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C o m p etiti o n a n d M ar k et s  A ut h oriti ty  –  St at ut or y A u dit M ar k et: 
I n vit ati o n t o c o m m e nt 
W ell c o m e Tr u st  
 
 
O v er vi e w  
W e b eli e v e t h at t h e c o n s ult ati o n i s a c o m pr e h e n si v e d o c u m e nt a n d pr o vi d e s t h e c orr e ct 
b a c k gr o u n d f or a m e a ni n gf ul m ar k et s ur v e y.  
 
W e t e n d er e d f or t h e W ell c o m e Tr u st a u dit i n 2 0 1 5 a n d w e ar e n ot pr o p o si n g t o t e n d er 
a g ai n u ntil 2 0 2 5 s o will n ot b e e v al u ati n g t h e fir m s i n a n y d e pt h u ntil t h at d at e. T h e a u dit 
p art n er i s r ot at e d e v er y fi v e y e ar s.  
 
I n 2 0 1 7, t h e gr o u p i n c urr e d f e e s wit h D el oitt e L L P a s f oll o w s: 
E xt er n al a u dit        £ 7 0 0 k  
N o n -a u dit s er vi c e s pr o vi d e d b y t h e e xt er n al a u dit fir m *  £ 4 0 0 k  
I nt er n al a u dit f e e s ( b ot h i n h o u s e a n d “ Bi g-F o ur” fir m)   £ 6 0 0 k  
 
 * T hi s r el at e s m ai nl y t o a pr e -e xi sti n g c o ntr a ct wit h a n i n d e p e n d e nt fir m wit hi n t h e D el oitt e n et w or k t h at will n ot b e 
r e n e w e d. 
 
 

A p pli c a bilit y t o W ell c o m e  
 
W ell c o m e i s a PI E a n d t h e c o n s ult ati o n m a k e s s p e cifi c r ef er e n c e t o t h e s e e ntiti e s. I n 
a d diti o n, W ell c o m e i s a c o m pl e x or g a ni s ati o n wit h a l ar g e i n v e st m e nt p ortf oli o a n d 
c o n s e q u e ntl y:  

•  r e q uir e s a n a u dit fir m wit h a d e q u at e r e s o ur c e s t o s u p p ort t h e e xt er n al a u dit 
pr o c e s s a n d c h all e n g e a n d pr o vi d e c o mf ort t o m a n a g e m e nt a s a p pr o pri at e  

•  r e q uir e s a c c e s s t o fir m s wit h e x p erti s e t o pr o vi d e n o n -a u dit s er vi c e s t o 
s u p p ort t h e i nt er n al a u dit a n d c o m p l e x i n v e st m e nt a n d c h arit a bl e a cti viti e s 
a s t h e y ari s e  

 
T hi s c o n s ult ati o n f o c u s e s o n or g a ni s ati o n s wit h s h ar e h ol d er s b ut d o e s n ot c o n si d er 
ot h er st a k e h ol d er s t h at ar e r el e v a nt t o ot h er t y p e s of or g a ni s ati o n s s u c h a s 
W ell c o m e ( e. g.  gr a nt h ol d er s; C h arit y C o m mi s si o n) s o t hi s n e e d s t o b e c o n si d er e d 
i n t h e m ar k et s ur v e y. W e d o n ot c o n si d er it a p pr o pri at e t o r e s p o n d t o e a c h of t h e 
c o n s ult ati o n q u e sti o n s i n di vi d u all y a s s o m e of t h e m ar e m or e a p pli c a bl e t o 
or g a ni s ati o n s wit h s h ar e h ol d er s, t o a u dit fir m s or t o a u di t c o m mitt e e s.  
 
W e h a v e r e vi e w e d t h e pr o p o s e d r e s p o n s e b y t h e 1 0 0 Gr o u p: w e c o n si d er t h at t h eir 
r e s p o n s e i s w ell ar g u e d a n d c o n si d er e d, s u p p orti n g t h e p oi nt s a n d ar g u m e nt s t h at t h e y 
h a v e m a d e. T h er e ar e t w o a d diti o n al c o m m e nt s  t h at w e w o ul d li k e t o m a k e : 

•  It i s diffi c ult t o u n d er st a n d h o w o n e gl o b al fir m w o ul d a d dr e s s t h e i s s u e s 
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•  T h er e c o ul d b e a v al u e i n h a vi n g a j oi nt a u dit –  b ut o nl y t o t h e e xt e nt of a s e c o n d 
a u dit fir m r e vi e wi n g t h e a u dit of a n ot h er fir m a s a “ s e c o n d p art n er r e vi e w” 
pr o c e s s  

 
 F or c o m pl et e n e s s, a c o p y of t h e p oi nt s m a d e b y t h e 1 0 0 Gr o u p i n t h eir r e s p o n s e i s 
i n cl u d e d b el o w.  
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1 0 0 G R O U P R E S P O N S E  

 

A ) Iss u e s  

H o w  a u di t s e rv es it s s ta k e h o l de rs  (q u e s tio n  1 ) 
 

A u d it  u n d e rp in s  e ff e ctiv e  c a p it al  m ar k e ts  a n d  lo n g -te r m  c o m p a n y  p e rfo rm a n c e.  T h er e fo r e,  it  is 
im p e r ativ e  th at  it  is  p ro v id in g  th e  u se rs  o f  fin a n ci al  st a t em e n ts  w it h  th e  n e c e ss ar y  le v e l  o f 
in fo rm a tio n a n d  ass u r an c e . 

 

W e  n o te  th at  th e  b e n efit  to  u s ers  is n o t o n ly  th e  re su lt o f c h a n g e s  to  th e  a u d it fr am e w o rk  b u t is th e 
p ro d u ct  o f a  n u m b e r o f re c e n t in iti ativ e s  c o m b in e d  w it h c h a n g e s  t o th e  a u d it fr am e w o rk,  s u c h  as 
b u sin e ss  m o d e l re p o rtin g , v i ab ilit y st a te m e n t s a n d  th e  w o r k o f th e  F R C  F R  L a b . W h ilst all  h a v e  h a d  a 
b e n e fi ci al im p a ct  fo r u s e rs o f fin a n ci al  st at e m e n ts, th e y  h a v e  d o n e  littl e to  a d d re ss  th e  e x p e ct at io n 
g a p  w h i c h i n o u r o p in io n  re m ai n s  th e  b ig g e st c h all e n g e  fo r th e  a u d it p ro fe ss io n  t o o v e rc o m e . I n o u r 
o p in io n , th is is n o t lim ite d  t o u se rs o f fin a n ci al  st a te m e n t s b u t to  w id e r st a k e h o ld e rs in cl u d in g  th e 
g e n e r al p u b li c. 

