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Dear Sir 
 
Statutory Audit Services for Large Companies - Market Inquiry 
    
The IMA represents the asset management industry operating in the UK.  Our 
members include independent fund managers, the investment arms of retail banks, 
life insurers and investment banks, and the managers of occupational pension 
schemes. They are responsible for the management of £4.2 trillion of assets, which 
are invested on behalf of clients globally. These include authorised investment funds, 
institutional funds (e.g. pensions and life funds), private client accounts and a wide 
range of pooled investment vehicles. In particular, the IMA’s members manage 
holdings amounting to 34% of the domestic equity market. 
 
In managing assets for both retail and institutional investors, the IMA’s members are 
major investors in companies whose securities are traded on regulated markets.  
Therefore, we have an interest in the requirements governing the audit of these 
companies’ accounts and the auditor’s report to our members as users.   
 
Accounts provide investors, the holders of ordinary shares, with information for the 
purposes of making investment decisions and fulfilling their responsibilities as 
owners, i.e stewardship.  That accounts are subject to a quality audit is pivotal to 
this and is a key element of a robust investor protection and stewardship framework 
and, potentially, in maintaining and protecting shareholder value.  It also helps 
bridge the information asymmetry between a company’s board and its external 
shareholders.   
 
The IMA welcomed the OFT asking the Competition Commission to investigate the 
supply of audit services to large UK companies and whether there are features of the 
market that prevent, restrict or distort competition.  The IMA agrees with the final 
report’s conclusion that the audit market is not serving its shareholders and, as set 
out in the attached Annex, in principle, supports the Competition Commission’s 
suggested remedies of: 
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• expanding the remit and frequency of Audit Quality Review team reviews so that 
companies have better information on the quality of audits;  

• prohibiting “Big Four” only clauses in loan documentation to increase the pool;  
• strengthening the accountability of the auditor to the Audit Committee to reduce 

the influence of executive management;  
• enhancing shareholder-auditor engagement with certain reservations about some 

of the suggested measures; and  
• extending reporting requirements in either the audit committee’s or auditor’s 

report. 
 

These, together with an increase in the frequency with which audits are tendered, 
are likely to make it easier for companies to compare alternatives to their existing 
auditor and focus auditors more on the shareholders, the true clients whom auditors 
are appointed to protect.  Improving accountability to shareholders would help 
ensure that audit firms compete on those matters that shareholders value and 
improve transparency and quality. However, we have reservations about certain of 
the Commission’s findings and suggested remedies. We set these out below and in 
the attached Annex our detailed observations on the specific remedies.   
 
• One of the main concerns shareholders have is the limited number of players in 

the market. The fact that the Big Four dominate the audits of practically all 
companies in the FTSE 350 is not healthy.  Nor is it likely that there will be a 
naturally developed competitor in the medium term and the situation could be 
exacerbated should one of the Big Four fail.   
 
We do not believe that the Commission’s suggested remedies address this issue.  
Thus whilst we agree that increased  tendering should provide greater 
opportunities for “non-Big Four” firms, we question the extent to which they 
would be successful and whether the suggested remedies would lead to them 
developing the necessary expertise and resource.  It is more than likely that 
changes would be between the Big Four - we understand that 97 per cent of all 
switches made by FTSE 350 companies in the last five years have been to or 
within the Big Four. 

 
• Investors are concerned that auditors tend to hold office for long periods in that 

this can materially impact their independence and objectivity, which are vital in 
ensuring audit quality.  A reduction in average tenure represents a well-founded 
public policy objective.  However, whilst a significant minority of investors 
support tendering every five or seven years, for the majority this is too frequent.  
The latter support the Financial Reporting Council’s measures such that FTSE 350 
companies tender the audit at least every ten years.   In general tendering 
should be on a comply or explain basis and something that audit committees 
decide in consultation with shareholders.  To mandate it disenfranchises both.  
Moreover, recently in response to market pressures there has been an increase in 
the frequency with which large UK companies/groups tender their audits, for 
example, BG Group, RSA and HSBC Group.  This questions the need for 
mandatory measures. 
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• Notwithstanding the above, it is difficult to envisage a convincing explanation of a 

decision not to tender after tenure of 15 years and investors would support this 
being mandatory.  A significant minority would go further than this and consider 
that any tender after 15 years should not be open to the incumbent.  This means 
there is a back stop in that rotation is mandatory after 15 years. 

