
 
Statutory Audit Services market inquiry  
 
Response from Jeremy Orme to certain of the matters addressed in the Issues Statement 
published on 7 December 2011.  
 
A general observation 
 
The inquiry is concerned in particular with the supply of audit services ‘to large companies.’ 
This wording is consistent with a belief that the value of such services is something to do 
with a benefit received by the companies (who pay for the services). Such a belief is often 
expressed by company directors or other senior managers of an audited entity in speaking of 
‘our auditors’, in negotiating audit fees, and in arguing against restraints on auditors 
providing non-audit services to audited entities. 
 
Such a belief, and the mindset that accompanies it, misses the primary recipients of value 
from the provision of audit services. These are the shareholders (and other stakeholders) in 
the large company – and the benefit to them is not that the audit should help the company or 
make it more profitable, but that they should be able to have confidence in its audited 
financial statements.   
 
Are there market features that make the four largest firms particularly vulnerable to 
failure (or exit)?  
 
The benefit described above is a matter not only of interest in each particular case to the 
shareholders in each particular large company. Equally or more important is the ‘public 
interest’ benefit across the whole financial market of there being justification for confidence 
in audited financial statements. 
 
This public good is delivered by supply of private services, contracted for on a case-by-case 
basis. Case-by-case audit appointments are made via voting and committee arrangements 
that are at best unwieldy in terms of arriving at the best outcome so far as concerns the 
shareholders’ interest in the particular company and which are not designed to have any 
regard to the general public good. ‘Unwieldy’ because, amongst other matters, audit 
committees are ill-placed to have access to in-depth information (if any at all) about other 
comparable companies and audits; ‘not designed to have regard to the general public good’ 
because the law requires the directors to address only the interests of their particular 
company.  
 
These features combine, it is submitted, to make the four largest firms particularly vulnerable 
to failure (or exit).   Nobody can predict what may next happen to cause one of the four to 
start to slide towards a reputational ‘tipping point’ as happened with Arthur Andersen, but the 
possibility exists. And if and when such a slide does start, it will be liable quickly to get out of 
control. The reasons are that, as described, all the separate decisions that will have to be 
made are to be made by reference to separate private interests – and the persons and 
committees responsible to make the decisions will have virtually no hard information 
available, but will feel seriously exposed to criticism or worse, if they do not ‘follow the herd’ 
in deserting the stricken firm. As with other matters of financial confidence, it is a ‘run on the 
bank’ type of risk; once a run starts, it is difficult to stop it, no matter whether it was or was 
not justified to begin with. 
 
Information relevant to the inquiry       
 
A response has been made by the Audit Commission to the inquiry. This focuses on 
handover arrangements in the event of a change of auditor.  The inquiry could also benefit, it 



is submitted, by obtaining and analysing information about the exercise by the Audit 
Commission over the past 20 years of its powers to 

- set audit fee levels, 
- adopt and enforce policies to limit the provision by auditors of non-audit services to 

bodies audited by them 
- make audit appointments, and 
- apply quality control procedures and use the results to affect subsequent appointment 

decisions 
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