 

I n o u r v i e w, th er e  n e e d s t o b e  g r e at er e d u c at io n  o f all  st a k e h o ld e rs, t o e n s u r e th at  th e y  fu ll y 
u n d e rst an d  th e  p u rp o s e o f a n  a u d it a n d  th e  b e n efits  it p ro v id e s  to  th e m . W e  a p p r e ci at e th at  th e re 
h a v e  b e e n  ste p s  to  a d d re ss  th is, s u c h  as  lo n g -fo rm  a u d it re p o rts,  b u t w e  d o  n o t f e el th e  m e ss a g es 
h a v e  l an d e d  as  in te n d e d . F o r e x a m p l e th er e  a re  m isc o n c e p tio n s  th at  a u d ito rs  a u d it th e  e n tir et y o f 
th e  a n n u al  re p o rt in cl u d in g  fo re c a sts,  th a t th e  a u d ito r h as  v ali d at e d  e v e r y tra n s a cti o n  re c o rd e d  a n d 
is re s p o n sib l e fo r u n c o v e rin g  all  fr au d u l en t a c tiv ity .  In  o u r v ie w  th e  e x p e ct a tio n  g a p  is a n  o v e rrid in g 
issu e  th at  w ill d ilu t e th e  im p a ct  o f a n y  o th er  in iti ativ e s  u n til t a c kle d . 

 

 
T h e m e 1 : T h e a u di t fra m e w o rk  (q u e s tio n  2)  

 

A s  m e m b e rs o f th e  1 0 0  Gr o u p  ar e  re sp o n sib l e fo r th e  fin a n ci al  sta te m e n t s th at  ar e  s u b je c t to  a u d it 
u n d e r th e  a u d it fra m e w o rk,  w e  re c o g n is e th e  p o te n ti al fo r c o n fli ct i n c o m m e n tin g  o n  th e  a d e q u a c y 
o f  th e  fra m e w o rk ,  a n d  b eli e v e  th at  o th er  st a k e h o ld ers  ar e  b e tt er  p l ac e d  to  c o m m e n t  o n  th e 
eff e ct iv e n ess  o f it.  H o w e v e r, w e  a re  fu lly  s u p p o rtiv e  o f a  tr an s p ar e n t a n d  ro b u st  a u d it fra m e w o rk 
a n d  w el c o m e  e n h a n c e m e n t s th at  b e tte r ser v e  th e  n e e d s  o f in v es to rs.  W e  a c k n o wl e d g e  th at  re c e n t 
d e v e lo p m e n ts, su c h  as  lo n g -fo r m a u d it re p o rts,  h a v e  s o u g h t to  c lo se  th e  e x p e c tati o n  g a p  a n d  e n s u r e 
th at  u s ers  b e tte r u n d e rsta n d t h e  w o r k o f a u d ito rs. 

 

A s  n o te d  i n p ar a g r ap h  3 .1 4  th er e  h as  b e e n  a  “ b ro a d  s h ift o v er  tim e  fro m  a n  a p p ro a c h  b a s e d  o n 
h isto ri c  c o st  a c c o u n tin g  t o  th a t  b a s e d  o n  fa ir  v a lu e  a c c o u n tin g ” .    W h ilst  w e  a c k n o w le d g e  th e 
c h all e n g e s  p o se d  b y  th is s h ift, i n o u r o p in io n , it is rig h t th at  a u d itin g  st an d ar d s  ar e  e ffe ct iv e  in 
e n s u rin g  c o m p li an c e  w it h u n d e rly in g  a c c o u n tin g  s ta n d ar d s,  a n d  ar e  n o t a w ar e  o f a n y  in st a n c e s 
w h e r e th e  a c c o u n tin g fr a m e w o r k a d o p te d b y  a  c o m p a n y  h as  h in d e re d  c o m p e titio n . 

 

 
T h e m e 2 : In c e n tiv e s  a n d  g o v e r na n c e  (q u e stio n s  3  –  4)  

 

I n o u r e x p e rie n c e , th e  A u d it C o m m itte e ’s  fo c u s  is o n  th e  q u alit y  a n d  c h all e n g e  p ro v id e d  b y  th e  a u d it 

firm .  T h e  c o st  o f d el iv e ry  is  a  re l ativ e l y m in o r c o n sid e r atio n  i n s e le cti n g  a n  a u d it firm , w it h a  g re at e r 

w e ig h tin g  ty p i c ally  b e in g  a p p li e d t o o th e r f ac to rs  s u c h  as  q u alit y , in n o v at io n , s e c to r e x p erti se  a n d 

e ffi ci en c y . 
 

W e  st ro n g l y b eli e v e  th a t th e  rig h t to  a p p o in t, e v al u at e , a n d  d e te rm in e  th e  te n u r e o f a u d ito rs s h o u ld 
b e  re t ain e d  b y  s h ar e h o ld e rs, as  r ep res e n te d  b y  th e  A u d it C o m m itte e.   I n th e  e x p er ie n c e  o f o u r 
m e m b e rs,  th e  re s p o n si b ilit y  a n d  o w n e rsh i p  o f  th e  a u d it  re la tio n s h i p  firm ly  sits  w it h  th e  A u d it 
C o m m itte e  C h air  a n d  n o t  w it h  th e  F in a n c e  D ire c to r.    I n  o u r  o p in io n ,  th is  is  n o t  al w a y s  fu lly 
u n d e rsto o d  b y  th e  p u b li c o r in v e sto rs. T h e  in tro d u c tio n  o f m a n d a to ry  firm  ro t atio n  h as  m a d e  th e 
ro l e a n d  re s p o n sib ilitie s o f th e  A u d it C o m m itte e  cl e a re r b u t, as  n o te d  i n o u r re sp o n s e  to  th e m e  o n e , 
w e  still b e lie v e  th at  th e re  is a  m isu n d e rst an d in g  o f th is re l atio n sh i p re s u ltin g  fro m  th e  e x p e ct a tio n  
g a p . 
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P ar a g r ap h  3 .8  st a te s  th at  m a n a g e m e n t a re  lo o ki n g  to  m in im is e c o st s o f a n  a u d it th ro u g h  a n  
a u d it t en d er  –  “ C o m p a n y  m a n a g e rs’ in c e n ti v es m a y  b e  fo r lo w  p ric e s” ; a n d  p ar a g r ap h  3 .1 8  
im p li es th at m a n a g e m e n t a re  th e  u ltim at e  d e cis io n  m a k ers  w h e n  s el e cti n g  a n  a u d ito r.  W e  d o  
n o t b el ie v e  eit h e r asse rtio n to  b e  tru e  fo r th e  re a so n s st a t e d ab o v e.  

