employees  
understand how the business works  
because you have weekly phone calls   
or the occasional video conference.  
Bring them over to head offce;   
immerse them in your business.  

Workforce rules and regulation 
Whether you decide to send employees  
on secondments or relocate them  
permanently, you must deal with  
immigration, tax and social security  
requirements. Obtaining the correct   
kind of visa is crucial; remember that  
immigration authorities have the power  
to ban businesses from sending  
employees over if they breach visa rules. 

Global tax authorities are also more  
focused than ever on collecting the  
correct amount of tax from employees’  
income, whether they work in the  
territory for one week or one year. 

Tax is typically the biggest cost of  
international assignments. Businesses  
and employees may be subject to  
taxation in several different countries,  
including the employee’s host country,  
home country and any country the  
employee may travel to for work.   
Unless managed properly, the costs   
and complexity of international tax   
can severely impede the mobility   
of a workforce. This includes ensuring  
that employees stay personally  
compliant too. 

Essential  
considerations 
Start with the customer  
When designing your  
operating model, start with  
what the customer wants  
and will pay for, and work  
back from there. 

Global mobility  
Keep in mind that the tax  
obligations of employees  
often continue long after   
an overseas assignment   
is complete, due to equity  
awards and other forms   
of trailing compensation.  

Scalable and   
effcient technology   
Your systems will potentially  
need to handle multi-currency  
and the right languages   
for your customer base   
and suppliers.  

Read our Going Global 
report for advice on how 
to develop and maintain 
an international strategy  
kpmgenterprise.co.uk/ 
going-global 
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KPMG can… 
– Help you develop the right supply chain operating model for  

expansion into international markets 

– Bring together supply chain and tax professionals to ensure your  
supply chain is tax compliant and unforeseen tax costs don’t arise 

– Help defne and develop a global technology and digital strategy  

– Offer advice on technology solutions and international roll-out  

– Advise on whether your global mobility policies are ft for purpose 

– Provide personal support to your employees on international  
tax, social security and immigration issues 

– Assess the feasibility of shared service arrangements to determine  
the right operating model 

http://bit.ly/31Vkijq
http://bit.ly/31Vkijq
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Case study: Innovation and technology 

“We can be smarter,  
slicker, and much  
more innovative.” 
Alan Press, Executive Chairman of Kimal, explains how a  
focus on fnding customer-led solutions enabled a small family  
business to stay at the cutting edge of medical technology. 



  

K 
imal’s story begins in  
1964, when it started 
distributing nascent 
technology such as heart  
pacemakers. But one of  
the problems associated  
with distributing other  

people’s products is what I call the  
“distribution dilemma”. If you do a lousy  
job, you lose it. But you can   
do a great job and still lose it once   
the product has established a market  
share. And it’s not simply a question   
of if, but when. For Kimal, the walls  
came tumbling down at the end of the   
1970s, when we lost three agencies  
that accounted for about 95% of the  
business. But that’s also the point   
at which we decided to take control   
of our destiny. 

Small but nimble 
We’re a relatively small player, fghting  
against multinationals with massive  
budgets that we can’t compete with.  
What we can do is be smarter, slicker  
and much more innovative. The larger  
operators tend to try to milk their  
products for as long as possible, but we  
took the decision to update continuously.  

Innovation was also key to establishing   
the next-generation Kimal – one that  
focused on our own as well as other  
people’s products. We asked ourselves,  
“What can we make that’s diffcult for  
huge multinationals to do?” The answer   
was to be much more fexible, starting  
with mass customisation in  cardiology.  
One of our early innovations was  
procedural solutions, which  package  
together everything that’s needed   
to do a particular medical procedure,  
tailored for the individual hospital. Today,  
we make about 1.5 million   
of those procedure packs every year.  

“The walls came  
tumbling down  
when we lost  
three agencies,  
and it was then  
that we decided   
to take control   
of our destiny.” 

I don’t think we’d be able to take this  
innovative approach if we weren’t a  
wholly owned family business. It means  
we can make longer-term plans, which  
in many cases don’t have a return for  
several years, because we’re not driven  
by the next quarter’s numbers. And the  
family have bought into this concept of  
building a stable, sustainable business  
for future generations. Over the past  
few years, they’ve withheld more   
than 50% in dividends, enabling us   
to build up a £5m innovation “war   
chest” to deploy on projects such as  
developing a new R&D hub, and our  
new manufacturing site in Egypt. 

Taking tough decisions 
Speeding up our innovative processes  
was also critical, not just to keep us   
at the forefront of medical technology,   
but to help us become more global.   
I drew up a host of changes we had to  
make, beginning with the management  
team. That was tough because many   
of them had been there for 25-30 years,  
including my father, who founded Kimal.  
I had to say to board members, many   
of whom were friends, that they were  
no longer the right people to deliver  
change. That was probably the most  
diffcult thing I’ve had to do in business,  
and we were lucky that they were   
so understanding. One of them said   
to me, “Look, we’re voting for this.   
But we do realise that it’s like turkeys  
voting for Christmas.” And it was:   
within a year, they were all gone.   
But we needed a new, young team   
with fresh drive and vision to build   
the company for that next generation.  

Freedom to focus 
By stepping aside and allowing these  
new young bloods to concentrate on the  
day-to-day running of the company, I  
could focus all experience on driving  
innovation. I established an R&D   
hub and surrounded myself with experts  
– people of whom I could 
ask daft questions. Separating sales 
from development enabled these 
people to concentrate on the creative 
process. As a result, we brought some 
great products to the market, rather 
than just making simple incremental 
changes to our current portfolios. 

Pure hard graft 
A culture of innovation doesn’t just stem  
from a few members of a specialised  
team. Our success is in large part down  
to our people being willing to travel  

At a glance 
–  Kimal designs and 

manufactures biotech 
products such as catheters 
and procedure packs for the 
healthcare sector. 

–  It was founded in 1964 
by George Press, and the 
name is a portmanteau 
of his children’s names: 
Kim and Alan. 

–  Kimal now trades in 70 
countries around the world 
and employs 530 people at 
sites in the UK and Egypt. 

–  In 2015, Alan opened 
VasTec, an R&D hub 
focused on vascular 
technology developments 
that has won awards 
for its innovation. 

–  In 2017, Kimal was awarded 
£440,000 in funding from 
UK Research and Innovation. 

–  Alan and his wife, Sue, 
have been Chelsea season 
ticket holders for 20 years. 

around the world visiting our customers.  
Getting on   
a plane and constantly being away   
from home is hard work, but nothing  
beats those face-to-face interactions.  
One of the key questions we ask the  
doctors we meet is: “What do you do  
with your most gravely ill patients?”   
And from those answers, for instance,  
we created a unique catheter that  
represents a huge breakthrough in  
critical care technology. Having the  
ability to go out and see doctors,   
who have some wonderful ideas and  
want to know how we may be able   
to manufacture them, is a vital part of  
our continued innovation programme.  

A consultant cardiologist once summed  
up our work by saying: “Don’t think  of  
what you’re doing as making a product,  
but saving a life.” I’m very proud to   
say that’s exactly what we’re doing. 
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Alan explains Kimal’s 
innovative approach at 
kpmgenterprise.co.uk/ 
perspectives/moments-
that-made-me-kimal 

http://bit.ly/2NsbCOq
http://bit.ly/2NsbCOq
http://bit.ly/2NsbCOq
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Harnessing the   
UK’s tax system   
to drive innovation 
You may not immediately think of the UK tax system as being a driver for innovation and 
funding – and, at 20,000 pages, the UK’s tax code can be daunting – but if you focus on 
the right areas, there are attractive opportunities for businesses eager to innovate. 

M 
odern businesses must  
navigate a constantly 
changing world, and 
the warning to ‘innovate  
or die’ has never been  
more relevant. But while  
innovation can be an  

accelerator for growth, it can also be   
a major fnancial, time and resource  
investment. Fortunately there are  
reliefs and incentives out there: the   
UK Government offers a wide range   
of support to businesses and their  
investors in a bid to spur innovation and  
growth, and many of the tax incentives  
available to growing private businesses  
and their investors are more generous   
than those for larger businesses.  

When looking at how to support  
innovation and technology investment,  
whether that’s coding new software   
or manufacturing a new type of  
semiconductor, consider tax relief   
early on. And be aware that it’s not   
just tech-related innovations where  
businesses beneft – there’s a lot of  
money available for investment across  
a business. For example, that could  
mean buying new plant and machinery,  
increasing your marketing spend, or  

hiring new employees to service an  
expanding market. In particular, there  
are eight tax reliefs that growing private  
businesses should consider, ranging  
from ways to stimulate creativity to  
incentives that encourage investors   
to provide capital. 

1. Research and Development 
(R&D) Tax Credit 
The R&D Tax Credit has been available 
since 2000 and is now a cornerstone 

of UK tax legislation. There are  
separate regimes for growing   
private businesses and large  
businesses (broadly defned as those  
with a turnover of more than £200m).  
The growing private business regime   
in particular is very generous – for  
every pound of expenditure a business  
incurs on qualifying R&D, they get an   
extra £1.30 of tax deduction against  
their taxable proft. For example,   
if a business spends £100,000 on   
employees working on innovation and  
technology, they then get to deduct  
£230,000 against their taxable profts.   
Better still, the defnition of innovation  
is broadly applied – a project can be  
eligible if it researches or develops   
a new process, product or service, or   
if it simply improves an existing one.   
Tax deductions can even be claimed   
on unsuccessful projects. All of which  
allows you to free up funding for  
innovation projects. Our 2019 Backing  
Business Growth survey of 1,000  
businesses with annual revenues of  
between £10m and £750m* revealed  
that 59% of businesses felt that  
additional tax deductions for R&D  
expenditure was the most valuable   
tax relief available. 

The UK  
Government  
offers wide  
support to  
businesses and
their investors   
in a bid to spur  
innovation   
and growth. 
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The Enterprise  
Investment  
Scheme (EIS)   
is intended   
to encourage  
investment   
in higher-risk  
trading  
companies,   
and has become  
closely identifed  
with innovative  
businesses. 

2. Patent Box 
Businesses can beneft from 
registering a patent for any kind 
of new idea – whether it’s new 
technology, a new product, or even 
a new process, as long as it can be 
used in an industry. The Patent Box 
tax regime allows a business to claim 
relief on profts arising from products 
or services derived from a patent – 
or an exclusive licence over a patent – 
that’s granted either in the UK or 
by the European Patent Offce. 
This can reduce the effective rate 
of Corporation Tax on those profts 
to as low as 10%, which will often 
pay back the costs incurred in applying
for a patent and, again, provide you 
with extra funds to invest in growth. 

3. Capital allowances 
More than half of the businesses 
we spoke to for the 2019 Backing 
Business Growth survey* identifed 
capital allowances as, in their opinion, 
the most valuable tax relief available, 
making it the second most popular 
over all. Capital allowances let 
businesses claim tax relief against 
their taxable profts for spending on 
all plant and machinery, including 
vans, cars, factory machines, 
computers, desks, chairs, as well 
as qualifying fxtures and fttings. 
Accelerated tax relief also comes 
in the form of the Annual Investment 

 

Allowance, which provides for 100%  
tax relief in Year 1. The current limit   
is set at £1m of qualifying spend, but  
this is scheduled to be reduced to  
£200,000 after 31 December 2020. 

4. Employee training 
If a business pays for employee 
training that’s wholly and exclusively 
for the beneft of the trade, the 
business can offset the cost against 
their taxable profts. This helps 
employees develop skills that will 
enable them to innovate and grow 
the business, and investment in 
employees’ careers often makes 
them more engaged and motivated, 
improving productivity. 

5. Tax-effcient equity awards 
for employees 
There are lots of HMRC-approved, 
tax-advantaged share schemes that 
can provide tax relief for employers 
and employees alike. Under certain 
schemes, employees don’t have to 
pay Income Tax or National Insurance 
on the value of shares they receive 
in a business that employs them. 

Many businesses see these schemes,  
which encourage employees to invest  
more time and effort in the business’s  
long-term growth, as boosting  
innovation and creativity. In our 2019  
Backing Business Growth report*, 55%  
of businesses considered tax-effcient  
equity awards for employees to be one  
of the three most valuable forms of tax  
relief available, alongside additional  
relief for research and development  
expenditure and capital allowances   
for new buildings and structures. 

6. Targeted sector-specifc tax reliefs 
Depending on the sector, businesses 
can access tax reliefs designed 
to promote jobs and innovation 
in their industry. For example, 
there are several reliefs available 
in the creative sector, such as flm, 
television and video-game production 
businesses. Typically, these reliefs 
work by allowing businesses to claim 
an enhanced deduction for qualifying 
expenditure or, in some cases, 
by offering a payable tax credit. 

7. Enterprise Investment 
Scheme (EIS) 
A range of schemes exist to promote 
venture capital investment, and 
the EIS, launched in 1994, is 

the most popular. The scheme is  
intended to encourage investment  
in higher-risk trading companies,   
and has become closely identifed   
with innovative businesses.  

There are a number of conditions for  
investors – for example, they can’t   
be ‘connected’ with the business  
receiving investment (which means  
that employees and directors of   
the business, and investors who   
hold more than 30% of the shares,  
cannot beneft, among others).  
However, once businesses are  
authorised to issue the EIS3 certifcate  
to investors, the scheme allows them   
to claim Income Tax relief of 30%   
on investments of up to £1m in   
a single tax year. It also applies  
individually, so married couples   
can claim on investments up to   
£2m. Any profts from the shares   
are free from Capital Gains Tax if   
held for three years or more, so if   
an investor holds shares for a lengthy  
period they can beneft from highly  
attractive levels of tax relief.   
While a business doesn’t have to   
obtain advance assurance that the  
EIS-qualifying status will be met, it’s  
clear that doing so can be helpful when  
it comes to attracting and reassuring  
potential investors. EIS can be used   
to raise investments of up to £5m   
each year, to a maximum of £12m  
across a business’s lifetime.  

Businesses   
can beneft   
from registering  
a patent for   
any kind of   
new idea –  
whether it’s   
new technology,  
a new product,  
or even a new  
process, as long  
as it can be used  
in an industry.  
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8. Entrepreneur’s Relief 
This is a relief for individuals that 
reduces the rate of Capital Gains Tax 
upon a sale of all or part of a business. 
Individuals meeting the requirements 
are only liable for tax at 10% on proft 
from any sale of qualifying business 
assets and can claim repeatedly up to 
a lifetime total of £10m. A claim must 
be made in your personal tax return 
within one year following 31 January 
after you have disposed of the shares. 