 
We trust the above and the attached Annex are self-explanatory but please contact 
me if you would like clarification on any of the points in this letter, or if you would 
like to discuss any issues further. 
 
Yours faithfully 

Liz Murrall               
Director, Corporate Governance and Reporting 
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The IMA’s comments on the possible remedies on which views are sought are set out 
below.  Questions where the IMA does not have any comments or which are outside the 
IMA’s remit are omitted from this response. 

1. MANDATORY TENDERING 

The CC is exploring tendering at five or seven years and that this should have 
mandatory force for FTSE 350 companies. 
 
a) What an appropriate time frame for requiring mandatory tendering might 

be, given the bounds suggested above? 

Investors are concerned that the long periods auditors tend to hold office materially 
impacts their independence and objectivity which are vital in ensuring audit quality. 
There is the risk of a reduced willingness to challenge management, especially where 
audit firms provide other non-audit services to their audit clients.   
 
We consider that a reduction in average tenure represents a well-founded public policy 
objective and one that audit committees on behalf of shareholders/investors should 
seek to achieve.  There needs to be a strong measure of accountability to shareholders 
in this regard.  
 
But, for many investors, requiring tendering every five or seven years is too frequent.  
They support the Financial Reporting Council’s amendment to the Corporate 
Governance Code, effective from October 2012, such that FTSE 350 companies tender 
the audit at least every ten years.   There is a certain amount of learning with any new 
assignment and a longer period allows auditors time to acquire a detailed knowledge of 
the audited entity and perform a more effective audit over that period.  This is 
particularly important in the audit of complex multinational groups.  It also means the 
auditor can adapt the audit approach more effectively in response to changes in the 
environment or internally to the entity.    
 
That said, a significant minority of investors would like to see tendering more 
frequently, as suggested by the Commission, every five to seven years1.  They consider 
auditors can lack independence from a company’s management which plays a key role 
in their appointment and remuneration and that more frequent tendering can help 
address this.    

b) Whether and for what reason the measure may be subject to ‘comply or 
explain’ implementation? 

The Commission is suggesting that the frequency of audit tenders should be mandatory 
on the basis a comply or explain approach could undermine compliance2.  Investors 
disagree with this in that it should be for companies, their boards of directors and audit 
committees, to decide when the audit should be tendered in consultation with their 
shareholders. Mandating that the audit is tendered after a set period disenfranchises 
both audit committees and shareholders.  In addition, a tender process can be costly 
and time consulting for both companies and auditors, and there should be some 
flexibility where continuity of auditor may be important such that alternative firms would 
not be seriously considered.  Companies need to be transparent when they propose to 
tender so that they can be challenged by shareholders and major shareholders can 

                                        
1 Paragraph 20. 
2 Paragraph 21. 
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involve themselves in the process should they wish.  In this respect, the FRC’s revised 
Guidance for Audit Committees of September 2012 states that to allow shareholders to 
provide input to the process should they wish “the company should announce its 
intention in advance of the commencement of the tendering process3”.  This needs to 
be given time to take effect. 
 
That said, it is difficult to envisage a convincing explanation of a decision not to tender 
after a tenure of 15 years. Thus investors would support the introduction of a 
“mandatory tendering” requirement after at least 15 years.  They consider this could 
help improve competition and note that many other commercial relationships are 
subject to regular tendering.   

 
c) How  a valid ‘tender’ and its constituents should be defined, including 

whether and how  best to provide access to relevant information on an 
‘open book’ basis? 

