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The FRC welcomes the CMA's update paper on the audit market. We have reviewed the 
paper and wanted to set out our own reflections on the proposed remedies. 

Sir John Kingman's recent review of the Financial Reporting Council made a series of 
recommendations, including more statutory powers, to address issues of quality and resilience 
in the UK statutory audit market, and to create a more powerful and better resourced regulator. 
It is important for these recommendations and yours to be considered together to ensure that 
the final proposals are coherent and proportionate. 

Kingman's recommendations could also provide an impetus for greater international 
regulatory co-ordination which would contribute to successful implementation of your final 
proposals given the global nature of the key players in the audit market. Such international 
cooperation will also help reduce the risk that the UK is perceived to be pushing its own 
"solutions" on the rest of the world which will damage our influence. We are willing to develop 
this dialogue with other audit regulators who are members of the International Forum of 
Independent Audit Regulators (IFIAR), and with other global regulatory bodies through the 
Monitoring Group. 

We have considered your proposed remedies against the criteria set out in the report, namely 
whether they: (i) address the underlying quality concerns; (ii) can be implemented, monitored 
and enforced effectively; (iii) are proportionate to the scale of the issue; and (iv) consider the 
potential risks and unintended consequences. 

We very much welcome the focus on the importance of high-quality audit that runs through 
the report; high-quality audit is vital to underpin the confidence of users in reported financial 
information. However, as the report identifies, currently the selection and oversight of auditors 
is not always sufficiently focused on quality. This, alongside very real limitations on choice, 
results in a situation where the UK statutory audit market does not deliver consistently high
quality work. 

Your report also rightly focuses on increasing the capacity of challenger audit firms, so that 
over time they will prove able to take on a greater proportion of audit work on the largest and 
most complex audit engagements with minimal risk to audit quality. Such challenger firms are 
very few in number and will require levels of growth in resource and expertise that will be hard 
to secure and sustain through organic growth alone. In addition, this high level of growth, 
necessary both in the UK and globally to compete on more equal terms with "the Big Four", 
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results to market and bring with it challenging liability and duty of care considerations. The 
CMA might instead wish to consider the following measures in finalising its remedies: 

• Audit committees are allowed to commission additional work or advice to support their
work in overseeing audit quality; however, we understand that this is rarely taken up.
This could be more widely encouraged, and the committee's consideration of whether
this is merited could be included in the committee's annual report; and

• Quality control measures applied by audit firms including internal hot and cold reviews,
engagement quality control reviews, root cause analysis, and responses to regulatory
action should be made available to the audit committee before the financial statements
and auditor's report are signed. The committee should also report on their assessment
of this material and conclusions drawn from it.

The FRC remains ready to provide the CMA with any further assistance, including discussing 
our observations in more detail, to support the conclusion of the review. 
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