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1) Audits of the accounts of businesses are strategically important to the UK. 

a) Reliable financial information is essential to trading and investing activities, as well as to 
others such as regulators. Suppliers and customers as well as investors need information 
about the ability of businesses to repay their debts and their ability to survive. 

b) Audited financial information is not the only source of such assurances or information, but 
an important part. 

c) Even if all the “interested parties” do not read the financial information themselves, they 
acquire the information through “osmosis”. 

2) The firms of auditors have frequently failed to carry out their work with proper diligence. 

a) Inappropriate accounting policies (for example those set out by International Financial 
Reporting Standards “IFRS”) played an important part in the banking failures. 

b) Auditors measured the requirement for financial statements to give a “true and fair view” 
against inappropriate reporting standards, such as IFRS. In addition auditors performed poor 
audit work, and also allowed a “box-ticking mentality” through compliance with detailed 
requirements (for instance under Company law) to override the requirement that accounts 
give a “true and fair view”. 

c) The drive to introduce IFRS in the mid-2000s came from the auditing firms seeing the extra 
revenues that actuaries had generated through the adoption of Financial Reporting 
Standards on accounting for pension funds in the accounts of the employing company, and 
seeking to generate extra revenues for themselves. In doing this they focused on the 
theoretical, rather than the practical, impacts of IFRS. 

3) Over the past 30 years the major auditing firms have diversified their businesses, and their 
auditing business are now smaller than their non-audit activities. 

a) These non-audit services are not of strategic importance to the UK. 

b) The senior management of many of the large auditing firms now come from backgrounds 
other than audit. 

c) The major auditing firms have lost their focus, and audit is no longer the most important 
aspect of their businesses. 

d) The strategically important issue of auditing is no longer sufficiently important to the 
auditing firms. 

4) The Competition Commission should , in my opinion, require: 



a) Firms that seek to audit the accounts of “major businesses” to ensure that their focus is on 
audit. To do this they should require those firms to divest themselves of all non-audit 
services; and 

b) All firms of auditors to improve their audit work, and to ensure that Financial Reporting 
Standards are appropriate, and not introduced as a means of generating extra revenues for 
the auditing firms and in a futile search for international harmony. 

5) This submission summarises the specific issues without attempting to repeat the mass of 
evidence that is available to support the conclusions. 

Tony Shearer, 13th April 2012. 
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