Tax considerations  
From a tax perspective, there’s no need 
to set up a separate business to protect 
a growth investment such as a new 
product or service. However, there  
may be commercial reasons, especially  
if you want to ring-fence a risky  
investment from the rest of your  
business. Take a holistic view   
of the pros and cons of doing this. 

If you’re developing a new product or  
service, it’s almost a given that you’ll  
incur losses early on, so from a tax  
perspective it makes sense to keep  
that business within the corporate  
group of other divisions and businesses  
that are making taxable profts, and   
to use the losses for tax relief against  
profts. Also, when funding product  
development, it’s relatively easy for   
a UK business to lend money to other  
businesses in their group with minimal  
tax implications. And there are   
tax-effcient ways in which businesses  
can be de-merged or spun out from   
a business or group later.  

*Source: 2019 KPMG Backing Business  
Growth, 2nd Edition, a survey of 1,000  
SME and mid-market businesses with  
an annual turnover of between £10m   
to £750m, explores attitudes to growth  
and tax among UK businesses.  

Read our 2019 Backing 
Business Growth report 
to see how tax can be 
an enabler for growth:  
kpmgenterprise.co.uk/ 
perspectives/backing-
business-growth-2019 

When it comes to  
funding product  
development, it’s  
relatively easy for  
a UK business to  
lend money to  
other businesses  
in their group 
with minimal tax  
implications. 

Essential  
considerations 
Think about training 
Don’t overlook the value   
of training. It gives your  
employees the skills they  
need to innovate and also  
makes them more engaged  
and motivated, which  
improves your business   
and improves productivity.   

Consider tax-relief options 
Harness the available   
tax reliefs. When thinking  
about how to invest in  
innovation and tech for  
growth, taking time   
to understand all the  
government-sponsored  
reliefs and funds available   
to help should be a priority. 

Structure matters   
Settle on the right structure.  
It may make commercial  
sense to ring-fence a risky  
project in a new business  
structure, but there are good  
tax reasons for keeping it in  
the same corporate group.   
You need to take a holistic  
view and weigh the risk  
versus potential reward.  

KPMG can... 
– Help you to create a more tax-effcient business structure  

– Help you understand which R&D tax credits you’re eligible for  

– Support you in the preparation and fling of relevant applications  

– Help you understand Patent Box, and apply it to your business  

– Advise you on how to maximise claims for capital allowances  
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How to fund  
innovation 
In many ways fnding funds for innovation is no different to seeking 
funds for anything else, but you’ll have to do your homework to  
ensure you choose the right investment from the right source. 

E 
xternal funding for  
innovation can come 
in many forms – and 
from varied sources.  
Typically, funding will be  
by way of either debt or  
equity. Both have pros  

and cons, such as the cost of raising   
the capital and the impact on your  
overall capital structure. For example,  
we’ve seen businesses commit to  
unsustainably high debt repayments, or  
dilute their equity to a degree that makes
existing investors and founders uneasy. 

Debt funding 
Debt can appear, on the face of it, to be  
the cheapest source of potential fnance.
And if you look to the debt markets   
with a sound business plan tied tightly  
to your overall corporate strategy, debt  
fnancing may be available. While banks’
appetite for lending will change to  
refect economic sentiment, they are  
generally supportive of well-considered  
organic investment, and in a low-growth  
economy, the opportunity to support an  
ambitious business should be attractive.  

Considering alternative fnancing options,
there’s a wide range of potential lenders,
institutions and funds that will support  
different types of investment. The key to
getting the right investment is knowing  
which lender is best suited to your  
specifc needs, with different lenders  
focusing on different size points, return  
requirements, sectors and risk profles. 

Some lenders and funds have specialist  
innovation teams, who understand  
market obstacles and the need for  

 

 

 

 
 

 

businesses to invest in research and  
development, for example, or move   
into new and unfamiliar markets.  
Specialist tech-focused teams in   
banks are now far more comfortable  
with businesses making technology  
investments and are more willing to  
discuss the fnancing of areas such as  
platform strategies or digital marketing  
than they may have been fve years ago. 

There are also a growing number   
of specialist or ‘challenger’ banks  
who offer fnancing to growing  
businesses that may not necessarily  
satisfy the requirements of high   
street lenders. These specialist banks  
may offer fnancing in the form of   
a loan against collateral such as future  
revenues or certain intangible assets.  
Another option is for a business   
to borrow from pension funds   
and other institutional investors,  

Tech-focused    
teams in banks  
are far more  
comfortable   
with businesses  
investing in  
technology than
they were fve  
years ago. 

 

sometimes in the form of a straight  
loan, or perhaps the pension fund  
making an unlisted share purchase. 

Equity funding 
Equity is typically more expensive   
than debt, but it brings its own  
advantages. For example, rapidly  
growing businesses, which typically   
look to reinvest profts, can do so  
without the restriction of needing to  
service debt. As well as capital it can  
also bring know-how to the business in  
the form of new investors, which can be  
a great beneft to any growth strategy. 

Equity funding providers can range from  
early-stage venture capital businesses  
through to mid-market and large-cap  
Private Equity houses. The size of   
their investments may be different,   
but their approach is typically similar.   
In contrast to those providing funding  
through debt, who tend to focus heavily  
on cash fow and the business’s ability   
to service debt consistently, equity  
funding providers are more likely to  
focus on the quality of the business’s  
management team and how they   
will implement their business plan to  
produce greater returns in the future.  

Finally, businesses can crowdsource  
new money. The term crowdsource  
covers a wide range of different  
activities, but essentially it refers to   
a business raising lots of small funds  
from individual investors. This can  
happen through the use of peer-to-peer  
websites, which connect businesses  
with lenders, and sometimes businesses  
sell equity in this way.  
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Debt or equity? 
The management team should consider  
all the options when looking for new  
capital. Debt funding is cheaper, but often  
provides more constraints from a cash  
fow and debt-servicing perspective.  
Equity can allow you to bring in  
experienced investors, who not only  
have a lot of valuable advice but will   
also have a vested interest in your  
business being a success – typically  
there is greater alignment of interests. 

While individual circumstances will  
dictate your choice, debt fnancing   
is usually better for more certain  
investments such as a product  
extension or a roll-out of a successful  
product into a new geographic market,  
where you can rely on consistent   
cash fow over time. Whereas raising  
equity might be more suitable for   
a short-term project, such as launching  
an entirely new product to market   
or setting up a new brand.  

The current debt market 
It’s defnitely a borrower’s market.   
There is a lot of funding available and   
a lot of lenders. Borrowers have never  
had the diversity of choice currently   
on offer and a lot of projects that may  
have historically required equity to   
raise capital, could now be picked up   
by a willing debt investor instead.   
The challenge in a diverse marketplace  
is to tell the right story about the  
opportunity you’re offering, and to tell it  
to the right people who work for lenders  
sympathetic to your growth plans.  

Investment ring-fencing 
The inherent problem with the fnancing  
of innovation is its uncertain outcome.  
Lenders traditionally like things that are  
visible and predictable, and innovative  
investment is typically neither.  

For a business, the frst decision   
should be whether the investment   
is ring-fenced or is part of the wider  
business. Ring-fenced investments   
are likely to require a high initial degree  
of equity, but with the potential to raise  
specifc fnance as the investment  
matures. And while fnancing an  
innovative project or investment within  
an existing corporate umbrella gives  
lenders access to other revenue streams,  
thus making the investment more  
bankable, it does so at the potential   
cost of reducing the credit-worthiness  
of the rest of the business. 

Tax implications 
The tax implications of funding  
innovation should be considered   
in the initial analysis and business   
plan. There are numerous tax reliefs  
associated  with  different types of  
spending to encourage research  and  
development expenditure, which can  
generate cash tax savings, or capital  
expenditure, which may qualify for  
capital allowances. For example, for   
a capital-expenditure project with assets  
which qualify for capital allowances   
and may beneft from accelerated   
relief, tax should be considered at   
the design or procurement stage. 

If raising debt, businesses can also  
offset interest they pay against their  
taxable profts. So when looking at debt  
as a capital option, the modelling and   
analysis should include these deductions.  
However, there are a number of rules  
that can restrict tax relief for interest,  
which need to be considered carefully,  
and the potential application and   
impact of these rules should also   
be ascertained as part of this. 

Finally, there are a lot of incentives   
for investors to provide the funds.  
Enterprise investment schemes and  
venture-capital investments offer  
generous tax reliefs for investors, with  
the aim of helping early-stage private  
businesses to raise capital to fund their  
growth. The Enterprise Investment  
Scheme (EIS) is the most popular of  
these, and provides for Income Tax  
savings of 30% of the amount invested  
by an individual (up to an annual limit   
of £1m). Future gains on disposals   
of shares in qualifying businesses can  
also be free from Capital Gains Tax. 

For more information about how to fund  
your business growth, go to page 52. 

Essential  
considerations 
Spend time on the plan  
Before sourcing any new  
capital, make sure you have  
an agreed (and clearly written  
down) business plan that  
spells out what constitutes  
success of the investment,  
when it’s likely to provide  
that success and what the  
return is likely to be.  

It’s a borrower’s market 
There is a wealth of funding  
out there and a growing  
number of ways to get that  
funding – whether through  
debt or equity. As long as you  
are clear about how you will  
fund that capital, it’s likely  
there is a way of raising it.  

Don’t neglect the   
tax implications  
Innovation investments are  
treated very favourably by the  
UK government. Make sure  
you cover all the appropriate  
angles to keep expenditure  
as low as possible. 
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KPMG can... 
–  Provide advice on operating structures and available tax reliefs 

–  Help you write comprehensive and pragmatic business plans 

–  Help you to understand the pros and cons of funding sources 

–  Provide an overview of the debt markets and their suitability 
to your needs 

–  Help you navigate the debt markets and engage with lenders 



  

Using the right  
technology at   
the right time 
Technology can be an incredibly useful tool for a growing private 
business. But without the right adoption strategy, it could create 
more problems than it solves. 

T 
echnology can help you  
to accelerate growth by 
levelling the feld against 
larger competitors, help  
you enter a new market  
in record time, reduce  
operating costs and  

deliver improved productivity. The right  
technology can also help you implement  
a strategy more quickly and cost-
effectively than your peers, improve  
effciencies and generate data to inform  
decision-making. But without the right  
foundations it can be a hindrance, so   
managers should keep two things in  
mind before a signifcant investment.  
First, it should meet a key business  
objective, such as a new fnance   
system, which removes the need for a  
mountain of spreadsheets. Second, the  
leadership team must be aligned on the  
implementation scope. Businesses will  
often implement new technology that   
is then improperly used because they  
haven’t considered the full extent of the  
processes that the system supports.  

When old tech hinders growth 
An expanding business that we worked  
with went from generating £30m in  
annual turnover and operating nearly  

exclusively in the UK to operating in  
more than 40 countries. The fnance  
system it used, however, was bought  
25 years ago and could not cope   
with multi-currency transactions or  
consolidate records from different  
entities into one. So every time the  
business entered a new market,   
the fnance team created another  
version of the system, produced  

Businesses   
can often be  
tempted to   
make do   
with legacy  
technology   
if it can be   
kept running   
for a relatively  
low cost. 
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spreadsheets from that system and  
emailed them as attachments to   
the central fnance team for manual  
consolidation. Not only was this  
approach incredibly time-consuming,  
eating up the resources of the central  
fnance team, it also required local  
accountants to be employed in every  
region in which the business operates. 

Rather than stop what they were   
doing and invest in a new system,  
managers let the old system dictate   
the size and location of their workforce.  
Unfortunately, this type of story,   
where a business lets the technology  
tail wag the dog, is all too common.  

The risks of underfunding 
Businesses can often be tempted   
to make do with legacy technology   
if it can be kept running for a relatively   
low cost, and systems investment often   
gets pushed down the list of priorities.  
But the potential result is that many  
businesses spend only tiny proportions  
of revenue on new systems and, by   
the time they do, the service model   
may have changed to a subscription  
rather than traditional licensing model,  
meaning that technology and IT no  
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longer represent a capital expense that  
can be depreciated over time, but an  
ongoing operating expense.  

Consequently, many executive teams  
baulk at making what are becoming  
increasingly necessary investments in  
powerful cloud technology. The risks of  
this approach are twofold. Without them,  
not only do you miss out on the process  
effciencies and reliability of service   
that new technology would bring, but  
you also leave your business more  
vulnerable to an increased threat   
of online fraud and cyber-attack. 

Front-offce technology 
These days, businesses across   
every sector want to know who is  
consuming their products and why.   
With the technology available today,   
it’s possible for businesses to get closer  
to customers at all points along the  
value chain, to assess what’s working   
and what isn’t. To do that, businesses  
need to have consumer-friendly  
technology that will collect, collate   
and analyse the right information.  

Customer Relationship Management  
(CRM) systems are implemented for  
businesses to attract, serve, manage  
and retain customers. The right CRM  
system can help hugely with acquiring  
new customers and keeping existing  
ones happy. However, these systems  
and processes have proved diffcult   
for businesses to adopt. One of our  
clients invested in a CRM system   
that more than met its requirements  
but, as the system was implemented  
badly, their employees reverted to   
using spreadsheets, meaning that   
the investment was wasted.   
Training and employee engagement   
are just as important as selecting and  
installing the right technology.  

Do you need to invest in 
a CRM system? 
Deciding on the best time to invest   
in a CRM system depends on a number  
of things. All businesses need good  
customer-relationship management,   
but buying a system to support that   
will depend on the number of  
transactions you’re making and also  
how large and dispersed your workforce  
is. If your business is growing quickly  
and it’s hard to record, share and  
analyse customer data accurately,   
then a CRM system can help enforce  
the right behaviours.  

Changing  
customer  
behaviours and  
market trends  
are making  
customer  
interactions   
with businesses  
increasingly  
complex. 

CRM systems can collate and   
provide data that helps you quickly  
assess markets and test new ideas.   
If you’re struggling to do this with your  
current processes, it may be time to  
invest. There is also a vast range of  
digital marketing tools that can help  
target customer segments, provide  
personalised service and communication,  
maintain a strong web presence and  
track returns on marketing investments  
more precisely than ever before.  