 

 
T h e m e 3 : C h o ic e  a n d  sw itc h in g  (q u e s tio n s  5  –  1 1 ) 

 

I n o u r v ie w , w e  w o u l d e n c o u r ag e  n o n -Bi g  F o u r firm s  t o ta k e  a  s h a re  i n th e  l arg e r e n d  o f th e  
m a rk e t if th e y  h a v e  th e  a b ility  a n d  a p p e tit e to  d o  so . R e c o g n isin g  th at  th er e  is still  a  n e e d  fo r 
st at u to ry  a u d its i n th e  m ar k e t a n d  a n y  “ o p e n in g  u p ”  at  th e  to p  e n d , sh o u ld n ’t c o m e  at  a  c o st  in  
te rm s  o f s u it ab ility , q u alit y  a n d f o c u s  a c ro ss  th e  a u d it m ar k e t as  a w h o l e (i.e . in cl u d in g n o n F T S E  
c o m p a n i es). 

 

W e  n o t e th at  th e re  a re  a  n u m b er  o f A IM -liste d  a n d  l arg e  p riv a t e c o m p a n i es w h i ch , if m ai n  
liste d, w o u l d b e  m e m b ers  o f th e  F T S E  3 5 0 , th a t ar e  n o t a u d it e d b y  th e  Bi g  F o u r firm s  (fo r 
e x a m p l e F e v e r Tr e e).  T h e re fo r e it d o e s  a p p e ar t o  b e  p o ssi b l e fo r n o n -Bi g F o u r firm s  to  c o m p et e  
m o re  a ct iv e ly  i n th e F T S E  1 0 0  a u d it m ar k e t. 

 
W e  ar e  d is ap p o in t e d to  n o t e th a t o u r m e m b ers  h a v e  n o t h a d  as  m u c h  s u c c e ss  i n e n g a g in g  n o n -
Bi g F o u r firm s  i n th e  a u d it te n d e r p ro c e ss.  O u r m e m b e rs  n o te  th a t, w h ilst th e y  d o  o fte n  in v it e 
n o n -B ig F o u r firm s  t o p a rti cip a te  i n th e  a u d it te n d e r p ro c ess,  th e y  o ft e n e ith er  c h o o s e to  n o t ta k e  
p art  o r a re e x cl u d e d  e arl y  i n th e  p ro c e ss  d u e  t o a  l a c k o f c a p a b ility .  P o ssi b le  re as o n s  w h y  n o n -
Bi g  F o u r a u d it firm s  fin d  it m o re  d iffi cu lt t o p a rti cip at e  i n te n d e rs  ar e : sm al le r g lo b al  
fo o tp rin t, l a c k o f s e c to r e xp erti se  a n d/ o r th e  n e e d  fo r th e  a u d it to  h a v e  s p e ci alists,  w h i c h th e  
n o n -Bi g  F o u r firm s  ar e  n o t al w ay s a b l e to  p ro v id e . 

 

W e  ar e  s u p p o rtiv e  o f m a n d at o r y a u d it firm  ro ta tio n,  as  m a n y  o f o u r m e m b e rs h a v e  s e e n  first-
h a n d t h e  b e n efi ts  th at  it b rin g s  –  s u c h  as  c o m p e titio n , q u alit y , in n o v at io n  a n d  a  fre sh  
p e rsp e ct iv e , w h i c h o u tw e ig h  th e  c o sts a n d  ar d u o u s n at u r e o f c h a n g in g  a u d it firm . F ro m  th e  
e x p er ie n c e  o f o u r m e m b e rs w h o  h a v e  g o n e  th ro u g h  a  te n d e r,  w e  h a v e  g e n e rall y  r e c eiv e d  
g o o d  e n g a g e m e n t  a n d  h e alt h y c o m p e titio n  fro m  th e  Bi g  F o u r firm s. I n o u r e x p eri e n c e , i n 
o rd e r to  g e t th e  b est  e n g a g e m e n t fro m a u d it firm s,  it is im p er at iv e  th at  th er e  is s u ffi cie n t tim e  
b e tw e e n te n d e r an d a p p o in tm e n t to  all o w  fo r th e  in c o m in g  fir m to  b e c o m e  in d e p e n d e n t, as  n o t 
d o in g  s o c o u l d r estrict  th e  n u m b e r o f p ar ti cip a n ts. It is th er ef o re , i n o u r o p in io n , cr u ci al  th at  th is is 
c o n s id e re d  b y  th e  A u d it C o m m itte e  w h e n  p l an n in g  a t e n d er.  

 

 
T h e m e 4 : R e si lie n c e  (q u e s tio n  1 2 ) 

 

A s  n o te d  e lse w h e re  i n o u r re s p o n s e , w e  ar e  fu ll y s u p p o rtiv e  o f n o n -Bi g  F o u r firm s  in cr e asi n g  
th e ir p ar ti cip ati o n , w h e re  p o ss ib l e, i n th e  l arg e r e n d  o f th e  m ar k e t.  W h ilst o u r p rim ar y  
m o tiv a tio n  is to i n cr e as e  c o m p etit io n  a n d  A u d it  C o m m itt e e c h o ic e,  w e  n o t e  th at  th is  h as  th e  
a d d e d  b e n efit  o f in cr e asi n g a u d it m ar k e t re sili en c e . 

 

I n o u r v ie w , wit h o u t c h a n g e s  t o th e  c u rre n t st at u s  q u o , w e  d o  n o t b eli e v e  th e  a u d it m ar k e t 
w o u l d re m ai n  e ffe ct iv e  if o n e  o f th e  Bi g  F o u r w e r e to  e xi t.  F o u r a ct iv e  p ar ti cip a n t s is th e  
m in im u m  n u m b e r fo r a  c re d ib l e c o m p e titiv e  m ar k e t fo r th e  a u d it o f l arg e  c o m p a n ie s. W e  w o u l d 
b e  v e ry  c o n c e rn e d  if o n e  o f th e  Bi g  F o u r w er e  to  e xit  th e  m ar k et  eit h er  b y  c h o i c e o r th ro u g h  
u n e x p e c t e d cir c u m st an c es.  If th at  w er e  to  h a p p e n ,  ra d i c al  c h a n g es  w o u l d  b e  n e e d e d  to  
r esto re  a n  e ff e ctiv e,  c o m p et itiv e m ar k e tp l a ce .     T h is  is  b a s e d  o n  th e  c o m b in e d  im p a cts  o f  
m a n d at o r y  ro t atio n  re q u ire m e n ts, in d e p e n d e n c e  re q u ire m e n ts a n d , as  n o te d  p re v io u s ly , l a c k o f 
p arti ci p at io n  i n a u d it te n d e rs b y  n o n - Bi g  F o u r firm s.  If o n e  o f th e  Bi g  F o u r w er e  to  e xit  th e  
m ar k e t, w e  b e lie v e  th e r e w o u l d b e  c a p a c ity iss u e s  i n s h ari n g  th e  w o rk lo a d  a c ro ss th e  o th e r 
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firm s , w h i c h w o u l d b e  to  th e  d e trim e n t o f a u d it q u alit y . T h e re fo re , at  p r ese n t, th e  e xiti n g  o f 
a  Bi g  F o u r fir m fro m  th e  a u d it m ar k e t w o u l d c a u s e g re at e r  c o n c e rn s  t o  q u al ity ,  e ffi cie n c y ,  
a n d  c o st  o f  a n  a u d it,  all  o f  w h i c h  ar e  u n f av o u r ab le  t o sh ar e h o ld e rs a n d c o m p a n ie s. 