For a tender to be valid, then we believe ideally it should offer sufficient choice and that 
there should be at least two firms other than the incumbent.  But it needs to be 
recognised that both specialist skills and international reach may be required, 
particularly for multinational groups, and that conflicts of interest may exist which mean 
this may not always be possible.  Moreover, whilst we agree that increased tendering 
should provide greater opportunities for “non-Big Four” audit firms to tender for FTSE 
350 audits4, we question the extent to which they would be successful and whether the 
suggested remedies would lead to them developing the necessary expertise and 
resource.  It is more than likely that changes would be between the Big Four - we 
understand that 97 per cent of all switches made by FTSE 350 companies in the last five 
years have been to or within the Big Four5. 
 
As regards providing access to relevant information on an “open book basis”, we believe 
there may be issues around client confidentiality that may restrict auditors providing 
such access to their competitors.  However, this is a matter for the audit firms to 
comment on. 
 
d) What costs and benefits would arise as a result of this remedy? 

The IMA understands that a tender process can be costly and time consuming for both 
companies and auditors.  We do not necessarily agree with the Commission that a more 
frequent system of tendering would reduce the resources expended – auditors would be 
concerned about losing market share and would continue to devote the same resource 
to such exercises.  This will ultimately be reflected in increased audit fees.  Companies 
would also expend time and resource to ensure that potential candidates have adequate 
information and understand of their operations, controls and reporting policies and 
procedures. 

 

e) What should be the requirements for phasing in this remedy?  For 
example, those companies w ith the longest period since last tender may 
be required to tender first w ithin a specified period. 

                                        
3 Paragraph 4.23. http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-
Audit-Committees-September-2012.aspx 
4 Paragraph 23. 
5 http://michaelnco.co.uk/articles/ftse-350-use-same-auditor-average-113-years 

http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Audit-Committees-September-2012.aspx
http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Audit-Committees-September-2012.aspx
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The IMA considers it important that appropriate phasing and a transition period are 
allowed so as to avoid the disruption to the market should all FTSE 350 companies put 
their audits out to tender in the first year.  We would welcome the opportunity of 
consulting with the Commission further on this. 

 
f) Whether there are any other relevant considerations to be taken into 

account in evaluating and implementing this remedy? 

The current UK requirement for listed companies is that audit engagement partners and 
quality control reviewers rotate off the audit after five years and are not allowed to 
participate again for a further five years.  However, both the EU Statutory Audit 
Directive and the International Federation of Accountants’ Code of Ethics for 
Professional Accountants settled on a rotation period of seven years. We agree with the 
Commission that these requirements should be aligned with any remedy for tendering 
and rotation6.   

  
2. MANDATORY ROTATION 

The Commission is exploring mandatory rotation for FTSE 350 companies after seven, 
ten and 14 years. 

a) What an appropriate time frame for requiring mandatory rotation might 
be, given the bounds suggested above and how  this might relate to 
mandatory tendering periods if this were also to be pursued? 

 
The majority of UK investors consider that imposing a requirement to rotate the auditor 
after a set period of time is undesirable.   “Mandatory rotation” could mean that 
companies are forced to change auditor at a time when the existing auditor’s familiarity 
with the business would benefit the audit such as when there is a major acquisition or 
merger, or a change of senior management.  It could also conceal the fact that an 
auditor has stood down for a particular reason and prevent an auditor being 
reappointed when they are the preferred choice of both management and investors.  It 
should be for a company, through its audit committee, to decide the best time to 
change auditor in consultation with its shareholders.  Mandatory rotation 
disenfranchises both and in practice retendering should help achieve the greater level of 
rotation and refreshment that investors are seeking. 
 