And understanding and tracking the  
customer journey, something that   
was once solely the preserve of huge  
consumer giants, is increasingly  
common for businesses of any size.  
Technology has made it possible to  
collect the right data at the right cost. 

Customer-facing applications 
(e-commerce, mobile apps 
and chatbots) 
Changing customer behaviours and  
market trends are making customer  
interactions with businesses increasingly  
complex. Businesses are fundamentally  
changing their approach to customer  
interaction to deliver outstanding levels  
of service, by driving personalised and  
empathetic experiences, developing  
channels to support proactive  
engagement and building integrated  
experiences across channels.  

Development of an ideal purchasing  
journey map is instrumental in launching  
a highly competitive e-commerce site  
that makes it simple and engaging for  
your customers to purchase products,  

while also reducing revenue losses due  
to customer service. Multi-dimensional  
journey maps of customers’ interactions  
provide insights that inform the  
development of a customer-centric  
purchase channel. Detailing the step-by-
step fow of business processes, gaps,  
internal communication fow and issue  
resolution mechanisms ultimately leads  
to a sustainable e-commerce solution. 

Mobile apps are no longer just a choice  
but an important requirement for getting  
closer to your customers. With options  
ranging from native apps to hybrids to  
web API-based solutions, there are  
endless possibilities. Your considerations  
for experience, maintenance, portability  
and time to market will help you identify  
the model that suits your requirements  
and offers the best value. 

As mobile technology becomes more  
accessible and affordable for businesses,  
employees will be able to use connected  
devices to receive live data, real-time  
alerts and reminders that improve  
productivity and effciency, and enable  
better and faster decision-making.   
Using key customer data also enables  
employees to personalise your  
customers’ experience according to   
a variety of inputs, such as preferences  
and previous behaviour. As the data  
updates in real time and is accessible   
to all employees, this personalisation  
can automatically be extended to other  
channels and physical locations. 

And technology isn’t just there to   
assist employees; it’s already able   
to take over some tasks completely.   
For example, chatbots are enabling  
businesses to automate engagement  
with their customers like never before.  
Combining developments from AI,  
chatbots can automate tasks which  
previously would have required either  
employees or customers to action  
themselves. As AI and machine learning  
becomes more advanced, chatbots   
will be able to complete more complex  
tasks on behalf of employees and  
customers, reducing labour costs   
or freeing up time for employees   
to focus on other parts of their job.  

Back-offce technology 
Often the technology backbone   
of a business is the fnance system.  
Businesses increasingly need more than  
just bookkeeping and double-entry, as  
they need to manage suppliers, chase  
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debtors, track production, gain real-time  
oversight of overseas operations and  
provide insightful data to improve  
decision-making. This is where  
Enterprise Resource Planning (ERP)  
systems come into the picture.   
ERP systems provide a wide range   
of functions including procurement,  
fnance, production, sales and credit  
management. Furthermore, they can   
be used to manage suppliers, enabling   
you to have productive conversations  
about how to keep costs down and  
strike better deals.  

These systems vary in complexity, from  
those suitable for an owner-managed  
small business, to a global multinational.  
There is no simple threshold at which  
point a growing business needs an   
ERP system rather than an accounting  
system. This decision is more driven   
by business complexity rather than size,  
and often it’s events like an acquisition  
or international growth that provide the  
catalyst for deciding if you need an ERP  
system. If you’re increasingly relying   
on spreadsheets to provide your key  
reports and data, then it is probably  
worth looking at more capable systems.  

Choosing an ERP system 
to support growth 
There are a number of common  
mistakes that are made with ERP  
systems. First, businesses can select   
a system based on their current needs  
without thinking longer-term about   
their future requirements. For example,  
we’ve worked with clients who have  
not considered international growth and  
have been left with a system that offers  
only pounds sterling as its currency.  
Second, businesses sometimes fail   
to adapt to the new ways of working  
offered by a new system, with  
employees continuing to perform  
procedures in the old style. Finally,  
there’s a long history of unsuccessful  
system implementation projects with  
businesses failing to gain the benefts  
originally envisaged. The major reasons  
for project failure include poor project  
management techniques, ineffective  
governance and lack of adequate  
training and communications. 

As a business matures, it will need   
an HR system to support tasks such   
as creating and maintaining employee  
records, self-service of an individual’s  
own details, and managing holidays,  
among other things.   

This may seem mundane, but we   
have clients who do not know how  
many employees they have without  
adding it up in a spreadsheet. A modern,  
easy-to-use HR system will provide   
a single, central and secure view of  
employees as well as benefts to staff  
such as electronic payslips and absence  
reporting through a phone. The key  
steps in implementing a new system  
would include capturing, refning and  
loading quality data records and  
investing in staff training to unlock the  
new features and benefts. There tends  
to be less variety in the HR system  
market, but potential buyers should   
still consider the ability of a new system  
to handle international taxes, provide  
approval controls in line with current  
policies and to model the current   
payroll effectively, especially in   
the area of benefts and allowances. 

The key thing when investing in   
back-offce technology is to think   
about the processes that the tech   
is intended to support. We frequently  
fnd that users of 15 to 20-year-old  
systems have customised them over  
time to accommodate their business’s  
processes, and will want to replace  
them with something that does the  
exact same thing. However, providers   
of modern systems have spent millions  
– some of them billions – on developing 
effcient, out-of-the-box processes 
within their software. For most 
businesses, there’s no point spending 
money to make new software ft 

their accounts payable process, for  
example. They’re better off tweaking  
the existing process and buying this  
software off the shelf. We recommend
that customising your software   
should only be considered when   
it differentiates your business. 

For any major tech investment,   
businesses should make sure all   
senior leaders, including the board,  
understand the strategy behind the  
investment and what it’s meant to  
achieve. Having a clear business   
case enables the implementation   
team to prevent scope creep or  
misunderstanding during a lengthy   
and complex project. Having senior  
employees understand the investment
strategic beneft will help communicat
its value throughout the business, and  
also how it should help day-to-day  
users. That clear understanding, in   
turn, will make it easier for users to  
adopt the new technology and for   
return on investment to be realised.  

A forward-looking  
technology strategy 
According to the 2019 KPMG UK   
CEO survey, 81% of CEOs see their   
role as personally leading on technolog
strategy*.Your technology strategy  
should be based on a fve-year horizon,
with comprehensive detail on the frst  
12-18 months. After that, the plan 
should be kept fairly fuid, although 
some of your strategy may be dictated
by signifcant known investments you 
plan to make – for example, replacing 
your ERP system. 

AI, blockchain and cloud 
You will need to think about future   
tech advances and how to exploit   
them. The rise of AI, blockchain  
technology, and the advantages that  
cloud-based platforms can bring, are   
all important topics for any executive  
team to discuss. While blockchain   
and AI are generally seen as niche   
and emerging technologies, they do  
require a business to have a good   
level of IT maturity in place, plus  
established service processes and  
robust key data, before embarking   
on complex implementations.   
Some of our clients are looking at   
trials of blockchain to improve the  
tracking of provenance through   
food manufacturing or AI to speed   
up back-offce transaction processing  
in purchase invoice processing.  
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If you’re looking  
to ensure your  
business has  
longevity in   
this economy,  
then you need   
to seriously  
consider the  
potential of  
moving to   
cloud services. 



  

On the other hand, cloud-based  
systems are offering leading   
best-practice processes today to   
any size of business, anywhere.   
Cloud-based ERP offers a potentially  
strong foundation for both back- and  
front-offce processes, and manage   
data to which other technologies can   
be connected. If you’re looking to   
make sure your business has longevity  
in this economy, then you need to  
seriously consider the potential of  
moving to cloud services, which   
make a signifcant difference to   
the experience you can offer your  
customers and employees – including  
increased accessibility, enhanced  
personalisation and a consistent brand  
experience. Some 85% of UK CEOs  
recently revealed that they are more  
confdent about increasing their use of  
cloud technologies than they have been  
at any point in the past three years*. 

Don’t forget the basics 
Remember though, not to get carried  
away with buzzwords. Start with   
your current and future business  
challenges and work back from there.  
Independent challenge and insight   
from other businesses can be useful  
here in providing new ideas or avoiding  
traps that others have fallen into.   
What technology could help you   
and why? Once you can answer   
that question, build that into your   
fve-year IT strategy. 

When it comes to the use of new  
technology, IT departments in  
businesses can be broadly placed   
into two categories: some will be  
continuously looking at new and exciting  
technology, while others will be so   
used to having initiatives rejected   
that they’ll keep on repairing old  
technologies. Businesses in the   
latter category will fnd themselves   
a long way behind the competition   
with a potentially larger investment  
required to implement modern   
systems in the future. 

*Source: KPMG UK CEO Outlook Survey  
2019. A survey of 150 UK CEOs.  
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Find out the priorities and  
concerns of 150 leaders in  
our ffth UK CEO Outlook  
report: kpmg.co.uk/ 
ceooutlook2019 
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Essential  
considerations 
Make a technology strategy  
A technology strategy and  
roadmap are vital to your  
business. Take time to create  
one and ensure it aligns with  
your business strategy. 

Prioritise your investment  
It’s unlikely you’ll be able to  
do everything all at once.  
Understanding the business  
benefts and realising those  
quickly will support your  
investments. 

Keep your strategy fexible  
Technology can accelerate  
business growth, but also   
bring it to a halt. Keep   
your strategy suffciently  
fexible to take advantage   
of technological advances,   
and to respond to new  
threats in the marketplace. 

KPMG can... 
– Review your technology strategy , resources and planning process 

– Support the design and implementation of the right systems for  
you at the different stages in your growth 

– Generate insights that enable data-driven decision-making  

– Help identify ‘white space’ in the market and unmet customer needs  

– Help with customer interaction by designing personalised  
experiences, promoting proactive engagement and creating an 
integrated experience across channels 

– Provide team training on how to get the most from tech investment  

– Help you cleanse your data and migrate it from old to new systems  

– T ailor business intelligence and analytics to your needs 

– Improve your IT function to support the business in the future  

– Help determine whether current IT provision is providing value for  
money to the business and the impact investment can make 

– Identify risks and threats to underlying infrastructure systems  

– Support your digital transformation through cloud enablement and  
AI, and help you manage cloud risk and regulatory requirements 

– Help you generate value from investments in cloud services  

– Organise fragmented cloud initiatives into an enterprise cloud  
strategy and journey 

– Provide insight and support into emerging technologies and  
systems and show what’s proven to work and what isn’t 

https://kpmg.co.uk/ceooutlook2019
https://www.kpmg.co.uk/ceooutlook2019
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Case study: Having the right team for growth 

“We didn’t pay a 
single bonus or 
bit of commission.” 
Jill Palmer, CEO of Click Travel, explains how the business 
achieved growth by shifting the emphasis away from 
individual fnancial incentives and onto effective teamwork. 



 

 

U 
ntil I joined Click, it was 
led by two founders 
who were brothers. 
I was the frst non-family 
member on the board, 
brought in because they 
acknowledged that their 

fast growth required more operational 
experience. They were doubling their  
turnover every year, and had a committed
and engaged team working all hours, 
but they needed better control of their 
processes and operations. In fact,  
when I started, there wasn’t even  
a management team to lead through, 
which I certainly wasn’t used to.  
I remember meeting my direct reports 
for the frst time; there were about 15 
of them, and they were all pretty junior. 

One of the frst things I did was identify 
the leaders of the future, as well as 
where we had some gaps that needed 
external hires. I had to be careful not to 
upset the excellent people we already 
had, and I’m incredibly proud to say 
that, where I’ve brought in leaders  
to manage existing employees, none  
of those employees have  left  the 
business. We’re passionate about  
building our own, and we have a  
strong employee value proposition  
that enables us to retain people  while  
also bringing in new people with the  
skills we need to drive growth. 

Restructuring sales 
At the point I joined, Click’s rapid 
growth was putting a strain on the 
infrastructure, especially the telephone 
system. The only time I’ve ever cried 
at work is when it broke down for the 
second time in a week! Fixing it and 
getting an operations team in place was 
the foundation for our future success. 
Once we’d stabilised the operations 

 

“We had to put   
on ice some  
interesting side  
projects that the  
engineers were  
enjoying. But  
sometimes it pays
to be boring.” 

 

area, we focused on sales. The sales 
team were a hardworking, engaged 
group, running after every opportunity. 
I decided to focus them solely on 
opportunities where we had the most 
potential to succeed – where we could 
delight our customers and make money 
at the same time. That was a key 
turning point as it meant that our  
energy was being directed with much 
more clarity and renewed purpose. 

Getting rid of bonuses 
We also wanted to encourage our  
sales team to work together more,  
so we scrapped the entire bonus 
structure and gave them a collective 
target instead. We’ve had spectacular 
growth at Click, achieving between 
£35m and £45m worth of sales every 
year for the past fve years, and we  
did that without paying a single bonus 
or bit of commission at the time. 

We also introduced a team code to 
sales, which they collaborated with 
us to develop. We discuss that code 
in every sales meeting to ensure that 
everyone understands the values we 
want them to adopt. This code has 
meant taking tough decisions: we only 
want people who live by our values, 
which means that some had to leave. 
That’s always diffcult, but it’s crucial  
to get these behaviours right. 

One of our values is, ‘None of us is  
as smart as all of us.’ Quite simply, 
teamwork is key. We don’t outsource 
any aspect of our operations, and we 
employ all our own software engineers, 
who work closely with our account 
managers and customer support  
experts to develop our platform in  
the way customers want. You wouldn’t 
get that in a business that outsourced 
its technology development. 

Sharpening the focus 
I think that our values and culture 
proved incredibly useful when it  
came to rebuilding our technology 
platform. First, we had to put on ice 
some interesting side projects that  
the engineers were enjoying, and  
get them to focus on developing  
the platform to the exclusion of 
everything else. That took a fair bit  
of persuasion – engineers love to 
innovate. But sometimes it pays  
to be boring. With the platform  
up and running, we could then return  
to some of those more exciting ideas. 

At a glance 
–  Click Travel enables 

businesses to book, 
manage and control 
their corporate travel 
all on one platform. 

–  Jill joined as Operations 
Director in 2012, then 
became MD in 2015 
and CEO in 2017. 

–  Click Travel has been 
listed in the Sunday Times’ 
‘Best Companies to Work 
For’ six years in a row 
and featured twice in its 
Fast Track list of the 100 
fastest-growing private 
companies in the UK. 