 
H o w e v e r, c o n sid e rin g  th e  g lo b al  n at u r e o f th e  Bi g  F o u r, w e  th in k  it u n lik e l y th at  a  Bi g  F o u r a u d it 
firm w o u l d e xit  th e  U K  m ar k e t b y  c h o i ce . 

 

 
T h e m e 5 : R e g u la tio n  (q u e stio n  1 3 ) 

 

A s  n o t e d i n o u r re s p o n se  t o q u e st io n  o n e , a u d it u n d er p in s  th e  eff e c tiv e n e ss o f th e  U K  
C a p it al M ar k e ts.  A s  su c h , i n o u r o p in io n , it is rig h t th at  th e  a u d it m ar k e t is su b je ct  to  re g u l atio n .  
I n o u r v ie w r e g u l atio n  n e e d s  to  b e  b a la n c e d  t o e n s u r e th a t it d o e s  n o t p r e clu d e  c o m p e titio n  fro m  
a u d it firm s  i n th e  m ar k e tp l a ce , w h ilst al so  a d d re ssi n g  th e  n e e d s  o f u s e rs. 

 

I n p ar a g r ap h s  3 .4 0  t o 3 .4 2 , v ar io u s  c o n c e rn s  i n re lati o n  t o th e  im p a ct  a u d it q u alit y  c a n  h a v e  
o n c a p it al m ar k e ts, w id e r sta k e h o ld e r c o n fid e n c e , a n d  th e  ef fe ct iv e n e ss  o f e n fo rc e m e n t a re  
o u tlin e d , n o tin g  th at  th e s e a re  b e in g  c o n sid e re d  b y  S ir Jo h n  Ki n g m a n ’s re v ie w  o f th e  F R C.   I n 
o u r o p in io n , p u b li c atio n  o f re s u lt s o f th e  F R C  A u d it Q u alit y  R e v ie w s  w o u l d h a v e  th e  b e n e fit o f n o t 
o n l y in cr e asi n g tr a n sp ar e n c y   b u t   a ls o   a d d re ssi n g   th e   cr e d e n c e   g o o d   c o n c e r n   o u tlin e d   in   
p ar a g r ap h   3 .4 0 . F u rth e rm o re , w e  n o te  th a t a  sim il ar p ro c e ss w as  im p l em e n te d  i n th e  U n ite d  
S t at es a n d,  th er e fo r e im p le m e n ta tio n  w o u l d n o t re su lt i n th e  U K  b e c o m in g  a n  o u tli er i n g lo b al  
c a p it al m ar k e ts.  W e  ar e als o  s u p p o rtiv e  o f e n s u rin g  th at  th e  F R C  h as  a p p ro p ri at e p o w e rs to  
s a n ct io n  o r p e n alis e  a u d it firm s f o r su b st a n d ar d a u d it q u alit y , n o tin g t h is c o u l d b e  a c h i ev e d i n  
m a n y  w a y s  s u c h as  in cr e asi n g t h e  s c ale a n d s c o p e  o f fin e s  o r lin ki n g t h e m  to  A Q R  fin d in gs.  

 

 
 
B ) P o te n tia l m e a su re s  

 

C o s t b e n ef it a n al ys is  (q u e stio n  1 4 -1 5)  
 

W e  n o te  th at  th e  c o s ts  a n d  b e n efits  o f e a c h  o f th e  m e as u re s  will  v ar y  d e p e n d in g  o n  th e  e xt e n t 
to w h i c h th e y  ar e  im p le m e n te d . 

 

I n o u r v ie w , sig n ifi c an t c o st s h a v e  b e e n  in c u rre d  as  a  re s u lt o f a u d it te n d e rin g  ru le s,  b o rn e  b o t h 
b y c o m p a n i es ( an d  th e re fo re  s h ar e h o ld e rs) a n d  a u d it firm s. H o w e v e r, w e  ar e  s u p p o rtiv e  o f th es e  
ru les as  th e  b e n efits  t o th e  s h a r eh o ld er  cl e ar ly  o u tw ei g h e d  th e  c o sts in c u rr ed .   W e  th er e fo r e 
st ro n g l y re c o m m e n d t h at  fu rth e r c o st  b e n e fit a n a ly sis is u n d e rta k e n p rio r t o p u ttin g a n y  m e as u re s  
i n p l a ce , to e n s u r e th at  th e  b e n efits  c le arl y  o u tw ei g h t h e  c o sts  t o th e  s h a re h o ld er.  

 

 
R e s tric tio n s  o n  a u di t firm s  p ro v i din g  n o n -a u d it s e rv ic e s (q u e s ti on s 1 6  -1 8)  

 

I n lin e  w it h b e st  p r ac ti ce , o u r m e m b e rs re stri ct th e ir a u d ito rs fro m  p ro v id in g  c e rtai n  n o n -
a u d it se rv ic e s.  Of te n  s u c h  re str icti o n s  g o  a b o v e  a n d  b e y o n d  th e  U K  re g u l ato ry  re q u ire m e n ts, 
w h i c h ar e l ess  stri n g e n t th a n t h e  S E C  re q u ire m e n t s m a n y  o f o u r m e m b e rs ar e  a ls o  re q u ire d  t o 
c o m p l y w ith . 