That said, a significant minority of investors consider that companies should be required 
to rotate their auditor after 14 or 15 years would be desirable.  They consider a “fresh 
pair of eyes” introduces a check on the incumbent audit firm’s work, and ensures the 
audit is not unduly influenced by historical judgments and company management.  It is 
argued that when an auditor has a longer tenure, it is likely to be less rigorous, since it 
becomes familiar with the personnel and issues, and not sufficiently questioning of 
management’s judgments.  However, these investors do not support mandatory rotation 
after seven or ten years as suggested.  This could be costly and disruptive to 
companies.   Moreover, there is likely to be a period of learning with any new 
assignment, at least for the first one or two years for major international groups, such 
that more frequent changes of auditor may not be in the best interests of investors and 
high quality audits.   
 

                                        
6 Paragraph 25. 
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b) Should any such measure be subject to a waiver from the regulator (FRC) 
if a company’s choice of auditor was substantially constrained and how 
would such a waiver operate? 

 
In the event that a mandatory rotation requirement is introduced, we agree the 
regulator (the FRC) should be able to grant a waiver. This would be particularly 
important at a time when the existing auditor’s familiarity with the business would 
benefit the audit such as when there is a major acquisition or merger, or a change of 
senior management.   
  
c) How  a valid ‘tender’ and its constituents should be defined as a prelude 

to rotation, including whether and how  best to provide access to relevant 
information on an ‘open book’ basis? 

 
Please see comments under 1c) above. 
 
d) What costs and benefits would arise as a result of this remedy? 
 
As noted above, we consider frequent mandatory rotation, particularly at say seven or 
ten years, would be costly and disruptive for both companies and auditors.  Investors 
see little benefit if rotation is too frequent and in fact it could adversely impact quality.  

 
e) What should be the requirements for phasing in this remedy?  For 

example; those companies w ith the longest period since last rotation may 
be required to rotate first w ithin a specified period. 

 
See 1e) above. 
 
f) Whether there are any other relevant considerations to be taken into 

account in evaluating and implementing this remedy? 

See 1f) above. 

 
3. EXPANDED REMIT AND/OR FREQUENCY OF AQRT REPORTING 

The Commission is exploring an expanded remit and/or frequency of Audit Quality 
Review Team (AQRT) reviews so that companies have better information on the quality 
of audits – currently a FTSE 350 audit is assessed relatively infrequently. 

 
a) How  the AQRT’s remit should be designed in terms of enhanced scope 

and frequency.  For example: 
 

i. How  frequently should FTSE 350 company audits be reviewed (and 
whether this should differ between FTSE 100 and FTSE 250 
companies)? 

 
For investors, the audit report has a minimum perceived value in that the opinion is 
binary (qualified or not) and is reviewed on a failsafe basis (i.e. to confirm that the 
report was not qualified).   The real perceived value of an audit is in the process itself 
and yet this is largely opaque to investors.   For some the best insight with respect to 
the audit process comes from reviewing AQRT reports, PCAOB reports and anecdotal 
evidence from audit firms.  In this respect, it would be helpful if AQRT reports were 
more frequent and granular.  
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ii. Should the AQRT be required to publish FTSE 350 results separately 

from other Public Interest Entity results? 
 

Currently, the AQRT reports are compiled by audit firm and given the range of Public 
Interest entities that fall within their scope, it would be helpful to investors if FTSE 350 
results were published separately from others.   Moreover, we question why the 
Commission has not suggested that the AQRT should make company specific reports 
available to shareholders.   A number of investors would welcome such information. 

 
ii i. Should the AQRT be required to change the scope of its review  and if 

so, how?  For example; should the AQRT be required to revisit key 
audit judgements based on the information available? 

 
Investors are concerned that auditors sometimes focus too much on gathering and 
accepting evidence to support management’s assertions and whether the requirements 
of accounting standards have been met, and do not challenge management enough.  
This is borne out by the fact that there can be significant variations in the numbers 
reported by different financial institutions in relation to the same instruments, held for 
the same purpose and valued in accordance with the same accounting policies, even 
when the institutions concerned had the same auditors.   Moreover, we understand that 
there were situations where conflicting judgments were accepted by the same auditor 
for different clients in the same or similar industries.   

 
We would, therefore, welcome the AQRT addressing these concerns and changing the 
scope of its review to focus more on the key judgements made and whether 
professional sceptical was exercised.  