–  In 2018, the business was 
included in the prestigious 
Tech Nation Future Fifty list 
of the UK’s best late-stage 
technology companies. 

–  Click Travel secured funding 
from Business Growth 
Fund (BGF) last year, and 
during its fundraising round 
was courted by more than 
25 Private-Equity frms. 

–  Jill lives in Birmingham with 
her husband and two sons. 
She’s a big fan of cricket 
and has a lively cockapoo 
called Sydney. 

We also had to engage the sales team,  
asking them to sell the new platform  
a full year before we migrated existing  
customers. This was hard without  
testimonials, especially because  
customers loved the old platform, but  
it was a necessary step and having the  
right culture in place made it much easier. 

To me, growth is dependent on  
having the right culture, which requires 
engagement, collaboration, focus and 
fearlessness. Our people feel inspired 
to come up with great ideas, and 
empowered as a team to try them out. 

Jill explains how she 
created a culture to 
support rapid growth at 
kpmgenterprise.co.uk/ 
perspectives/moments-
that-made-me-click-travel 
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Getting the right  
team in place 
Making sure that the right people are in the right roles is crucial for any business. 
A competency framework will help guide your recruitment and training strategies.  

T
h

e 
ri

g
h

t 
te

am
 

W 
hen a private business  
grows, organically or 
via acquisition, 
employees’ roles are  
often adapted to include  
new responsibilities,   
and, in many cases, that  

means acquiring new skills. That’s why  
one of the key challenges for a growing  
business is ensuring that they continue  
to have the right people in the right   
roles and that every one of them is  
properly equipped to meet their   
role’s responsibilities. 

Use a competency framework 
The best way to help employees  
develop the right skills and working  
practices is to implement a competency  
framework. This could be as simple as  
a table that lists the key ‘competencies’  
required for a position or area of the  
business, at each level of seniority.   
For example, you would have a  
competency framework for the fnance  
function, one for the sales team, one   
for the marketing team, and so on.  

Some of those competencies, such as  
the ability to manage others, or exhibit  
strong leadership, will be common  
across nearly all frameworks, whereas  
others, such as knowledge of   
social media channels, or the ability   
to do fnancial modelling, will be   
specifc to an individual framework.   
The competencies required at each   
level of seniority should build on the   

one before it, so employees master  
the competencies at their level and all  
those below. Of course, choosing which  
skills you want your teams to focus  
on requires you to understand which  
employee activities, from consultative  
selling to software engineering,  
are most likely to help you hit your  
corporate strategic goals. And having  
formal consensus on this is also a vital  
part of ensuring that you’re making  
the most of your employees’ time.  

If you don’t already have one in   
place, implementing a competency  
framework will allow you to do three  
important things: 

To help  
employees  
develop the right  
skills and ways  
of working,  
businesses  
should  
implement   
a competency  
framework. 

– You’ll be able to build a formal 
understanding as to which parts of 
your workforce are most crucial to 
what differentiates your business. 
So, for example, if your USP is tailored 
and bespoke work for customers, 
it’s likely you’ll want to ensure that 
employees in those specifc roles 
have exactly the right level of skills 
you believe are necessary for your 
business to continually differentiate. 
Don’t forget back-offce jobs. 
They’re largely invisible to customers, 
but it’s imperative that the people 
in those roles have the competencies 
required too. 

– You’ll be able to manage people 
over time to ensure that what they’re 
being asked to do contributes directly 
to corporate strategic goals, and it 
will also allow you to offer targeted 
training for those who need it most. 

– You’ll be able to structure your teams 
as effciently as possible – for example, 
the number of senior managers your 
business has, how many direct reports 
they have and how many specialists 
you employ – and ensure that you 
don’t have duplication of tasks or 
overload an individual with too many 
areas of responsibility, which often 
results in none of them being done 
to the required standard. As a business 
scales up, making your processes 
and ways of working more effcient 
will bring signifcant benefts. 
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A competency framework will also  
allow you to evaluate your cost  
base and, if changes are needed,   
show you where they need to be   
made. Once you have this deeper  
understanding of your employees  
– and, crucially, the skills that 
you need them to have – you can 
start to fund training programmes 
confdent that they’ll provide a 
healthy return on your investment. 

Recruitment 
When it comes to ensuring your team  
has the right capabilities for growth,  
don’t forget that you can ‘buy’ as well  
as ‘build’. We’ve seen a number of  
growing businesses that have been  
willing to pay a small premium to hire  
employees from larger corporates.   
They feel it’s worth paying a bit extra  
because these employees not only  
bring a new set of skills, but also an  
understanding of the mechanics of   
how a larger organisation functions  
and the working processes that  
should be put in place as the business  
grows. However, it’s important to  
undertake due diligence before you  
recruit to ensure you’re not introducing  
unexpected risk into the organisation.  
Some businesses we’ve worked with  
have even acquired a business solely  
because of the employees’ knowledge  
and skills that come with the acquisition.
This may be an extreme way to make  
sure that you have the right capabilities,  
but, in some situations, whether or  
not you have the right people could  
make the difference between a project  
succeeding or failing. 

Finally, make sure that you don’t just  
think about what a candidate can bring  
to your business, but also whether   
your business is the right place for  
them – whether they’re a good   
‘cultural ft’. For example, many   
growing businesses will need people  
who are comfortable experimenting   
and taking risks. If you’re hiring,   
say, a fnance professional from   
a larger business, you’ll need to probe  
them to understand how they’d feel  
signing-off an investment if there’s likely  
to be little more than a 50% chance of  
success. This may be something that  
wasn’t done in their previous business,  
but in a high-growth environment,  
where technological advances   
often occur at lightning speed, and  
competitors spring up seemingly   
out of nowhere, this type of project   
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When it comes  
to ensuring   
your team   
has the right  
capabilities for  
growth, don’t  
forget that you  
can ‘buy’ as   
well as ‘build’. 

has to be done, and quickly, if   
a business wants to stay ahead   
in a market. Alongside that, however,  
as well as being comfortable taking  
risks, employees need to be able   
to learn quickly and not make the   
same mistake twice. 

Onboarding 
Once you have hired your preferred  
candidates, don’t forget how much   
they still have to learn about your  
business. In a growth environment  
where circumstances change quickly,  
and people often take on three jobs at  
once, it can be hard for a new employee  
to understand how to best pitch in and  
help. Also, we often see in businesses  
where the founders are still a daily  
presence, that no one has written   
down a clear exposition of strategy   
for new recruits, let alone a thoughtful  
onboarding guide. So, it will pay  
dividends to spend time writing   
a story that tells them what the   
business stands for and what it aims   
to do – a combination of the business’s  
values, vision and strategy – and for   
all senior employees to communicate  
that consistently. And it’s not just new  
employees who will beneft – it will   
help longer-term employees too. 

Changes to your board 
As a business evolves, the composition  
of its board and its senior team needs  
to adapt accordingly. In some cases,  
people who have built up a business  
from its early days may no longer   
be the right people to take it forward.  
A business may need to bring in new  
expertise; for example, if it’s entering  
overseas markets for the frst time,  
or making its frst big acquisition.  

Ensuring you have a team with   
the correct skills is essential for growth,  
so it’s vital that you identify the skills  
you’ll need in the future and plan  
appropriately. These preparations may  
include some diffcult conversations as  
well as a refning of incentive structures  
to get everyone pulling in the right  
direction. If wholesale changes are  
needed, one possible route to explore   
is a management buyout (MBO).   
This will provide both incentive to a new  
group of leaders and the payday that  
founders or owners may be looking for. 

When it comes to bringing in specialist  
new expertise, tapping into the   
Non-Executive Director network can   
be of huge beneft. You may fnd some  
incredibly talented and knowledgeable  
people who can bring a whole new  
perspective to a business and open up  
doors to markets and contacts that you  
would otherwise never have access to. 

Good governance 
It’s also worth taking some time to   
think about the kind of governance you  
need. While there are individuals who  
are focused on growth and winning   
new sales, there has to be someone  
making sure that the business meets   
its obligations and manages its risks.   
It may be that your Head of Operations  
takes on this role while the business   
is growing. Or it may be better to bring   
a senior or commercial lawyer into the  
business to fll the role. Whoever flls  
the role, they need to have a defned set  
of responsibilities, and be accountable.  

One beneft of having a senior lawyer  
onboard is that their broad expertise   
on corporate, commercial and, ideally,  
regulatory matters can bring increased  
effciency and cost-savings for ambitious,  
growing businesses. Many businesses  
look to strengthen their legal, risk and  
compliance functions as they take   
an external investment, when their  
external legal spend is escalating,   
or in environments where management  
of regulatory and governance risks   
is becoming pressing. It’s crucial for  
businesses to assure shareholders,  
clients and key stakeholders that  
investing in or doing business with   
you is a wise and safe decision.  
With an in-house lawyer, many  
businesses are able to leverage the  
beneft of tailored, on-point legal   
advice. The best legal counsel is able   
to anticipate, identify and resolve   
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legal issues before they become   
a material distraction or a threat to   
the business. If your business model  
is dependent on customers trusting   
you to keep their data safe, you may  
want to employ a bigger team of   
cyber-security specialists than   
other businesses of a similar size.  

Whichever way you choose to shape  
your business’s risk-management  
structure, each individual should   
have clearly defned responsibilities  
within it. Clear policies and   
procedures should be in place,   
and be communicated throughout   
the organisation, with appropriate  
training and escalation procedures   
for incidents of non-compliance. 

Appoint champions 
One role that almost every business  
should consider creating these   
days is that of a ‘digital champion’.  
They’ll understand how technology   
can beneft your whole business,   
whether that means providing   
a better service to customers,  
employees, suppliers and any other  
stakeholders, or cutting your operational  
costs, or both. They should have the  
remit to look at the whole business   
and provide advice and direction  
anywhere they feel it’s necessary.  

The 2019 KPMG UK CEO Outlook  
survey highlighted that 55% of UK  
CEOs are planning to upskill 50% or  
more of their current workforce in new  
digital capabilities, such as advanced  
data visualisation and ability to code,  
over the next three years*. 

We’re also increasingly seeing the  
emergence of a ‘customer experience’  
champion, who understands your  
customers’ complete journey from frst  
needing your product or service through  
to using your products and becoming  
a repeat customer. Again, they should  
have the remit to be the customers’  
advocate inside the business and  
provide direction and advice to ensure  
that all activity is working towards giving  
customers the best experience possible. 

*Source: KPMG UK CEO Outlook Survey  
2019. A survey of 150 UK CEOs. 

Ensuring you  
have a team with  
the correct skills  
is essential for  
growth, so it’s  
vital that you  
identify the skills  
you’ll need in the  
future and plan  
appropriately. 

Find out the priorities and  
concerns of 150 leaders in  
our ffth UK CEO Outlook  
report kpmg.co.uk/ 
ceooutlook2019 

Essential  
considerations 
Implement a competency  
framework 
If you don’t have one, take  
time with your senior team to  
understand the competencies  
most likely to help you hit  
your corporate strategic  
goals, and formalise them in  
a competency framework. 

Good governance 
While you and your team  
may be focused on  
generating new business,  
there has to be someone  
making sure that the  
business meets its  
obligations and manages   
its risks. Ensuring there is   
a good decision-making  
process will help to assure  
shareholders, clients and key  
stakeholders that investing   
in or doing business with  
you is a safe decision. 

Don’t wait to bring in   
the expertise you need 
If something is important to  
the success of your business  
– for example, keeping 
customers’ data safe, or 
understanding the southeast 
Asian market – don’t hesitate 
to appoint someone who can 
take responsibility for it. They 
might be a Non-Executive 
Director or full-time employee 
– but do your due diligence. 
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KPMG can… 
– Help you design and implement a competency framework  

– Run a capability assessment of your HR, IT or fnance function  
to help you understand whether your processes could be more 
effcient, and whether the right numbers of employees are 
working on the right activities 

– Help benchmark you with other similar businesses to provide  
insight on what you could improve 

– Help you explore options for a management buyout  

– Introduce you to individuals for specifc roles such as Finance  
Director, Chairman, Non-Executive Director 

– Provide Learning & Development modules via KPMG Learning  

https://kpmg.co.uk/ceooutlook2019
https://kpmg.co.uk/ceooutlook2019


Engaging employees 
Growth requires the focus and commitment of your employees. For that to happen, 
they must be engaged by a clear vision, and motivated to go the extra mile. 

M 
ost senior executives  
will tell you that their 
business is nothing 
without its people – and  
this is perhaps even more  
the case with private  
businesses. For startups  

and smaller businesses, it’s relatively  
easy to convey your aims and share  
your core values with a small group of  
employees, helping everyone to feel  
fully engaged in their work. But as your  
business grows and new employees  
arrive, you’ll need a strategy to keep  
those values and vision intact. Only that  
way can you maintain clarity of identity  
and purpose – and continue to inspire  
long-standing and new employees alike. 

Communicate to motivate 
Employees need to be engaged both  
rationally and emotionally. For example,  
they should understand rationally how  
their effort will beneft them in the  
future, either fnancially or in terms of  
experience gained. However, without  
an emotional engagement in how they  
contribute to the growth, purpose and  
success of the business, they won’t  
be motivated to give their very best.  
In short, what’s needed is a strong  
Employee Value Proposition (EVP). 

An EVP is a clear articulation of the value  
that employees derive from working for  
a business. You should use it to explain  
your business’s vision, what you’re  
trying to achieve in the long term, the  
strategic pathway to achieving that  
vision, and how employees’ day-to-day  
work contributes to that strategy.   
It helps in creating a strong identity for  
your business, and gives employees   
a reason to want to work hard in   
helping to achieve that vision.  

Make the benefts clear 
Employees are often attracted to  
a business and encouraged to stay  
because of the benefts on offer,   

such as fexible working, workplace  
nurseries, healthcare schemes and  
pension contributions above the  
statutory minimum. As well as offering  
a range of benefts that appeal to your  
employees, it’s also important to have a  
clear intranet page or similar that shows  
everyone what’s on offer to them and  
helps them to understand the fnancial  
value of the benefts they’re getting. 

In many cases, senior managers will  
be subject to Income Tax of 45% on  
discretionary bonuses and salary,   
with National Insurance on top of that.  
So, it may make sense to offer your  
senior management teams equity  
incentives, such as share awards.   
This will also beneft your business by  
ensuring the recruitment and retention  
of talent, and committing executives to   
a common strategic goal,15% compound  
annual-growth rates, for example. 