 

I n o u r o p in io n , it is a p p ro p ri at e to  p ro h ib it a u d ito rs fro m  u n d e rt a kin g  c e rtai n  n o n -a u d it 
se rv ic e s, w h i c h c o u l d c a u s e  th e ir in d e p e n d e n c e  t o b e  im p a ire d .  W e  ar e  s u p p o rtiv e  o f fu rth e r 
re v ie w  in t o w h at  se rv ic e s  s h o u l d b e  c a p tu re d  b y  th e  re q u ire m e n ts.  H o w e v e r, w e  d o  n o t 
s u p p o rt a  c o m p le te p ro h ib itio n o f n o n -a u d it se rv i ce s  b e in g  p ro v id e d  b y  a u d it firm s.  T h e re  ar e  
c e rt ai n a cti v iti es, cl assifi e d as  n o n -a u d it s e rv i ce s th at  a u d ito rs ar e  re q u ire d  t o p ro v id e , su c h  as  
re v i ew s  o f h alf -y e arl y  fin a n ci al st at e m e n ts,  th e  p ro v isio n  o f  c o m fo rt  l ette rs  su p p o rtin g  b o n d  
issu a n c e s,  re g u l ato r y  re tu rn s  (fo r e xa m p l e t o th e  P R A ), a n d  o th e r l eg al  a n d  c o n tr a ctu a l 
re q u ire m e n ts.  F u rth e rm o re , i n o u r o p in io n , th e r e ar e  a d d itio n al n o n -a u d it s e rv ic e s  th a t, w it h 
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a p p ro p ri at e saf e g u ar d s  i n p l ac e , th e  a u d ito r m a y  b e b e st  p l a ce d  to  u n d e rta k e , su c h  as  a n  
a c c o u n t an t’s re p o rt i n re la tio n  t o th e  s a le  o f a  b u sin e ss,  a  c a rv e o u t o r a cl ass  1  ci rc u l ar, o r 
u n d e rta ki n g fi n a n ci al d u e  d ilig e n c e  w ith o u t a n y  im p a c t o n i n d e p e n d e n c e . 

 

F o r a  n u m b e r o f o u r m e m b ers,  th e  a u d it t ea m  is s u p p o rt e d b y  th e  k n o w le d g e  a n d  e x p ertis e  o f 
n o n - a u d it s p e ci alis ts, w h i c h is c e n tr al to  e n s u rin g  th e  p ro v isio n  o f a  h ig h -q u alit y  a u d it. If a u d it 
firm s w e re p ro h ib ite d  fro m  p ro v id in g  n o n -a u d it s e rv i c es t o th eir  a u d it cli e n ts a n d  a n y  o th e r 
l arg e  c o m p a n y  o r P I E ( as p e r p ar a g r ap h  4 .8 b ), i n o u r o p in io n , th e  q u ali ty  o f th e  a u d it w o u l d n o  
d o u b t s u ffe r. 
 

T h e  1 0 0  g ro u p  d o e s  n o t h a v e  a  d efi n itiv e  v i e w o n  w h et h er  th er e  s h o u l d b e  s ep ar at e  o w n ers h i p 
o f th e  a u d it a n d  n o n -a u d it se rv ic e  p r a ctic e s  o f U K  a u d it firm s.   W h ilst w e  c a n  s e e  th e  
b e n e fits o f se p ar a tio n , a n d  h o w  th is w o u l d a d d re ss  th e  c o n c e rn s  th at  a u d ito rs a re  n o t w illin g  o r 
a b l e to  p ar ta k e i n  a u d it te n d e rs, d u e  to  n o n -a u d it s e rv ic e s  th e y  p ro v id e , w e  h a v e  c o n c e rn s  a b o u t 
h o w  a  se p ar a tio n c o u l d im p a ct  th e  q u alit y  o f d e liv e rin g a n a u d it, as  a u d it-o n l y firm s  w o u l d n o t 
h a v e  s u ffi ci en t a c c e ss  to t h e  te c h n i c al sp e ci alis ts  re q u ire d  t o d e liv e r a  h ig h -q u alit y  a u d it.  I n o u r 
o p in io n , s p littin g  th e  firm s w o u ld , m o r e lik e ly  th a n  n o t, in cr e a se  th e  a u d it c o st  sig n ifi c an tly , as  
th e  firm s  w o u l d n e e d  t o so u rc e a d v iso rs  a n d  s p e ci alis ts  fro m  e lse w h e re .    A n y  c o st  in cr e as e  
w o u l d  u ltim a te l y  b e  p as se d  o n t o sh ar e h o ld e rs w ith o u t a n y  ass o ci a te d  b e n e fits s u c h  a s  
im p ro v e d  a u d it q u alit y  o r a  g re a te r le v e l o f assu r an c e . 

 

I n o u r o p in io n , th e  in te rn ati o n al  str u c tu r e o f th e  a u d it firm s  p o se s  a  sig n ifi c an t b arri e r t o 
c re ati n g a u d it-o n l y firm s a n d , i n o rd e r t o b e  eff e ct iv e  at  m e et in g  th e  u n d e rly in g  ai m s,  a n y  s u c h  
b re a k -u p  m a y n e e d to  b e  d o n e  o n a  g lo b a l s c ale . 
 
 
M a rk et  s h a re c a p  (q u e s tio n s 1 9 -2 3 ) 

 
I n o u r o p in io n , im p le m e n tin g  a  m ar k e t sh ar e  c a p  w o u l d n o t so lv e  th e  c o m p e titio n  o r q u ali ty  
issu e s i d e n tifi ed .  F u rth e rm o re , w e  b e lie v e  th at  im p le m e n t atio n  o f m a rk e t c a p s,  w ith o u t 
b ro a d e r m ar k e t re fo rm , m a y  h a v e  th e  u n in te n d e d  c o n s e q u e n c e  o f h in d e rin g  c o m p e titio n  a n d  
c h o i c e if firm s  a re u n a b l e t o p a rti cip at e  i n te n d e rs . 

 
F o r e x a m p le :  C o m p a n y  A  is  re q u ire d  to  ro t ate  fro m  its  c u rre n t a u di to r, P w C.  It h as  in v it e d KP M G,  
E Y, a n d  D el o itt e al o n g  w it h a  sel e ct io n  o f sm all er  a u d it firm s.  I n lin e  w it h o u r res p o n s e t o th e m e  
th r ee , th e  sm all er fir m s  h a v e  e ith e r d e cli n e d to  p ar ti cip a te , o r l ac k  s u ffi cie n t g lo b al  fo o tp rin t o r 
s e c to r s kills. KP M G  ar e  c o n flict e d , eit h e r fro m  a n  in d e p e n d e n c e  p ers p e ct iv e  o r th er e  is a  c o n fli ct 
o f in t er est a n d ar e  th er e fo r e u n a b l e t o p ar ti cip at e .   If E Y  w e r e re stri cte d  fi n p ar ti cip ati o n  d u e  
t o a  m ar k e t c a p r e q u ire m e n t, C o m p a n y  A  w o u l d h a v e  t o a p p o in t D e lo itte . 