 
4. PROHIBITION OF CONTRACTUAL CLAUSES LIMITING CHOICE OF THE BIG FOUR FIRMS. 

The Commission is exploring prohibiting ‘Big-4-only’ clauses in loan documentation thus 
increasing the pool. 
 

a) The range of documents to which this prohibition should be imposed and 
how  the prohibition could be best implemented.  For example: are there 
documents in addition to Loan Management Association lending 
agreements that this prohibition should cover? 

 
IMA does not consider there should be any documents that contain clauses that limit 
choice to the Big Four firms.  We believe to do so may be anti-competitive and, if so, 
the Commission should issue a pronouncement to this effect. 
 
5. ACCOUNTABILITY TO THE AC 

The Commission is exploring strengthening the accountability of the auditor to the Audit 
Committee to reduce the influence of executive management. 

 
The level of directors’ control particularly that of the Finance Director, over the 
appointment and removal of auditors can give investors concerns, particularly where 
audit fees are significant.  Effectively the company - at the instigation of its Board – 
hires and pays its own scrutineers.   
 
Thus the IMA would welcome the accountability of the auditor to the Audit Committee, 
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that comprises at least three, or for smaller companies two, independent non-executive 
directors7, being strengthened.  This would go some way to reducing the influence of 
executive management. Thus we support the audit engagement partner reporting 
directly to the Audit Committee Chair such that the audit committee and its Chair 
approve audit fees, initiate audit tenders and authorise non-audit services.  The Audit 
Committee Chair should also be the main point of contact if a material audit issue 
arises.  We appreciate that increasing audit committee members’ responsibilities may 
mean they need to be better remunerated but we believe the benefits to investors 
would outweigh any additional cost.  

 
In addition, there should be more accountability to investors and transparency over the 
tendering process.   The UK Corporate Governance Code requires the Audit Committee 
to explain the approach taken to the appointment or reappointment of the external 
auditor, and information on the length of tenure of the current audit firm and when a 
tender was last conducted8.    The FRC’s recent revised Guidance for Audit Committees 
states “the company should announce its intention in advance of the commencement of 
the tendering process”.  This to give shareholders the opportunity to request 
involvement with the process or to provide input.  We welcome this and it needs to be 
given time to take effect. 
 
We also support auditors’ reports to audit committees being improved so that 
committees better understand the factors the auditors relied on during the audit, for 
example: 

• the effectiveness of the controls; 
• the judgements made as to what is of material significance; 
• the appropriateness of the accounting policies;  
• the valuations of the company’s assets and liabilities;  
• any disagreements with management; 
• audit adjustments made and not made; and  
• any other matters identified.  
 
This would help the committee form its own views and facilitate its reporting.  However, 
we believe that this would be best addressed through non-mandatory guidance. 

 
6.  ENHANCED SHAREHOLDER ENGAGEMENT 

The Commission is exploring enhancing shareholder-auditor engagement, including 
options for a vote on holding a tender, enhanced support for auditor to remain in office, 
presentation to shareholders at the AGM and the audit committee chair to have a Q&A 
item at the AGM. 

 
a) What are considered to be the most effective means of enhancing 

shareholder engagement on audit and financial reporting issues? 
 

Investors would welcome enhanced engagement on audit issues.  Often because of 
confidentiality arrangements, it can be difficult for them to obtain relevant information 
from the auditor.   (We do not consider that engagement on financial reporting issues is 
necessarily a matter for the Competition Commission and in any event is addressed 

                                        
7 Provision C 3.1 of the UK Corporate Governance Code http://www.frc.org.uk/Our-
Work/Publications/Corporate-Governance/UK-Corporate-Governance-Code-September-2012.aspx 
8 Provision C.3.3 of the UK Corporate Governance Code. 

http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UK-Corporate-Governance-Code-September-2012.aspx
http://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UK-Corporate-Governance-Code-September-2012.aspx
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through investors’ engagement with standard setters, the FRC and companies 
themselves.)      
 