For employees, there are tax benefts  
for this type of award. They could pay  
20% or even 10% Capital Gains Tax on  
any gain arising from a sale of shares in  
the business. Compared with a potential  
45% Income Tax cost on a discretionary  
bonus, this is a signifcant difference.  
Naturally, you’ll need to think about   
what kind of behaviour you’re  
incentivising with these awards and   
offer bonuses based on long-term  
objectives, such as a growth target  
across three years.  

Essential  
considerations 
Employee Value  
Proposition 
If you don’t already have one,  
write a clear and compelling  
Employee Value Proposition  
that is clearly linked to the  
vision and strategic goals   
of your business. 

Rewarding employees   
with equity incentives 
As well as providing a tax  
beneft for employees,  
this type of scheme  
rewards value creation and  
encourages employees to  
think about your business’s  
longer-term success. 

Think about compensation   
and benefts 
There’s an ever-growing  
range of benefts that you  
can offer employees.   
Take time to understand   
what will appeal to them  
most (for example, healthcare  
or on-site childcare), offer a  
tailored package, and ensure  
employees understand the  
value of the benefts offered. 

KPMG can… 
–  Help you craft an Employee Value Proposition that will resonate 

for years to come 

–  Advise you on structuring benefts to attract and retain employees 

–  Help you with the tax implications of your compensation and benefts 
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A compliant and   
tax-efficient workforce 
A growing business also means an expanding list of regulations and responsibilities. 
Face those challenges by planning ahead, rather than letting it slow down your growth. 
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O 
ne of the more painful  
headaches that comes 
with a successfully 
growing business is   
the need to comply   
with an ever-increasing  
set of regulations.   

But compliance isn’t optional and   
the consequences can be severe.  

Pension management 
As your business grows, you must   
be careful to manage your pension  
obligations in a compliant way.   
Failure to complete scheme returns  
or pay the required contributions to   
a scheme, for example, can result   
in penalties being applied by the  
Pensions Regulator.  

Following the introduction of   
auto-enrolment, all businesses are  
now obliged to offer workplace  
pensions. Pension schemes can be a  
useful tool in attracting and rewarding  
your employees, especially where  
contributions can be made before  
the deduction of PAYE and National  
Insurance, and Corporation Tax relief,  
this is generally available for employer  
contributions on a paid basis. 

In many instances, owner-managers  
also see personal pension plans as   
an opportunity to create additional  
wealth, given that the funds   
themselves generally don’t pay tax on  
the receipt of rents or other investment  
gains up to the lifetime allowance. 

The Apprenticeship Levy 
Since 2017, employers with an annual  
wage bill of more than £3m have  
contributed 0.5% of their payroll  
towards the Apprenticeship Levy.   
The government scheme was   
designed to increase the quality  
and quantity of apprenticeships,  
and contributing businesses can  
unlock funds from the levy to pay for  
apprenticeship training and assessment.  

If your business is contributing to the  
levy, you should identify which part   
of your business would beneft most  
– whether that’s training your existing 
workforce or recruiting new talent. 
To get the best out of the scheme, 
ensure apprentices are used in the most 
effective way possible, making use of 
all the training available to them. And 
remember, any levy funding you make 
that is unused will expire after two years. 

Employment regulation 
The National Minimum Wage (NMW)  
rules, which set the minimum pay per  
hour for most workers under the age  
of 25, are hugely important, particularly  
in certain sectors, such as healthcare  
and retail, where businesses in breach  
have been named and shamed in recent  
years. In addition to the reputational  
impact, fnancial penalties of up to 200%  
of the wage arrears owed by employers  
can apply. Indeed, the complexity  
surrounding the NMW means it is all  
too easy to make a mistake. Among the  
pitfalls for employers is understanding  

what constitutes working time, what  
are legitimately deemed deductions  
from pay and failure to understand   
the pay reference period. In this   
regard, matters such as paid breaks   
and deductions for the use of  
workwear can trip employers up.  

Understanding your business’s statutory  
obligations in relation to the NMW, and  
the full range of circumstances where  
there could potentially be a breach of  
the rules, is crucial in order to effectively  
manage the various risks. 

As your business  
grows, you   
must manage  
your pension  
obligations in   
a compliant way.  
Failure can result  
in penalties  
being applied   
by the Pensions  
Regulator. 
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It’s a good idea  
to give people  
long-term  
incentives to  
stay with the  
business, and  
to make sure   
this is done in a  
tax-effcient way,  
such as share-
based incentive  
schemes. 

Furthermore, there are also different  
tax implications brought about   
by the employment of full-time   
people and contractors, or the use   
of personal-service companies.   
Your human resources and fnance  
teams must be aware of the status  
of who they are engaging so that  
they’re able to act in accordance   
with regulations and tax rules. 

Tax-friendly  
employee incentives 
As your business grows, it’s a good   
idea to give people long-term incentives  
to stay with the business, and to make  
sure this is done in a tax-effcient way.  
Share-based incentive schemes play   
an important role here, and there are  
two main types available:  

– Employee-wide share ownership 
plans: These are typically share save 
schemes where employees have the 
opportunity to buy a business’s shares 
in the future, but at a price that is fxed 
today. If the value of the business 
increases over time, the option holder 
could make a signifcant proft when 
they sell their shares. There’s a wide 
range of HMRC-approved share option 
schemes that make this tax-effcient 
for you and your employees. 

– Senior executive share schemes: 
This is when senior executives are 
granted shares, or options over 
shares, either to incentivise them to 
grow the business or as bonuses for 

the business as a whole hitting certain  
targets. In these cases, businesses  
should seek to ensure that executives  
can get Entrepreneur’s Relief, where  
available, on any shares they sell,   
which will reduce the Capital Gains   
Tax rate to 10% on the taxable gains  
made from any sale.  

To that end, Enterprise Management  
Incentive (EMI) schemes have proven  
to be very popular with growing  
businesses. These are share options  
which are offered to key individuals   
and can be conditional on them staying  
with the business for a certain period  
of time, possibly until the business is  
sold. At this point, these individuals can  
convert their options into real shares.  
EMI options can be granted tax-free,  
and any growth in the value of the  
option shares from when the option  
was granted is subject to Capital Gains  
Tax, potentially at the Entrepreneur’s  
Relief rate of only 10%, irrespective   
of the level of shareholding. This can  
be a powerful incentive to keep, retain  
and motivate key employees. 

There is a wide range of options for  
incentivising both your management  
team and employees at all levels.   
As such, it’s worth getting specialist   
advice so that you implement the right  
scheme for your circumstances and  
ensure that benefts are maximised. 

Essential  
considerations  
Pension obligations 
As you grow, you have   
to manage your pension  
obligations in a compliant  
way – failure to do so can  
bring censure from the  
Pensions Regulator – but you  
should also consider pension  
schemes as a useful tool to  
attract and reward employees. 

Apprenticeship Levy  
As your workforce grows,  
you must comply with   
a growing amount of  
legislation. Once your wage  
bill exceeds £3m, you’re  
liable for the Apprenticeship  
Levy, so make sure you’re  
taking advantage of the  
support available to you. 

HMRC-approved share  
option schemes 
Giving employees the   
chance to own shares in your  
business can help towards  
building a strong culture   
and reduce attrition rates.  

KPMG can… 
– Review governance and administration matters related to your  

pension schemes 

– Provide advice on the changing regulatory landscape, and which  
aspects of it are most relevant to your business, region and sector 

– Advise you on the tax implications of any equity-based share  
schemes, and the range of reward options available for executives 
or employees 

– Structure executive share schemes and advise you on the tax  
implications of any schemes 

– Help you create a successful, tax-effcient exit strategy for owners  
and key staff 
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How to become   
investment-ready 
Securing funding is crucial for any business looking to grow. To do so, you’ll need 
an overarching strategy and a clear understanding of the fnancing that’s best for you. 

W 
hen it comes to sourcing  
funding for your business, 
everything comes back 
to your business strategy,  
and your ability to  
articulate it properly.   
You need to be clear   

on your fve-year plan, how you’re going  
to deliver it, and how you’re going to  
survive any potential disruption to your  
business or industry – and mitigate  
challenges to it. Ask yourself whether  
you can defend your market position  
and grow your business at the same  
time, and where you might need  
investment and funding to make   
that possible.  

We regularly see business leaders   
who have grown their business to   
make proftable returns. However, they   
can hit a wall and struggle to continue  
delivering growth to scale their business.  
Typically, businesses may require the  
expertise of Private Equity investors   
to grow further and break through   
that wall.   

The value of a growth plan 
It’s imperative that anyone responsible  
for corporate funding keeps a close   
eye on your business’s growth plan   
and makes sure that the board and   
the senior management team  
understand and agree with it at all  
times. The key questions to consider  
are: what fnancing requirements are  
needed to deliver the plan, when is   
the optimum time to raise the money   
and, most importantly, which markets  
and lenders are best suited to your  
objectives and growth plans?  

Without granular knowledge of your  
business, its nuances and forecasts,   
it will be tough to persuade prospective  
investors or lenders that you’re capable  
of delivering growth plans and servicing  
borrowing. Investors and lenders will  
expect a concise articulation of why   
you need the money – whether it’s   
for people, products, new premises,  
entering new markets or overseas  
expansion – and how that supports   
the returns you’re projecting.  

For example, securing investment   
or borrowing for an acquisition will  
require not just the most up-to-date  
fnancial data of the acquirer, but also   
a concrete plan for the future structure  
and fnancial profle of the combined  
businesses post-acquisition.   
Potential investors or lenders will   
want to know, among other things,  
about senior management structure,  
whether the acquired business will be  
combined with the existing business,   
or if it will be run as a standalone entity.   

Clearly, different investments will raise  
different issues. Expanding overseas,  
for example, can make the investment  
or funding more complex. When it  
comes to investment in technology,  
consideration should be given to   
how it fts into the wider business   
plan and whether funding should   
be sought to boost digital resources  
alongside other funding requirements.  
Every business now needs a digital  
strategy, and investment can often   
be the difference between scaling   
a business to the next level or   
allowing it to stagnate.  

Once your business is clear about   
the purpose for the capital funding,   
the next step will be to understand   
what kind of funding is required and  
how best to source it.  

The debt market 
The debt market is a broad church,   
with lenders spanning the asset-based  
lending, bank debt, credit fund and debt  
capital markets. There is signifcant  
liquidity across these pools and all   
are looking for opportunities to lend   
to good quality businesses with   
solid future plans.   

Debt is cheaper than sources of   
equity, and if your investment plans   
are modest, it can often be leveraged  
against existing assets or cash fow   
of the business. One attraction of   
debt is that it can be used to fund   
the growth of a business without  
existing shareholders needing to   
give away any equity.   

While debt is currently comparatively  
inexpensive and obtainable, a potential  
downside is that it can sometimes  
restrict growth if the fnancing structure  
isn’t suited to the corporate plan.   
For example, if the debt facility isn’t  
sized to grow with your business, or  
some fnancial covenants impinge on  
investment plans then, in the short  
term, your business could fnd itself  
needing to operate with the existing  
debt facilities until a refnancing   
is undertaken to secure funding   
more ft for purpose. It’s imperative   
therefore, that your management   
team has a fnancing strategy that   
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aligns perfectly with corporate plans.  
Overall corporate strategy should   
dictate fnancing, not vice versa.   

Private Equity 
Private Equity investment is also an  
option and can be used in conjunction  
with debt. Private Equity investors   
will take a share in the business and  
install a board representative. If this   
isn’t something management can  
countenance, then obviously this option  
is to be avoided. However, Private   
Equity is a valuable solution if market   
or specialist knowledge is needed  
alongside an investment. This may   
be particularly relevant if a business is  
looking to enter a foreign market either  
organically or through acquisition –   
a skill that Private Equity is known for.  

Private Equity may also be able to   
offer an extra injection of capital to fuel  
growth, as the structure is suffciently  
fexible to provide an additional boost.  
Private Equity is also commonly used   
to provide capital for an incumbent  
management team to buy out the  
existing owners of a business.   

Equity investors can also offer greater  
strategic investment because fnancial  
backers will be looking for a future   
exit in which they beneft from the  
business’s growth. This often means  
that, compared with debt providers,  
Private Equity will take a longer-term  
view, where their interests are closely  
aligned with your own. They bring the  
experience and track record of having  
worked closely with management teams  
to provide capital, scale businesses   
and realise growth objectives, then  
ultimately help develop and realise   
exit strategies. 

Public Equity markets 
Public Equity markets represent   
a signifcant source of permanent   
capital for growth. UK equity markets  
are broad and deep, and provide both  
diversifcation of funding and a path   
to liquidity for shareholders.  

While listed company status offers  
businesses a strong platform and   
profle to deliver their growth objectives,   
the need for enhanced corporate  
governance, disclosure and transparency  
can place a signifcant burden on smaller  
businesses. As such, an Initial Public  
Offering (IPO) is not the right path   
for every business.  

While debt is  
comparatively  
inexpensive and  
obtainable, it   
can sometimes  
restrict growth   
if the fnancing  
structure isn’t  
suited to the  
corporate plan. 

Interestingly, as bank debt has   
remained relatively cheap and private  
capital has been abundant, businesses  
have remained private for longer.   
As such, institutional fund managers   
are increasingly looking to invest in  
high-quality unlisted growth businesses,  
particularly those with an ambition to  
seek a stock market listing over time.  
This ‘institutional’ capital may represent  
an additional source of funding for   
high-potential businesses.  

An evolving funding landscape  
In recent years, the fnancing landscape  
has become much more dynamic   
and diverse. Given how quickly the  
landscape is changing, it’s often  
advisable to look at different peer  
groups to see how they’ve structured  
recent fnancing arrangements.   
A competitor may have broken ground  
on innovative fnancing structures, for  
example, that can be used as templates  
for bespoke and differentiated offerings.  
From a debt perspective, businesses  
are increasingly raising debt against  
intangible assets as well. This can   
be intellectual property that they’ve  
developed, can clearly claim ownership  
of, and can demonstrate the value   
of, or it can be brands. There are now  
numerous experts who will be able   
to offer a brand valuation.  

Historically, lenders have focused on  
either cash fow or assets, although,   
as is well-established in the US, more  
lenders are willing to take a view   
on future revenues. Silicon Valley  
businesses will often secure debt  

funding at relatively early stages when  
they’re still loss-making because of the  
promise of proftability that they’ll collect  
in the future. The practice is increasingly  
being seen in the UK as well. 