 
F u rth e rm o re , th e  im p le m e n t atio n  o f a  m ar k e t c a p  d o e s  n o t a d d re ss  th e  issu e  o f n o n -Bi g  F o u r 
firm s c h o o sin g  n o t t o p ar ti cip a t e i n te n d e rs, as  it d o es  n o t h el p  t o a d d r ess so m e  o f th e  o b st a c le s  
th at  th e y m a y  f a c e i n re l atio n  t o g e o g r ap h i c al fo o tp rin t a n d s p e ci alists  re q u ire d to  d e liv e r c e rtai n 
a u d its. 

 
It is u n cl e ar  fro m  th e  c o n su lt atio n  at  w h i c h le v e l th e  m ar k e t c a p  w ill o p e ra t e (e . g. a cr o ss  th e  
F T S E 1 0 0 , F T S E  3 5 0 , th e  m ai n  m ar k e t as  a  w h o le , o r e xt e n d e d  a cr o ss  A I M a n d/ o r th e  p riv at e  
s e c to r). F u rth er m o r e, it is u n c le ar  w h et h er  th e  fe es  to  b e  in cl u d e d  ar e  to t al g lo b al  a u d it f e e s 
o r th e  U K e le m e n t o n ly .  A s  s u c h , w e  ar e  u n a b l e to  p ro v id e  m e a n in g fu l c o m m e n t ar y o n  th e  
p ro p o s als  i n th e c o n s u lt atio n .   H o w e v e r, g iv e n  th e  n u m b e r o f A I M list e d  a n d  l arg e  p riv a t e 
c o m p a n i es th a t ar e  o f p u b li c in te re st,  w e  w o u l d re c o m m e n d  th a t a n y  m ar k e t c a p  b e  c o n sid e re d  
a c ro ss  th e  a u d it s e c to r as  a w h o l e.   A d d itio n all y , w e  n o t e th at  th e  m aj o rit y o f o u r m e m b e rs 
o p e r ate  in te rn ati o n all y  a n d  so  a si g n ifi c an t p o rtio n  o f th e  a u d it e ffo rt is u n d e rta k e n  b y  n o n -
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U K  a u d it firm s. T h e re fo re  th e  n o n -U K a u d it fe e s  sig n ifi c an tl y o u tw e ig h t h e  U K  p o rtio n  o f th e  
g lo b al a u d it fe e . 

 
P ar a g r ap h  4 .1 3  re fe rs to  “ v a ria tio n s  o f jo in t a u d it a n d  s h a re d  a u d its” . F ro m  o u r e x p er ie n c e  

jo in t au d its in cr e as e  c o m p l e xit y a n d  d o  n o t l e a d t o in cr e as e s i n q u alit y  o r c o m p e titio n . T h e y  

ar e  m o re e x p e n siv e  a n d  tim e -c o n s u m in g  w it h d e cisi o n s  r el atin g  t o k e y  a c c o u n tin g  m at te rs  o ft e n 

t ak in g  lo n g e r t o g et  a g re e m e n t fro m  th e  a u d ito rs.  W e  u n d erst a n d  th at,  d e s p it e a  n u m b e r o f 

F re n c h  c o m p a n ie s ap p o in tin g  o n e  Bi g  F o u r fir m a n d  o n e  s m all er  firm  i n a  jo in t m o d e l, it is 

n o t cl e ar  th at  th is h as e n a b le d  th e  sm al le r firm  to  ta k e  o n  th e  l arg er  a u d its th e m s e lv es.  W e  a re , 

th e ref o re , n o t su p p o rtiv e o f a jo in t a u d it m o d e l as,  c u rre n tly , th e r e ar e  n o  b e n e fits to  

s h ar e h o ld e rs. 

 
 
I nc e n tiv e s  a n d  g o v e rn a n c e  (q u e s tio n s  2 4 -2 6)  

 
I n o u r e x p eri e n c e  A u d it C o m m itte e s  d o  h a v e  d u e  re g ar d  t o a  b ro a d e r r an g e  o f st a k e h o ld e rs , as  
th e p rim ar y  u s e rs d e fin e d  b y  In te rn ati o n al  F in a n ci al  R e p o rtin g  S t an d ar d s  ( co n c e p tu al  
fr am e w o rk)  ar e b ro a d e r th a n  ju st s h ar e h o ld e rs.   A d d itio n all y , A u d it C o m m itte e s  a re  c o g n is an t 
o f e n su rin g  A n n u al R e p o rts  ar e  p re p ar e d  to  a  h ig h  st a n d ar d ,  fo llo w in g  b e st  p r a ctic e  
g u id a n c e  w h i c h  o fte n  m a k e s r e fe re n c e  to  b ro a d e r st a k e h o ld e r g ro u p s. 

 
I n o u r o p in io n , it is im p o rt an t to  re c o g n is e th at  a u d it is a  w e ll-d e fin e d  g lo b al  o ff erin g , a n d  
a n y c h a n g e s  sh o u l d b e  m in d fu l o f th e  in te rn ati o n al  m ar k e t th at  a u d it o p in io n s  s u p p o rtin g  U K  
P L C s’ fin a n ci al  st at e m e n ts  a re  c o n sid e re d  i n  a s  w e ll  as  th e  p o te n ti al  im p a ct  o n  U K  
in v e s tm e n t  g o in g f o rw ar d , if th e  U K  m o v e s  a w a y  fro m  th is g lo b all y  re c o g n ise d m o d e l. 

 
It is u n cl e ar  w h at,  if a n y , b e n e fits w ill b e  g e n e r ate d  fo r u s e rs o f fin a n ci al  s tat e m e n ts a n d  
w id e r st a k eh o ld ers  if A u d it C o m m itte es  w er e  t o b e  re p l a ce d  wit h  a n  “ In d e p e n d e n t B o d y ”  th at  h as  
a  p u b li c in t er est d u ty .  T h e  U K  C o rp o r at e G o v er n a n c e  re q u ir em e n ts d e fin e  th e  ro l e a n d  s c o p e  
o f th e  A u d it Co m m itte e  a n d st a te s  th a t th e  A u d it C o m m itte e  s h o u ld  b e  c o m p rise d o f th re e  
in d e p e n d e n t d ire c to rs w it h ‘ co m p e te n c e  r ele v a n t t o th e  s e c to r’ i n w h i c h th e  c o m p a n y  o p e rat e s; 
a n d  th at  th e  siz e , s kills, e xp eri e n c e  a n d  b al a n c e  o f th e  A u d it C o m m itte e  s h o u ld  b e  a d e q u at e  t o 
d e al  wit h  th e  c o m p l e xit y a n d ris k  o f th e  b u sin e ss  a n d  its in d u str y .  T h er e fo re , A u d it C o m m itte es  
ar e  al re a d y  in d e p e n d e n t fro m  th e c o m p a n i es th at  th e y  o v er se e  a n d  a re  res p o n si b l e fo r th e  
sel e c tio n  o f th e  a u d it firm , m a n a g in g  th e s c o p e  o f th e  a u d it, se ttin g th e  a u d it fe e s  a n d  m a n a g in g 
th e  p e rfo rm a n c e  o f th e  a u d it firm . 
 