As regards the specific measures suggested, our observations are as follows: 
 
• Shareholder vote for holding an audit tender.  We consider it should primarily be for 

the Audit Committee to decide when the audit should be tendered taking into 
account the circumstances of the company and the views of its shareholders.  In this 
latter regard, major shareholders enter into a dialogue with their investee companies 
throughout the year and if they have concerns would raise them then.   In the event 
investors consider the audit committee is not putting the audit out to tender with 
sufficient frequency then they can vote against the re-election of members of 
committee. 

• Enhanced level of support if an auditor is to remain after mandatory tender.  We do 
not consider this would be effective.  The company would have already gone through 
the tender process and decided to remain with the incumbent.  A company should 
seek to determine whether any of its major shareholders have concerns during the 
tender process rather than after the event.   

• Requiring the audit engagement partner to present at the AGM and for the audit 
committee chair to have a dedicated Question and Answer agenda item.  Requiring 
auditors to be present at the AGM would be a useful reminder to them that they are 
ultimately accountable to shareholders (we do not consider they should necessarily 
have to give a presentation) and give shareholders the opportunity to discuss any 
concerns with them.  

 
These remedies are all predicated on attendance at the AGM.  This fails to recognise 
that most institutional investors seek to ensure greater accountability through meeting 
with company management throughout the year. Thus it would be more effective if 
reporting requirements were improved and thus provided a locus for these matters to 
be discussed – see remedy 7 below.  
 
7. EXTENDED REPORTING REQUIREMENTS 
 
The Commission is exploring extending reporting requirements in either the audit 
commitee’s or the audit report. 

 
a)  How  the CC may best support the FRC in establishing enhanced 

reporting and whether there are other avenues, including direct 
measures by the CC, that should also be pursued? 

 
The FRC is already looking at enhanced reporting by audit committees and auditors and 
the IMA is engaged with it on these developments. For your information we set out 
below a summary of our response to the FRC’s consultation “Effective Company 
Stewardship – enhancing corporate reporting and audit” of 30 March 20119.  We 
consider it would be helpful if the Commission could give the FRC the appropriate 
support but we do not consider it necessary for another authority to involve itself in 
these matters.  
 

                                        
9 http://www.investmentfunds.org.uk/assets/files/consultations/2011/20110330-
frccponeffectivestewardship.pdf 
 

http://www.investmentfunds.org.uk/assets/files/consultations/2011/20110330-frccponeffectivestewardship.pdf
http://www.investmentfunds.org.uk/assets/files/consultations/2011/20110330-frccponeffectivestewardship.pdf
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Summarised extract from IMA’s response to the FRC’s consultation “Effective Company 
Stewardship – enhancing corporate reporting and audit”.   
 
“A particular concern of investors is that the judgements made and processes followed 
during the preparation of the accounts and their audit is opaque and we would welcome 
the board or the audit committee addressing this.  We believe the board or audit 
committee should disclose matters relating to the information in the accounts: accounts 
are the responsibility of the board, and it should report more fully on the conduct of the 
audit.   
 
Indeed the audit committee plays an important role in this and whilst there are many 
communications between it and the auditor, these are rarely communicated to 
investors.  The UK’s Corporate Governance Code requires audit committees to review 
and monitor the external auditor’s independence and objectivity, and effectiveness of 
the audit and to describe the committee’s work in the annual report.  However, whilst 
there has been some improvement in recent years typically audit committees report on 
the scope of their duties as opposed to what they have done.   This is exacerbated by 
the fact that investors invest internationally and yet there is no international guidance 
on audit committee responsibilities and practices.  

 
We draw your attention to the enhanced disclosure guidelines for boards and others 
developed by the Global Auditor Investor Dialogue, of which we are part, at 
www.enhanceddisclosure.org, which recommend more transparency and that a 
company’s audit or other relevant committee’s disclosures include: 

 
• what steps it took to satisfy itself that the risk and control processes are effective; 
• the significant assumptions for determining fair values, particularly mark to model; 
• the factors considered when endorsing material write downs and impairments;  
• the work to ensure material securitisations and off balance sheet liabilities are 

disclosed; and 
• how often the external and internal auditors are evaluated and the key conclusions. 

