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The Review team is to be complimented on achieving a survey of the issues around auditing which 
manages to be both brief and thoughtful. 
 
Rather than responding to individual points, we invite you to consider a monograph on audit reform 
published by the Centre for Studies in Financial Innovation in 2003, a copy of which is 
attached.  Despite the passage of time, most of its observations remain valid today, and touch on 
many of the questions raised in your paper.   
 
The proposal for reform in the attached monograph is based upon breaking the link between 
statutory audits of subsidiaries and the audit of the consolidated accounts (also known as the group 
accounts, and which are generally the ones that are prepared for the benefit of shareholders).  An 
important consequence of breaking the link between the audit of the group accounts and the 
statutory audit of subsidiaries is that, by enabling the audit to be done in a top-down way, it 
removes the need for an integrated global network of auditors.  One particular point to clarify is that 
it does not involve the auditors of the group accounts placing reliance on statutory audit work, 
which would make the group auditor primarily an assembler of audit opinions prepared by others, 
but is a self-sufficient exercise in building up evidence to support an independent audit opinion.  The 
viability of this approach to group audit was successfully tested 20-odd years ago on large, complex 
multinationals as part of an R&D programme for a global audit firm.  
 
When freed from the obligation to share work within a global network of statutory auditors, group 
auditors are more likely to visit locations themselves, possibly employing local expertise as a 
supplement.  Consequently, one of the principal barriers to entry in the large company audit market, 
impairing both the existing challenger firms and preventing new entrants, is removed.  If this were to 
be combined with a different approach to audit reporting, one which made the audit’s quality more 
transparent to users of accounts, then it would create increased competition in quality as well as in 
price and service. 
 
Various other changes that would be helpful in making this system work as well as possible are 
outlined in the attached.  All are foreseen by the questions asked in your paper. 
 
One additional point relevant to the scope of your review is that commentary by those outside the 
accounting profession generally betrays a conflation of financial reporting and audit.  Some so-called 
audit failures seem to have been at least partly due to aspects of the accounting requirements.  So 
long as the public conflate audit and accounting, it will be difficult to achieve a sustained increase in 
public confidence by dealing only with the former. 
 
Finally, a note of our credentials in this area.  The author of the attached monograph was formerly a 
partner in a large audit firm where he spent some years working on audit research and 
development.  He co-founded Independent Audit Limited in 2002.  Our firm does not undertake 
statutory audits and main part of our business is undertaking reviews of board effectiveness.  In the 
course of these we see a lot of audit committees and their work, including the oversight of the 
external auditors.  We have on occasion helped audit committees with their assessment of the 
effectiveness of the external audit process, but this is not a significant part of our business. 
 

Jonathan Hayward 
Director 
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