It s h o u l d al so  b e  n o t e d th a t th e  re m it o f th e  A u d it C o m m itte e  e x te n d s fu rth er  th a n  th e  
m a n a g e m e n t an d  o v e rsig h t  o f  th e  e x te rn al  a u d ito r,  a n d  in cl u d e s  re v ie w in g  th e  c o m p a n y ’s  
in te rn al  fin a n ci al c o n tro ls a n d  in te rn al  c o n tro l a n d  ris k m a n a g e m e n t s y st e m s,  as  w e ll as  
m o n ito rin g  a n d  re v i ew in g  th e e ff e ctiv e n e ss o f th e  c o m p a n y ’s in te rn al  a u d it fu n cti o n .   It is 
u n cl e ar  w h et h er  th e  in t en tio n  o f th e p ro p o s al is th at  th is “ In d e p e n d e n t B o d y ”  w o u l d as su m e  
th e  in t ern al  re v ie w  a s p e cts  o f th e  A u d it Co m m itte e’s  re m it. 

 
I n o u r o p in io n , th e  c u rre n t ro l e a n d  re m it o f th e  A u d it C o m m itte e  is w e ll d e fin e d  a n d  u n d e rsto o d  
b y i n v e s to rs.  S p littin g  th e  re m it s u c h  th at  a n  ‘In d e p e n d e n t B o d y ’ A u d it C o m m itte e  o v ers e e s  
e xt e rn al a u d it a n d  a  c o m p a n y  A u d it C o m m itte e  o v e rse e s  th e  in te rn al  a s p e c ts  o f th e  c u rre n t 
re m it, w o u l d c au s e  u n n e c e ss ar y c o n fu sio n to  in v e sto rs. 

 
F u rth e rm o re , th e  a p p o in tm e n t o f In d e p e n d e n t n o n -e x e c u tiv e  d ire c to rs is s u b j e ct to  a p p ro v al  
b y s h ar e h o ld e rs at  A n n u al  G e n e r al M e e tin g s,  as  ar e  a p p o in tm e n t s t o c h airs  o f c o m m itte e s.  W e  
fu ll y su p p o rt a n d  e n c o u r ag e  in v e sto rs u sin g  th e ir v o ic e , v ia  v o tin g  o n  s u c h  a p p o in tm e n ts, i n 
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h o ld in g  th e A u d it C o m m itte e  c h air  a n d  m e m b e rs t o a c c o u n t as  th e ir a g e n ts.   A g ai n , it is  
u n cl e ar  fro m  th e p ro p o s al h o w , o r if, in v e sto rs w ill b e  a b l e t o h o l d m e m b e rs  o f a n  
“ In d e p e n d e n t B o d y ”  to  a c c o u n t, an d w h at  in flu e n c e  th e y  w ill h a v e  o v e r ap p o in tm e n ts. 

 
A s  n o te d a b o v e , eff e cti v e  c o rp o ra t e g o v er n a n c e  is  o n e  o f th e  fu n d a m e n t al m e c h a n ism s  
u n d e rp in n in g e ff e ctiv e  p e rfo rm a n c e  o f g lo b al  c a p it al m ar k e t s a n d  lo n g -t erm  c o m p a n y  
p erf o rm a n c e.  T h e  in h er e n t fl e xib ilit y o f th e  U K  ‘ co m p l y o r e x p l ain ’ m o d e l all o w s  fo r m o r e 
d e m a n d in g  st a n d ar d s  th a n  th o se c a p a b l e o f b e in g  a c h ie v e d  th ro u g h  o n e ro u s  l eg isl ativ e  
r eq u ire m e n ts. T h is h as  le d  t o th e  U K  h a v in g s o m e  o f th e  h ig h e st  st an d ar d s  o f c o rp o r ate  
g o v e rn a n c e  i n th e  w o rld , w h i c h i n tu r n m a k e s  th e  U K  a n attr a ct iv e  m a rk et  fo r n e w  in v e s tm e n t.   
R e c e n t c h a n g e s  to  th e  C o d e  h a v e  s o u g h t t o e n s u r e th a t th e h ig h e st st a n d ar d s  o f c o rp o r ate  
g o v e rn a n c e  ar e  m ai n tai n e d , as  is th e  U K ’s p o sit io n  as  b e st i n cl ass. T h es e  e n h a n c e m e n t s h a v e  
r ein fo rc e d t h e  ro l e o f th e  A u d it C o m m itte e  a n d e n h a n c e d t h e  r ep o rtin g  o f its a cti v itie s  i n th e  
A n n u al  R e p o rt a n d  A c c o u n ts.   W e  s u p p o rt s u c h  d e v e lo p m e n t s as  a n  e ff ec tiv e m e c h a n ism  fo r 
p ro v id in g  a d d itio n al  in fo rm at io n  to  in v e s to rs, a n d  w o u l d s u p p o rt fu rth e r re v i ew , if n e c es s a ry , to  
e n s u r e th at  th e  A u d it C o m m itte e  re p o rtin g is  a d d re ssi n g t h e  n e e d s  o f in v e s to rs.  A d d itio n all y , w e  
ar e  su p p o rtiv e  o f th e  F R C’s  re c e n t a n n o u n c e m e n t t o e x te n d  c o rp o ra t e g o v e rn a n c e t o  l arg e  
p riv at e  c o m p a n i es.  I n o u r o p in io n , th is is a n  e ff e ctiv e  m e c h a n is m fo r a d d re ssi n g  a  fu rth e r 
“ e x p e ct at io n  g a p ”  –   th a t  all  l arg e  c o m p a n ie s  a re  s u b je ct  to  th e  s a m e  c o rp o r ate  
g o v e rn a n c e r e q u ir em e n ts.   H o w e v er  w e  c o n tin u e  t o b e lie v e  th at  th is sh o u l d m irro r th e  C o d e  
i n fu ll t o a v o id c o n fu sio n  a n d  th at  l arg e  su b sid i ari es o f c o m p a n ie s  a p p ly in g  th e  fu ll c o d e  
s h o u l d b e  e lig ib l e fo r ce rtai n d is clo su r e e x e m p tio n s. 