 
Specifically we believe the audit committee should report more fully on the conduct of 
the audit as proposed in the paper and report on the nature of any dialogue with 
investors.  It should also give its major investors the opportunity to highlight any areas 
they would like covered during the audit, for example, KPIs.  However, it is important 
that the auditor then forms an opinion and reports on the completeness of the audit 
committee’s report.   
 
Many investors’ concerns about the quality of audits are a product of the fact that they 
feel excluded from the audit process and real findings.  Currently, the audit report is the 
only output whereby investors can form a view as to the value of the audit and its 
quality. But its usefulness is undermined by the binary nature of the opinion and 
boilerplate, technical language.  Investors may not attach much to terms such as 
“reasonable assurance” and “material misstatement”.    
 
Auditors should seek to provide a more discursive report.  As well as reporting on the 
audit committee’s report, they should identify any matters in the Annual Report that 
they believe are incorrect or inconsistent with the information in the financial 
statements or obtained in the course of their audit.  This latter aspect should be 
extended to include any information obtained in the course of providing non-audit 
services.    

http://www.enhanceddisclosure.org/
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Only auditors can effectively report on matters that relate directly to their work and 
they could, for example, disclose when they are necessarily reliant on management 
representations and any work undertaken to confirm the representations received.  
There may also be instances when auditors consider it necessary to undertake 
additional work.  For example, on a significant bad debt provision.  Disclosing the work 
undertaken would give investors a more in depth explanation of this “risk” than that 
provided by management and some reassurance that the auditor has reacted 
appropriately.   
 
Lastly, auditors should play more of a role in ensuring that the information is presented 
in the accounts objectively, without ‘spin’ and is cohesive in that frequently the narrative 
reports at the front do not necessarily reflect the detail at the back.  A number of 
investors would value auditors going further and providing a reasonable and balanced 
assurance on matters in narrative reports, including certain CSR information.  Others 
fear that this could result in boilerplate reporting and dumb down the information 
disclosed.  These investors would thus welcome the audit committee reporting on the 
process followed in ensuring the narrative reports are accurate and complete, and the 
auditor reporting on the committee’s report.”  

 
8. REMEDIES THAT ARE NOT BEING CONSIDERED 

 
The CC invites views on all these possible remedies which we are not minded 
to consider further and on any other possible remedies that we have not 
included in this Notice which interested respondents consider may be 
effective in addressing the AEC we have provisionally found.  Where 
respondents are of a view  that these remedies could be effective, they are 
asked to submit evidence to support their views and in particular provide 
views of the costs and benefits of the measures and any other relevant 
factors that they consider significant to the evaluation of the measures in 
addressing the AEC we have provisionally identified. 

 
The Commission has not made any proposals as regards non-audit services.  We agree 
with this in that non-audit services are being addressed within Europe and are covered 
by the IFAC Ethical Standards.  In this context, it should be noted that investors 
consider that non-audit services, particularly those of an advisory nature, can introduce 
a potential conflict of interest and impact on independence.  Where there is a clear 
conflict then firms should be prohibited from providing such services to their audit 
clients and a list of prohibited services should be prescribed.  On the other hand, where 
there is no clear conflict there may be benefits in firms providing certain services 
subject to certain restrictions.  In particular, audit should be the key service and when 
the fees for non-audit services are significantly more than the fees for the audit, 
independence and objectivity can be compromised.  In general it should be for a 
company’s audit committee to decide whether it is appropriate for the auditor to provide 
such services.    But where the fees for non-audit work are more than 100 per cent of 
the audit fee, the audit committee should be required to bring the ratio down within the 
next twelve months or select a new audit firm at the next tender.   
 

 
 
  