Of course, the range of options available  
will depend on the lenders’ view of a  
business and the industry sector. They’ll  
look at the prevailing macroeconomic  
risks in a business’s sector, digital  
disruption in those markets, historical  
precedence and performance, as well   
as any challenges that a changing  
customer base may present. 

From an equity perspective, the general  
trend has been that equity funders  
across the board are sitting on growing  
amounts of capital which they need   
to put to work. This general trend,  
coupled with the fact that there   
remains a limited number of high-quality  
assets that equity investors will   
back, has resulted in a competitive  
marketplace with equity investors  
needing to innovate to differentiate   
their funding structure and terms from  
the rest of the market.  

With this in mind, the fnancing options  
are so varied that it is potentially too big  
for the Chief Financial Offcer to manage  
alone, and it’s advisable to enlist some  
independent advice on options, sourcing  
and introductions to funders. 

Preparing your investor pitch 
For lenders and investors, utopia is   
to walk in to a boardroom where the  
directors have a granular understanding  
of their business that they can translate  
into a fve-year, look-forward view,  
including how they expect the business  
to perform from a proft and loss,  
balance sheet and cash fow perspective,  
taking into account all the nuances  
particular to their business. When you’re  
preparing to pitch and present your  
strategy, you must take an outside-in  
look at your business and make a critical  
assessment of where your strengths  
and weaknesses lie. You should enlist  
external expertise to establish a critical,  
independent assessment of your  
business’s strengths and weaknesses.  

You need to be sure that you can  
answer key questions such as: are you  
being ambitious enough, is your plan  
credible, does it show enough growth,  
what’s your exit strategy and what’s  
your expected level of return over the  
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next three to four years? With this in  
mind, clearly articulating what you’re  
going to do with the investment and  
how you will secure a return is   
critical. Investors are trusting you with  
their money, so they want to know   
who they’re investing in, who the  
management team are, whether they’re  
credible, trustworthy and investable.  

Where does tax ft? 
Tax policy is often overlooked, but   
once you’ve evaluated commercial  
fnancing arrangements, it’s time to  
consider it in the wider investment  
decision. From an investor’s point of  
view, the potential availability of tax  
reliefs for investors upfront on an initial  
investment, the ability to extract cash  
and profts throughout the life cycle   
of the investment, and the opportunity  
to realise a future exit from the  
investment in a tax effcient manner   
are key considerations.  

The Enterprise Investment   
Scheme (EIS) is a great example of   
a government-approved tax incentive   
for individual investors in primarily  
higher-risk, early-stage, innovative,  
privately owned businesses. The EIS  
provides for upfront Income Tax relief   
at 30% on amounts invested up to   
£1m per annum, as well as Capital   
Gains Tax deferrals for reinvestment in  
qualifying EIS businesses, and Capital  
Gains Tax exemptions upon a future  
disposal of shares in qualifying EIS  
businesses, where certain conditions  
are met. For private businesses, tax  
incentives like this are key to attracting  
investment and protecting wealth.   
In fact, 41% of those surveyed in   
our 2019 Backing Business Growth  
survey named the EIS as the best   
driver of investment*. 

When looking at acquisition structuring  
where Private Equity and management  
teams are investing side by side,   
getting the right mix of debt and equity  
is important. Certain investors may  
prefer to invest a greater proportion   
via equity rather than debt, or vice   
versa, depending on their tax profle   
and their commercial objectives.   
The tax implications of any debt funding,  
in particular, at both a corporate level  
and for loan note holders, should be  
carefully considered, as there are   
a number of complex interactions  
between a borrowing company and  
different types of lenders. For example,  

at a corporate level, the quantum and  
terms of debt can have an impact on   
the interest deductions available for  
corporation tax purposes. Tax deductions  
may also only be available when interest  
is actually paid, and tax may be required  
to be withheld on payments of interest,  
unless an exemption is available.  
Lenders will also consider whether   
the interest receivable is taxed on   
an accruals basis or when received.   

If the funds are for expansion overseas  
through an acquisition, an understanding  
of the local tax jurisdiction will be  
essential to be able to judge the most  
effcient fnancing structure. Taxes vary  
greatly from country to country, so   
it’s advisable to engage local tax  
expertise at this stage.   

If the investment introduces new  
shareholders into the business, you  
should consider the future sale of  
shares and the applicable tax rate.   
It will also be necessary to factor   
in existing shareholders and ensure   
that their ability to sell shares at   
a similar tax rate in the future   
remains an option.  

Tax can be a valuable way to support  
growth if the right expertise is enlisted.  
The majority of businesses on a gradual  
or steady growth path don’t engage  
with the tax system as much as they  
could to their beneft. There is a clear  
way to improve engagement and  
manage taxes more effciently.  

*Source: Backing Business Growth 2019  
explores attitudes to growth and tax  
among UK businesses. It covers 1,000  
SME and mid-market businesses with  
an annual turnover of £10m to £750m. 

Essential  
considerations 
Purpose of investment 
Considering the purpose   
of an investment is vital   
to knowing what kind of  
fnancing is required. Without  
knowledge of the ultimate  
goal, few investors or lenders  
will entertain an approach. 

Embedding tax relief  
Tax has to be a consideration  
when making commercial  
decisions. It has to be part   
of your business strategy for  
you to appropriately manage  
the tax consequences of  
funding, share ownership   
and to manage a smooth  
cash fow. 

Understand the   
funder’s perspective  
Potential investors will  
expect you to understand  
your market, customers,  
products and competitors,  
and to be able to show that  
you know about possible  
challenges to your business  
and how you would deal   
with them should they occur. 

Read our Road to Exit  
report on how to  
maximise value across  
the four main exit routes:  
kpmgenterprise.co.uk/ 
road-to-exit 

KPMG can... 
– Design an investment strategy and assist in challenging that plan  

– Support you in developing a pitch for investors and lenders  

– Evaluate and help you to understand your funding options  
and arrange introductions to providers of capital 

– Help you consider various exit routes and their merits  

– Provide a range of tax services, mapping out the impact  
of investment on shareholders business’s tax burden 

– Undertake due diligence to help you understand your market,  
customers and competitors before seeking investment or borrowing 
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De-risking your  
investment 
A clear overview of your business and its capacity to service and repay what is borrowed 
will make sure that capital is the right ft and on the right terms for your business. 
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D 
etermining the balance  
of risk in any investment 
calls for a multifaceted 
approach. It also needs  
to align with corporate  
strategy, and this should  
form the basis for  

deciding how and where to source the  
investment. Other areas to consider will  
include current fnancial arrangements,  
business performance, the state of the  
balance sheet, cash fow and growth  
plans, as well as the most appropriate  
split between debt and equity.  

Flexibility and pricing of funds 
Flexibility of terms for both debt and  
equity investment is crucial to the  
funding decision. Overly onerous or  
restrictive terms and provisions imposed  
by funders may have an impact on   
your ability to do what you want and to  
deliver the business plan – by limiting  
capital expenditure, for example.  

Failure to anticipate the many variables  
in business, such as the speed of  
growth or a new market entrant,   
could result in an inability to change  
fnancing plans because of an infexible  
funding structure. If there’s no liquidity  
to change plans unexpectedly, you   
may have to refnance or seek a new  
investor, resulting in increased costs   
and causing unnecessary disruption.   
It’s therefore advisable to seek  
independent advice, not only at the  
outset but at various stages in the  
process of seeking new funding. 

The cost of funding can be a hugely  
emotive factor, but is only part of the  
decision making when assessing the  
most suitable fnancing strategy – and  
is an assessment made collectively   
by the executive team or the board.   

We often see Chief Financial Offcers  
wanting to select the cheapest funding  
by default, but that’s often a bad idea   
if it’s the deciding factor when choosing  
which route to take. It’s not about  
raising the money at the cheapest price  
because you need the money now,  
you have to appraise it over multiple  
years and consider more qualitative  
factors, such as provider know-how,  
expertise and fexibility of funding.   
So, from the outset, you need to be  

It’s not about  
raising the  
money at the  
cheapest price  
because you  
need the money  
now, you have to  
appraise it over  
multiple years. 

confdent in your fnancial modelling   
to understand the suitability of funding  
and what it can be used to achieve.  

The right funding mix 
If your investment needs are not   
met by a single provider of capital,   
there is the option to combine different  
forms of capital. It’s a balancing act   
that management teams need to   
strike depending on their attitude   
to risk and equity dilution, while also  
deciding how much involvement   
and expertise, if any, is required   
from the provider of capital.  

Leaving a commercial fnancing  
discussion solely in the hands of the  
Chief Financial Offcer may result in   
an unbalanced view. They may have an  
appetite for lower risk or a preference  
for debt, rather than considering a wider  
commercial view. Involve the Head   
of Operations, Technology Chief and  
others, because they’ll be looking at  
other factors and will consider the   
need to retain greater fexibility in   
their access to capital.  

Your key players will also probably  
know better than any lender what   
the prevailing macroeconomic risks   
are in your sector in general, and   
your business model specifcally.   
We only have to look at some of the  
challenges in retail and construction,  
where business models have been  
under pressure because of the levels  
of disruption in those markets.   
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Their view of putting debt on the  
balance sheet will be very different  
now compared with fve years ago  
because of this sector disruption.  

Furthermore, it’s not always   
necessary to be conservative when it  
comes to debt. Indeed, debt shouldn’t  
always be perceived as high-risk,  
provided there’s a solid underpinning   
to the business and its capacity to  
service and repay what is borrowed.   
Debt, by defnition, is lower cost than  
equity and doesn’t require shareholders   
to dilute their stake in the future   
of the business.  

Consider the funder 
It’s essential to look at your business  
from  the potential funder’s point of   
view.  You’ll typically be entering into   
a  multi-year  agreement, so they’ll   
want to understand your  forecast  
performance and how it will be  
delivered, because that’s what   
they’re lending or investing against.  

A recent retail business example  
illustrates an unsuccessful approach to  
the debt markets. Rather than dealing  
with their refnancing plans in 2018,  
when so many borrowers went to the  
market to avoid potential disruption  
caused by Brexit, they left it until 2019,  
when they launched a refnancing of  
their debt facilities, needed to fund   
the business over the medium-term.  

However, by then, the debt markets  
were considering retail in a less  
favourable light and, as a result, the  
business struggled to get any traction  
in the refnancing process. Given the  
pressing questions hanging over the  
retail market, they should have over-
prepared to prove to lenders that,  
despite the challenges in the market,  
their business should be considered  
differently. Reputationally, fnance  
rejection in the debt market is  
something management must avoid.  

From an equity perspective, it’s equally  
important to approach funders having  
undertaken a rigorous preparation  
phase. This should ensure that the  
equity story is compelling, the ask   
from a new investor is clear and the  
management team can succinctly  
articulate how new investment   
will be used on day one, as well   
as how it will drive growth in the  
business to deliver future returns.  

There is the  
option to  
combine  
different forms  
of capital.  
It’s a balancing  
act that  
management  
teams need to  
strike depending  
on their attitude  
to risk and   
equity dilution. 

Where this preparation phase is not  
given the necessary time and focus,  
sourcing equity funding is typically   
more diffcult, time consuming and  
distracting for a management team,  
often impacting the ability to close   
a successful investment.  
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Essential  
considerations 
Risk appetite 
Assess the board’s debt   
and equity appetite, risk  
exposure and what kind   
of funding structure provides  
enough fexibility to grow  
without burdening the  
business with excessive  
restrictions, provisions   
and costs.   

Type of investment required  
Understanding one’s appetite  
to debt, releasing equity   
and the future ownership   
of a business will require  
careful deliberation before  
approaching investors or  
lenders. Consideration of  
future growth plans is   
crucial to the kind of   
capital a business requires.    

The cost of funding  
It’s not about raising the  
money at the cheapest   
price, you have to appraise   
it over multiple years and  
there are many other more  
qualitative considerations,  
such as know-how, expertise  
and fexibility of funding,   
to take into account. 

57  KPMG Private Enterprise  The moments that make you
© 2020 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved

KPMG can... 
–  Assess the debt and equity markets to fnd the appropriate 

funding given the diversity of today’s marketplace 

–  Assist in raising the capital requirements 

–  Assist in presenting a business fnancing story to secure 
the terms needed 

–  Review the risks and challenges from a lender’s perspective 

–  Review the debt exposure and assist in managing it 
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Sustainable cash flow 
Growing businesses require tight working capital management. Improving 
your business’s cash-fow management and culture is particularly important 
when operating in an uncertain economic climate. 

D 
isciplined working 
capital management 
is important for 
any business, but 
particularly so for 
growing businesses.  
Unexpected expenses, 

poor forecasting, new suppliers and 
customers, can all cause cash to 
bottleneck. And if that happens,  
you need to be sure you have the  
cash reserves to call upon. 

Managing cash fow 
Part of this discipline is about knowing 
at all times what you’re likely to earn 
and how much cash or access to debt 
facilities you need to have on hand.  
For example, we’ve seen retail clients  
in the UK operating in what has been  
an extremely tough sector across the 
past fve years or so. One client was 
predicting a like-for-like sales reduction 
of 5% across their network of stores, 
which the management team felt was 
affordable. However, another client  
in a similar sector was predicting a 
reduction of 8%, which would cause 
trouble for the frst client, and cause 
them to breach their borrowing limit 
with their banks. But having a 
structured, data-based conversation 
about the future, and by modelling 
different scenarios, the frst business 
could prepare a response. 

It is important for businesses to have  
in place cash reporting and forecasting 
systems that can highlight key  
trends and pull out potential issues.  
For example, upcoming Capex 
commitments or signifcant short-term 
supplier or tax payments that may  
not be easily visible. Systems and  
tools that provide management  
teams with the information and KPIs 
relevant to their business typically  

have a signifcant and positive impact 
on their ability to grow effectively,  
improve proft margins and avoid  
cash bottlenecks. 

It’s also important for those running  
major projects to check in frequently  
with the fnance team to make sure  
there’s cash, or access to debt facilities
to cover any eventuality. For example,  
implementing a new IT system may be  
costed into the annual budget, but you  
should also use cash-fow forecasting   
to ensure you can cover costs if the  
implementation is delayed by, say, thre
months, rather than scrambling to fnd  
the funds after the delay happens. 