 
W h ilst th e  c o n s u lt atio n  d o e s  n o t p arti c u l arly  s e e k  v i ew s  o n  th e  a p p o in tm e n t o f d ir ec to rs, 
b o t h e x e c u tiv e  a n d i n d e p e n d e n t n o n -e x e c u tiv e s,  i n o u r o p in io n , w e  w o u l d su p p o rt a  m o d e l, sim ilar  
t o th a t im p le m e n te d b y  th e  F C A a n d P R A , w h er e b y  a p p o in tm e n t s t o c e rt ai n ro l es –  s u c h  as  A u d it 
C o m m itte e C h air,  ar e  su b je ct  to  a p p ro v al  b y  th e  re g u l ato r.  I n o u r o p in io n , th is w o u l d b e  a  
p r ag m ati c  s o lu tio n t h at  is n o t o v e rl y b u rd e n so m e  t o c o m p a n ie s  o r th e  re g u l ato r. 
 
W e  w el c o m e  th e  C M A ’s a n d  g o v e rn m e n t’s d e te rm in ati o n  t o a d d re ss  th e  p u b li c c o n c e rn s  a cr o ss  
th e a u d it m ar k e t as  a w h o le ; h o w e v e r, g iv e n t h at  it is, as  y e t, u n c le ar  w h e th e r th e  m o st re c e n t 
c o rp o r ate f aili n g s  ar e  a  re su lt o f th e  l a c k o f e ffe ct iv e  c o rp o ra t e g o v e rn a n c e  o r a u d it f ailin g s, w e  
w o u l d a d v ise t h at  th e  ro o t c a u s e  o f th e s e  f ailin gs  is id e n tifi e d b e fo r e p ro p o s als a re  im p le m e n t e d 
to  e n su r e th a t th e y  a d d re ss  th e  u n d e rly in g iss u e s. 
 
I n re s p o n d in g  t o th is s e c tio n  o f th e  c o n s u lt atio n  w e  h a v e  a ss u m e d  th at  ‘p u b li c in te re st’ w ill 
b e d e fin e d  as  p e r th e  2 0 1 6  E U  A u d it R e g u la tio n  a n d  A u d it D ire cti v e , a s n o te d  i n p ar a g r ap h  3 .4 6  
a n d w o u l d th e re fo re  c a p tu r e a ll m ai n  liste d  U K  c o m p a n ie s.  W e  n o te  th at  th e  c o n s u lt atio n  al so  
u s e s  th e t er m  “ p u b li c  in t ere s t”  m o r e  g e n e r ally  to  in fe r  th e  g e n e r al  in te re sts  o f  a  b ro a d e r  
r an g e  o f  U K st a k e h o ld e r, in cl u d in g  th e  g e n e r al p u b li c (as  n o te d  i n p ar a g r ap h s  3 .1 9 . 4 .4 2 , 4 .4 4  
a n d  4 .5 0 ).  If th e C M A ’s in te n tio n is  th at  th e  p ro p o se d “ In d e p e n d e n t B o d y ’s ” p u b li c in te re st 
re q u ire m e n t w o u l d b e  th e g e n er al  in te re sts  o f a  b ro a d e r r an g e  o f U K st a ke h o ld e r, in cl u d in g  th e  
g e n e r al p u b li c, w e  w o u l d a d v is e ag ai n st th e  d e v e lo p m e n t o f a  “ p u b li c in te re st d u ty ”  a s, i n o u r 
v ie w , th is c o u l d le a d  t o c o n fu sio n  as  to w h i c h c o m p a n ie s  ar e  w ith i n s c o p e  o f th e  “ In d e p e n d e n t 
B o d y ”  a n d  w h i c h ar e  a b l e t o m ai n t ai n th e c u rre n t m o d e l, w h i c h c o u ld  fu rth e r u n d e rm in e  
u n d e rst an d in g  o f th e  m ar k e t, a n d  w h i c h a p p e ars  at o d d s  wit h  th e  a im s  o f th e  re v ie w.  

 

 
Fr e q u e n c y  o f a u di t te n d er  ro ta tio n  (q u e s tio n  2 7 ) 
 
A s  p re v io u s ly  n o te d , w e  su p p o rt th e  c u rre n t a u d it ro t atio n  ru l es re q u irin g  a  te n d e r e v e r y 1 0  

y e ars a n d r o t atio n e v e ry  2 0 .  W h ilst w e  a c k n o w le d g e  th e  b e n efits  th at  a u d it ro ta tio n c a n b rin g,  it is 
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a c o stl y a n d  ar d u o u s  p ro c e ss  fo r b o t h c o m p a n ie s  a n d  a u d it firm s.  I n o u r o p in io n , th e  c o st  o f 

in c re asi n g  th e fr e q u e n c y  o f te n d e rs w ill o u tw e ig h  a n y  b e n e fits to  in v e sto rs, w h ic h  s h o u l d b e  th e  

p rim a ry  c o n c e r n o f th e  A u d it C o m m itte e  w h e n m a ki n g  th e  d e cisi o n  t o in iti at e a n a u d it te n d e r. 
 
I n th e  e x p eri e n c e  o f o u r m e m b e rs,  in c o m in g  a u d ito rs ar e  n o t a b l e t o re a c h  o p tim al  e ffi ci en c y  i n 
th eir first  y e ar,  as  it ta k e s  th e m  tim e  to  d e v e lo p  th e ir u n d e rst an d in g  o f th e  b u sin e ss  a n d  its ris ks.  
A s  s u c h , m o re  fre q u e n t  a u d it  te n d e rs  w ill  in cr e a se  th e  c o sts  in c u rre d  i n  d e liv e rin g  a n  a u d it,  
w h i c h  is u ltim a te l y p a ss e d  o n t o sh a re h o ld e rs. 
 
F u rth e rm o re , th e  m a n d a to r y a u d it ro t atio n  re q u ire m e n t s a re  re l ativ e ly  n e w  a n d,  t o d at e , n o t 

all i m p a c te d  c o m p a n ie s  h a v e  u n d e rt a ke n  th e ir first re q u ire d  te n d e r ( as at  O c to b e r 2 0 1 8  

a p p ro x im a te ly  7 5 %  o f th e  F T S E  1 0 0  h a v e  u n d e rt a ke n  a n  a u d it te n d e r sin c e  th e  re q u ire m e n t s 

w e r e in tro d u c e d) . Th er e fo re , w e  stro n g l y re c o m m e n d t h at,  as  a  m in im u m , o n e  c o m p le t e c y cl e  o f 

th e  n e w  r eq u ire m e n ts is  c o m p le te d  b e fo r e fu rth er  c h a n g e s  ar e  m a d e,  as  it is n o t y et  p o ssi b le  

to  a sc ert ai n  w h et h er  th e  r eq u ir em e n ts h a v e  h a d a  p o sit iv e  im p a ct  o n  th e  m a rk et.  
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