A big part of managing your cash fow   
is knowing who you’re doing business  
with. You want to work with suppliers  
and customers who are going to be   
able to support your business as it  
grows. For example, if you’re going   
to deal only with a select few   
suppliers or customers, then you   

Too many  
businesses  
become so  
focused on proft  
and loss metrics,  
and hitting  
EBITDA targets,  
that they make  
bad fnancial  
decisions. 

need reassurance that they are reliable  
businesses. So, don’t focus on the  
supplier with the lowest price if they  
have a poor track record, and don’t  
pounce at a lucrative customer contract  
if they have a terrible history of paying.  
We often see clients jump straight into  
contracts without having completed  
commercial due diligence. The level   
of due diligence detail you need to go  
into will depend on how critical that  
business relationship is to your supply  
chain and cash fow.  

Cash-fow generation 
A surprising number of businesses have  
excess cash tied up in working capital  
cycles that are not operating effciently.  
By identifying the ineffciencies and  
introducing process improvements   
and controls, you can shorten working  
capital cycles and generate additional  
cash. Cash generation opportunities   
can come from a number of areas: 

– Improving invoicing effciency and 
dispute resolution procedures will 
reduce debtors. 

– Streamlining goods receipt and 
payment controls will maximise trade 
creditors within existing terms. 

– Enhancing sales and operational 
planning processes will drive 
stock reduction. 

– Amending VAT return periods or 
contractual terms, which impacts G
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the timing of supply for VAT, may 
drive tax cash-fow benefts. 

– Properly forecasting the payment 
dates for Corporation Tax instalment 
payments should also be factored 
in to ensure that there are no 
unpleasant surprises. 
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Instilling a ‘cash culture’ will ensure   
all employees focus on improving   
cash fow in their day-to-day decisions,  
which will lead to tangible and  
permanent cash-fow improvements.  
This may include: 

– Short-term cash-fow forecasting 
and ownership. 

– Cash committees and controls. 

– Cash-focused management 
information and KPIs. 

– Cash training for commercial, 
operational and fnancial staff. 

– Cash-focused incentivisation 
and bonus structures. 

Good fnancial discipline 
Too many businesses become so  
focused on proft and loss metrics,   
and hitting Earnings Before Interest,  
Tax, Depreciation and Amortisation  
(EBITDA) targets, that they make   
bad fnancial decisions. For example,  
teams may think it’s a good short-term  
idea to defer certain costs to the  
balance sheet, boost their profts   
and report a good EBITDA number.   
But the problem is that this can   
lead to write-offs at the end of the   
year and won’t help overall fnancial  
performance. It will also make   
investors and other stakeholders   
wary about your grip on fnancial  
discipline. Having regular and  
transparent discussions about cash   
fow can help a senior executive   
team link the cash or access to   
debt facilities that they have on  
hand, the overall position of their  
balance sheet, and their proft and   
loss numbers. Good fnancial  
management comes from linking   
all three together and working   
out what it means for the future  
performance of the business. 

Operating in uncertain times 
Good cash-fow management is  
particularly important when operating   
in an uncertain economic and political  
environment, especially as you look   
to invest in and implement ambitious  
growth strategies. For example, it’s  
crucial that you understand the precise  
cost of a potential investment, taking  
into consideration all available tax reliefs,  
to give you a clear forecast before any  
money is spent.  

Instilling a   
‘cash culture’   
will ensure all  
employees focus  
on improving  
cash fow in   
their day-to-day  
decisions,   
which will lead  
to tangible and  
permanent   
cash-fow  
improvements. 

One example of getting caught out   
was the Brexit referendum result in  
June 2016. Once the result became  
clear on the night, the dollar/sterling  
exchange rate dropped by around   
25%. Immediately, a large number of  
businesses with dollar-denominated  
supply chains, and no dollar/sterling  
hedge, saw input prices rise by the  
same amount. Those that hadn’t  
forecast and planned for this were  
suddenly left with a huge hole in   
their profts. 

Essential  
considerations 
Improve a business’s   
cash culture  
Ensuring that all employees  
are focused on improving  
cash fow through their   
day-to-day decisions can   
lead to tangible and  
permanent cash fow  
improvements.   

Use cash-fow forecasts   
in your scenario planning  
Understanding what cash  
and access to debt facilities  
you have, and whether they  
can cover different scenarios,   
will make conversations   
with investors and lenders  
more fruitful and ensure   
you can handle the cost   
of things going wrong. 

Don’t neglect the tax  
considerations  
Cash-fow forecasting can  
help you be much smarter  
about how you pay your   
tax bill and enable you to   
use cash more effciently.  

KPMG can... 
–  Analyse your cash and working capital cycles 

–  Benchmark your working capital levels, processes and controls 
to leading practice 

–  Identify cash-generation opportunities 

–  Advise on raising debt facilities to meet working capital needs 

–  Do due diligence on customers and suppliers to make sure they 
are reliable in paying you or delivering what you have paid for 

–  Introduce a framework to help improve cash culture in your 
business to ensure the realised opportunities are sustainable 
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Regulatory resilience 
As your business and brand grows, you will have to comply with increasing regulation 
and public scrutiny. Compliance is more than a box-ticking exercise – it’s essential  
for protecting growth, preventing revenue leakage and managing risk. 

F 
or a growing business,  
it’s crucial that the 
management team 
invests the time or   
brings in outside help   
to understand the laws  
they must comply with.  

They need to know how to audit  
themselves, how to build and sustain a  
culture that encourages people to speak  
up if they see wrongdoing, and how to  
prevent employees prioritising business  
targets over behaving appropriately and  
legally. The best way to achieve this is  
with an internal audit process.  

For larger private businesses,   
The Wates Corporate Governance  
Principles, published in December   
2018, require businesses to make   
a public statement outlining their  
corporate governance code, and   
how they apply it. These principles  
will give you a good framework to  
develop your own corporate   
governance approach. 

Appointing an SAO 
Businesses and groups of businesses  
that have grown to more than £200m   
of UK aggregated annual revenues   
are required by law to appoint a Senior  
Accounting Offcer (SAO). An SAO’s  
main duty is to take reasonable   
steps to make sure that the business  
establishes and maintains appropriate  
tax-accounting arrangements.  

HMRC would expect the business   
to have formal governance policies   
in relation to their tax affairs, including   
a tax-control framework that itself  
includes a tax risk register, kept   
up to date in real time, and which is  
adhered to. Failure to realise this level   
of governance could result in not only  
more frequent visits from HMRC and  
value erosion on eventual sale, but also  

a fnancial penalty – these penalties   
are being raised by HMRC under the  
regime, with 125 penalties in the year   
to 31 March 2018. When you appoint an  
SAO for the frst time, it’s common for  
the business to be overwhelmed with  
the additional policies and procedures  
needed to fulfl the SAO duties.   
We would always recommend speaking  
to your tax advisor well in advance to  
help smooth the transition process. 

Putting risk registers in place 
An effective way to track the 
regulations that your business needs to 
adhere to is by having risk-management 
arrangements in place. The key output 
from such arrangements typically takes 
the form of a risk register. This should 
record both internal and external risks 
facing the business, together with an 
assessment of how likely they are to 
occur and how you would mitigate  
each of the risks. It’s good practice for 
all businesses to record and monitor 
these risks. In addition, you should  
put in place a process to test that your 
controls and procedures are operating 
as intended. This internal audit function  
is an important way of demonstrating 
that you’re in control of the business. 
Don’t think that good risk management  
is only for large, complex and listed  
businesses. If you’re going through  
change, facing increasing regulation,  
implementing new systems, have   
key-person dependency or are   

growing the top line, the chances  
are that a more formal approach   
to mitigating risk is required. 

The risk register can be used to   
help whoever is responsible for risk  
management to discuss how much   
risk the board and the executive team  
consider acceptable. For example,  
entering a new market may result   
in increased revenue but could  
consequently put a business’s   
data at higher risk of being stolen.  

Respecting the rules 
Although different rules and regulations  
apply to different businesses, you can  
broadly break down what you need to  
consider into the following categories:  

– Rules and regulations surrounding  
the workplace.  For example, 
ensuring that you have the right 
workplace policies and that you’re 
complying with relevant tax legislation 
such as National Minimum Wage, 
which is applicable to all businesses, 
and the Apprenticeship Levy, which 
applies to businesses with a wage bill 
in excess of £3m. National Minimum 
Wage regulations are being strictly 
enforced and there have been 
a number of high-profle businesses 
that have been ‘named and shamed’, 
leading to signifcant adverse publicity 
and reputational damage. This has 
even occurred where the failures were 
inadvertent due to not appreciating 
the full range of factors affecting 
how an employee’s hourly pay is 
calculated under the regime. 

– Data.  Are you handling and processing 
individuals’ data correctly, in line with 
the requirements of GDPR for both 
your customers’ data and those of 
your employees? You need to keep 
data safe to build trust, customer 
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You can’t comply  
with GDPR as   
such – there’s   
no checklist   
to complete. 
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loyalty and brand growth. More  
broadly, have you considered the  
implications of the Computer   
Misuse Act? See page 65 for more  
information on protecting your data. 

–  Your operations. This may include 
environmental law, health and safety, 
compliance with sector-specifc 
guidelines and regulations, and 
complying with competition law. 
You also need to be aware if your 
customers are governed by regulation. 

–  Finances and tax. Are you keeping 
on top of tax affairs? Are you 
complying with HMRC Making Tax 
Digital (MTD) requirements to keep 
digital business records, sending 
your VAT returns to HMRC and 
using MTD compatible software? 

–  Overseas trade. Are you complying 
with overseas tax regulations and 
paying the correct customs and 
excise duties? See page 25 for 
more information on how to navigate 
international law and taxes. 

If your business has outgrown its  
current processes or has reached   
a new regulation threshold, speak  
to your advisor about the steps   
you need to take to put the right  
practices and controls in place.  

Regulation in the supply chain 
It’s important that you work through  
which regulations you need to comply  
with in relation to your suppliers’ and  
customers’ operations as well.   
For example, are you sure that   
everyone in your supply chain is  
compliant with the Modern Slavery   
Act, 2015? If your UK operations  
generate more than £36m in revenue,  
you are required to have anti-traffcking  
policies in place and produce an online  
statement about how you combat  
modern slavery. It’s also necessary   
to think about the sustainability of   
your supply chain and whether they  
meet reporting standards.  

Furthermore, remember that a lot of   
the rules are principles-based, which  
means that you can’t give employees   
a checklist of what is legal or compliant  
and what isn’t. Instead, you need   
to ensure that they adopt certain  
behaviours that demonstrate  
compliance should a regulator or  
watchdog examine your practices. 

Dealing with data regulation 
This is a high-profle topic that’s only  
growing in signifcance. Whatever a  
business’s size, it has to invest time   
and money to protect its data, whether  
that’s data generated by operations or  
collected from customers or suppliers.  
Beyond the prospect of regulatory fnes,  
which could be as high as 4% of global  
turnover, the reputational risk associated  
with a data leak is huge.  

It’s crucial that all employees undertake  
relevant training and understand the  
implications of GDPR for their role.   
You can’t comply with GDPR as such  
– there’s no checklist to complete. 
It’s about demonstrating accountability 
and ensuring you have given  employees 
solid training and support. Spend  time 
understanding the reasons for the 
regulation and don’t rush into an overly 
legal approach to implementation. 

If your business operates internationally,  
you’ll need to be aware of the different  
data-protection laws that apply in each  
of the countries in which you operate.  
For example, Germany has much more  
stringent data-protection rules than   
the UK – so it’s crucial that you receive  
up-to-date advice on local regulations. 

Taking tax into account 
The fnal area that is most often  
overlooked in dealing with risk and  
regulation is the tax system. A growing  
business will require a tax control  
framework that outlines all taxes the  
business is liable for, what it owes and,  
if the calculations are contentious, the  
arguments for why it owes that amount.  

Essential  
considerations 
Build a robust internal  
audit framework  
It’s best to manage risk   
in a structured way and  
ensure that you have a  
comprehensive focus on all  
the risks your business faces.  

Create and maintain   
a risk register  
Having the biggest risks  
analysed, written down and  
frequently discussed helps  
defne the right risk culture.  
Managers will understand  
the business’s risk appetite  
and how to try to prevent   
or mitigate the risks that   
do exist. 

Set the tone at the top  
Building a business culture  
that deals with risk and   
bad behaviour in the right  
way will require senior  
management to continually  
communicate what the  
biggest risks facing the  
business are, what they’re  
doing to manage them, and  
what they expect everyone  
else to do. They also need  
to be positive role models  
with their behaviour as   
well as what they say.  

KPMG can... 
–  Assist in maintaining a focus on risk management and ensuring 

that the board has a good understanding of risk management 
and risk assurance 

–  Support businesses in keeping up-to-date on regulation 
and compliance 

–  Advise on a risk and control framework review 

–  Design internal control mapping and testing 

–  Provide a full range of internal audit services 

–  Help you develop and defne a security strategy, frameworks 
and operating models tailored specifcally for your business, 
and to support your growth/business objectives 
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Building robust   
systems for    
sustainable growth 
Having the right controls and infrastructure – including the right technology – is imperative 
to ensuring your growth doesn’t outstrip your capability to sustain it in the long term. 

C 
reating the infrastructure 
for growth requires 
having both the right 
technology and the 
appropriate defence 
systems in place – as 
well as the processes 

for using them. The rewards for getting 
this right are unquestionably worth the 
effort, ultimately saving you a lot of 
time, money and risk exposure.  
A common problem we see is when  
a business tolerates technology that is 
close to the end of its life, or no longer 
ft for the scale the business has grown 
to. The software often needs regular 
changes, which ends up being more 
expensive than replacing it. Bear in 
mind that there’s also an increased 
cyber security risk to consider when 
relying on outdated technology. 

The key is to think strategically  
about how and where the business 
wants to expand. Keeping this in  
mind will eliminate the need for  
tactical fxes in the future or, worse,  
the need to abandon certain projects 
and start again because there was  
no long-term technology plan. 

Internal audit and  
corporate governance 
It pays to put an overall governance   
and risk-management mechanism in  
place, even for smaller businesses.   
It allows you to keep a better, and   
more regular, track of existing risks as  
your business grows (and, with it, the  
size of the risks). It also allows you to  
incorporate new and emerging risks   
into your risk-management framework  
as your business expands and enters  
new markets. There’s the added   

It pays to   
put an overall  
risk-managemen
and governance
mechanism in  
place, even   
for smaller  
businesses.  

t 
 

beneft that building in a foundational  
mechanism from the start means   
that all major strategic decisions   
are taken with risk in mind.  

It also means that you won’t be  
dependent on a certain (often senior)  
employee for risk management and  
governance. It’s common in a growing  
business for one employee who’s been  
there a long time to understand how   
big decisions are made, how risks are  
managed and when and why they are  
referred to the executive team or the  
board. If that employee leaves, a lot   
of this activity can be overlooked and  
risks get missed until they escalate   
and become much more costly to fx.   
Having a risk-management strategy  
written down in a formal framework  
makes passing on this knowledge   
and embedding it into company  
processes much easier. 

And there’s the key question: when   
do I introduce an internal audit?   
Listed businesses have a requirement  
to comply or explain formally each   
year the extent to which they have  
implemented an internal audit.   
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For smaller, growing businesses, where
there is key dependency on a small  
number of individuals, we’d suggest  
that there’s merit in regularly asking,   
is now the right time for internal audit?   
As noted above, as you grow, so too   
will your risks (and, indeed, new ones  
will emerge). If systems, people and  
processes are struggling to keep pace  
with your growth, then that’s probably  
the right time to start thinking about  
independent assurance over your  
internal control and risk framework. 

Preventing fraud 
It’s important for a business to  
understand who it’s trading with,   
in terms of both its suppliers and  
customers, as it’s all too easy to  
become the victim of fraud, such as  
basic invoice fraud, perpetrated by   
a supplier. Our experience shows that  
robust supplier vetting and rigorous  
procurement procedures can help  
businesses effectively manage their  
risk. However, due diligence when   
hiring employees is also important.  
Individuals who have inside knowledge  
of a business will most often be the  
ones to identify the opportunities and  
soft spots of a business’s defences   
and fnancial procedures to use for   
their own advantage. There are some  
simple steps a business can take,   
such as confrming any banking   
changes with suppliers or changes   
to invoices. It’s also wise not to allow  
one person to have overall control of  
fnance procedures and limited access  
to business bank accounts for the   
sake of protection. The repercussions  
for any business, particularly smaller  
ones, can be devastating. 

It’s important to remember with   
risk management that you need to   
do more than just have the right   
‘physical’ infrastructure – this can   
range from the right IT systems to   
the right documents and policies.  
Crucially, you need to make sure that  
people understand and exhibit the   
right behaviour as well. For example,  
internal fraud often occurs because  
someone did something in error,   
added a zero in an expense claim,   
say, and it wasn’t spotted. They then  
start to think that maybe they could  
exploit this loophole and so try again   
a few months later, and again it isn’t   
spotted. Then they start to do   
it each month and it becomes   
a big black hole.   

 If a person  
evades tax   
and someone  
working for you  
helped them,  
your business   
is criminally  
responsible. 

It’s impossible to plug all control   
gaps, so it means that you need your  
employees to behave correctly as well. 

This broader awareness of each  
employee’s responsibility to protect the  
business also comes up in recruiting.  
We often come across situations where  
an employee has committed fraud or  
some other Corporate Criminal Offence,  
and already has a history of such crime  
that was never picked up during the  
recruiting process. Simple things like  
doing an internet search on someone’s  
name, instead of relying solely on  
references, can be incredibly revealing. 

Corporate Criminal Offence 
The Criminal Finances Act 2017 made   
it a criminal offence for a business to   
fail to prevent the facilitation of tax  
evasion by an employee, a contractor   
or anyone else providing services for   
or on behalf of the business. Put simply,   
if someone evades tax, either in the   
UK or overseas, and someone in the  
course of working for your business  
helped them to do it, your business   
is criminally responsible. 

Your business would be criminally  
responsible if someone from within  
your business: 

–  Provides an invoice that allows 
a client to claim a personal expense 
as a business deductible. 

–  Makes a payment at the request of a 
supplier to a bank account of a person 
or entity that is not the contracting 
party to whom the payment is due. 

–  Falsifes an invoice to misrepresent 
an employee as a contractor to avoid 
PAYE deductions. 

And the consequences are severe  
– as well as a conviction and an 
unlimited fne, you will be banned 
from bidding for government contracts 
and there are serious implications of 
reputational damage to consider too. 

The only defence is to take reasonable  
prevention measures. This should   
begin with a thorough risk assessment,  
which will need to be tested and  
updated regularly, followed by a   
detailed implementation programme.  
Additionally, clearly communicating  
people’s responsibilities and providing  
training to ensure that they can meet  
them will be critical. HMRC advise that  
a business “should seek to ensure that  
its prevention policies and procedures  
are communicated, embedded and  
understood throughout the organisation,  
through internal and external  
communication, including training”. 

It’s imperative to create a culture where  
there is zero tolerance of tax evasion,  
and employees know to speak up if   
they see others committing an offence.  
Buy-in from senior management,   
right from the very beginning, is  
hugely important, and formalising   
and documenting your prevention  
procedures is crucial. If you fnd yourself  
subject to a criminal investigation,   
you will have to prove that you took   
all reasonable measures to identify and  
prevent the facilitation of tax fraud.   
And not just recently – you may need   
to show that you took reasonable  
measures for several years before any  
alleged offence took place, so proof of a  
plan and its implementation is essential.     

Running smooth IT systems 
It’s essential that someone has direct  
responsibility for the smooth running   
of IT, even more so now that many  
systems depend on pay-per-user,   
cloud-based services. Ironically, the  
ease of implementation of cloud-based  
systems can increase the complexity   
of the system landscape, with  
departments unilaterally acquiring  
systems to solve specifc departmental  
issues. This ‘shadow IT’ isn’t subject to  
the normal controls and oversight from  
IT, which increases the risk of data loss,  
introduces ineffciencies and can cause  
major issues when it needs updating.  

We’ve worked with clients who   
didn’t remove old email accounts   
when employees left the business.  
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One, in particular, had 300 employees  
and 800 active email accounts.   
When they migrated to Microsoft Offce  
365, which charges by the number of  
email accounts, suddenly their costs  
increased sharply because of bad  
governance. IT leaders need to be  
proactive in engaging with the business  
to develop a strategy that addresses  
departmental issues, as well as providing  
high-quality services that monitor IT  
usage in a well-controlled, effcient   
and appropriate system landscape. 

The person in charge of the business’s  
IT must also ensure that data is secure  
and usable. If you acquire another  
business, it’s vital that you have  
someone in charge of the governance  
process, with oversight for all systems  
to ensure a smooth integration and  
mitigation of any risk exposure.  

Data management and 
business performance 
How you capture, manage, measure  
and use data could make a signifcant  
difference to your corporate  
performance. For example, data  
management could allow you to   
spot new opportunities and shifts in  
customer demand more quickly than  
competitors, whereas poor data  
management could leave you missing  
important trends, letting competitors   
in and, ultimately, having to deal with  
stagnant growth. A classic business  
example of this would be Kodak, which,  
for years, was the world’s leading brand  
for camera flm and cameras. By failing  
to capitalise on the digitisation trend   
that revolutionised the sector, it let  
numerous manufacturers on to its  
patch, ultimately capitulating to  
smartphone manufacturers and   
having to seek bankruptcy protection.  
While this may be a stark example,   
it’s imperative to use the data you have  
in order to understand the demand for  
your products, the problems you’re  
solving for your customers and how   
that is changing over time. 

Data leaks 
Bad data management leads to data  
leaks, whether through criminal  
intention or simply user error.   
Examples of harmful attacks abound:  
while undergoing a sale to Verizon   
in 2016, Yahoo disclosed that the data  
of 500 million users had been stolen,  
which lead to it losing an estimated  
$350m in its sale price; in November  

2018, Marriott International reported  
that thieves had stolen the personal data
of around 500 million customers, leading
to a large amount of negative publicity.  
As you grow and amass more data,   
you become a bigger target for hackers.

The 2019 annual KPMG UK CEO  
Outlook survey indicated that 67% of  
UK CEOs agree that protecting their  
customers’ data is one of the most  
important responsibilities enabling   
them to grow their customer base. 

Cyber security 
Cyber security should form a   
sub-section of the overall risk  
management and governance  
framework. It needs to be a central   
part of decision-making and long-term  
planning. Managers must avoid the   
trap of thinking that technology alone  
can protect their data and IT systems.   
It is vital to take a holistic approach to  
cyber security: think about employees’  
behaviour and how training and the   
right incentives can ensure that their  
decisions and actions are suffciently  
secure; think about processes and how  
to embed secure activity into those;   
and then think about what technology  
you need to deploy to support that  
behaviour and those processes.  

Create a culture  
where there is  
zero tolerance of  
tax evasion, and  
employees know  
to speak up if  
they see others  
committing an  
offence. Buy-in  
from senior  
management,  
right from the  
very beginning,  
is hugely  
important. 

When it comes to the technology   
  tools you need, don’t just look at   
  which get the best ratings – even   

if these are robust assessments.   
The highest-rated tools may not   

  be the best tools for your business.  
Always understand and defne your  
specifc requirements before starting   
to speak to vendors about possible  
purchases. Consider a cyber strategy  
for the business as a whole.   
There is little value in placing locks   
on all of your windows if the front   
door remains wide open.  

Another beneft to putting cyber   
security and risk management at   
the centre of operations is that   
the requisite funding is easier to   
come by. For example, should a   
food-manufacturing business with  
£10,000 to invest spend the money   
on the security of its internet-enabled  
freezers and production robots, or  
should it acquire a new oven? While a  
new oven may help expand production,  
failing to secure the freezers and  
production robots could cause a data  
breach, resulting in large fnes as well   
as production downtime. It’s important  
to think about the full cost of poor   
cyber security, rather than just the   
risk to day-to-day operations.  

A further simple, yet effective,   
change businesses can implement   
is to develop a culture where everyone  
is aware of, and can easily get a  
breakdown of, all the business’s  
‘information assets’. That includes   
the information systems, such as   
your customer relationship   
management software and your  
enterprise resource planning system,   
as well as an inventory of all the data   
in those systems – also known as   
your ‘data assets’. As you can only  
protect what you know that you own,   
all relevant employees should ensure  
that this list of information assets   
is kept up to date. As part of this,   
and as far as possible, ensure you   
keep central data repositories, as   
this will make protecting the data   
much simpler.  

Finally, make sure you centralise all  
processes for granting access to  
information assets, and provide  
suffcient training for employees   
about how they should use the  
business’s systems and data, and their  
responsibilities when they’re doing so. 
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Improved processes  
and ISO certifcation 
ISO certifcation, whether ISO 9001   
for quality, ISO 27001 for information  
security, or ISO 22301 for business  
continuity, promotes continual business  
improvement. It encourages you to look  
at how you operate and make your  
processes more effcient and secure.  
Crucially, it allows you to demonstrate   
to other businesses or new markets  
how serious you are about getting  
things right. To qualify for ISO  
certifcation, you have to ensure you  
understand what needs doing in a  
particular process (such as a production  
line or a process to collect customer  
data) and whether there’s room   
for improvement. Doing this will  
automatically lead you to eliminate any  
duplicative work and also allow you to  
be quicker at spotting where mistakes  
are being made. Looking at processes   
in this in-depth way also enables you  
to ensure that they’re as secure as   
they should be – especially as more  
and more physical parts of a supply  
chain are connected to the internet  
(from freezers to long-distance trucks).  

ISO certifcation gives a business’s  
management team and especially their  
customers confdence that processes  
meet an internationally recognised  
standard. Some customers, especially  
those in the public sector, cannot buy  
from you until you have the right ISO  
certifcations, so it’s also essential as  
you think about expanding. Not all  
businesses go for ISO certifcation.  
Some will not see the external benefts.  
If that rings true for your business then  
you should be at least aligning yourself  
to the principles of those standards as  
recognised good practice. If you’re  
considering becoming ISO-certifed for  
the frst time though, think about the  
scope of certifcation you require and  
your motivation for gaining it. It’s often   
at the point you want to enter a new  
market, work with a new customer or  
bid for a government contract that this  
motivation will really crystallise into   
a  beneft. It may be worth considering  
the help of an advisor in this area.  G
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Find out the priorities and  
concerns of 150 leaders in  
our ffth UK CEO Outlook  
report: kpmg.co.uk/ 
ceooutlook2019 
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Managers   
must avoid the  
trap of thinking  
that technology  
alone can protect  
their data and  
their IT systems.  
It’s vital to take   
a holistic  
approach to  
cyber security. 

Essential  
considerations 
Design for the long term 
When defning your software  
and security requirements,  
try to understand where   
you want to go, then work  
backwards. Seek technical  
expertise in the development  
of an IT system. 

Certifcation by a quality  
accredited body  
This will tell you where  
you’re doing well and where  
you could manage continuity  
better. Successful certifcation  
provides independent  
assurance that you comply  
with business continuity  
good practice. It’s therefore   
a strong marketing tool and  
business differentiator.  

Start from the top  
Create an IT-aware culture  
that understands and  
promotes the signifcance   
of cyber security so that  
employees put security   
and risk management at   
the heart of all processes.  

KPMG can... 
– Assist in defning metrics and KPIs for evaluating, monitoring  

and reporting on the adequacy of IT and security systems 

– Defne IT requirements to support shopping for tools to suit  
business security needs 

– Develop an IT and security strategy , frameworks and operating 
models tailored specifcally to support growth objectives 

– Assist you in undertaking a risk assessment to identify the policies  
and procedures required in order to ensure robust compliance 
with the Corporate Criminal Offence regime 

– Help you to develop a cyber security roadmap to manage the  
cyber risks and threats in a proportional and risk-informed way 

– Minimise silos and work towards rationalising data sources  

– Centralise access and entitlement of management processes  

– Assist in educating end users to ensure security culture  
and awareness 

– Guide businesses through the process of designing and  
implementing an ISO 27001 or ISO 22301 management system, 
from initial scoping through to certifcation. We are the only large 
professional-services business accredited by UKAS to conduct ISO 
27001 and ISO 22301 certifcation audits for clients around the globe 
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   Ready to grasp 
your moment? 
Explore your growth ambitions by visiting  
kpmgenterprise.co.uk/local-offces  
to contact your local advisor. 
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To explore growth opportunities for your business   
get in touch with us at enterpriseclub@kpmg.co.uk,  
or visit kpmgenterprise.co.uk/local-offces to contact  
your local advisor. 

kpmgenterprise.co.uk 
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