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Consultation questions and comments 
Professor Krish Bhaskar (KB) is providing input to the government’s reforms with his views and 
comments. The term KB: applies to the answers to the Government’s questions and are his 
responsibility alone with contributions from Rod Sellers (OBE, FCA). Answers are drawn from the 
three publications below from joint authors with Professor John Flower and with contributions 
from Rod Sellers (OBE, FCA). Note the formatting of the questions included some column settings, 
which is difficult to format neatly. So there are unavoidable gaps between the answers in order to 
have the answer just after the question.  
 
We are also in a very different world in 2021. Activist shareholders, proxy advisers, hedge funds, 
wider shareholding enabled by new trading software (e.g. GameStop), the growth of private equity, 
and a world where one tweet can cause the value of asset classes to move by billions. 21 May 2021. 
Contact Info: kb@miru.com  |  01628 635625  |  0799 053 7169  |  98 answers. 
 
Relevant audiences: 
Users of accounts, preparers of accounts, auditors, researchers, reform possibilities. 
Research publications: 
Three volumes in this Disruption in Financial reporting series : 
Authors: Krish Bhaskar, John Flower, with Rod Sellers (OBE, FCA) 
Titles: 
Disruption in the Audit Market: The Future of the Big Four,  Routledge, 219 
Financial Failures & Scandals: From Enron to Carillion,  Routledge, 2019.  
Disruption in Financial Reporting: a post-pandemic view of the future of corporate reporting, 
Routledge 2021 
 

1 The Government’s approach to reform  25 
       1.1  The Government’s approach        25 

1.1 The timetable for change  28 
1.2 Resetting the scope of regulation  30 

Q1    Should large private companies be included within the definition of a Public Interest 
Entity (PIE)? Please give your reasons.    34 

KB: Yes. In all three of our books we have discussed this subject and came to the firm conclusion 
that the larger private equity companies should be included. We also note that some additional 
regulations should be introduced to control private equity in some of its extreme manoeuvres. (See 
note under Question 2). Private equity has been on the increase and examples of listed companies 
being bought by private equity are numerous. The most significant recent example is Asda which 
was wholly owned by Walmart (a large US company listed on the New York Stock Exchange) and is 
now in private hands – a complex ownership scheme with the brothers Mohsin and Zuber Issa, 
together with private equity firm TDR Capital. Examples of scandals includes BHS and the failure 
of Arcadia, and more recently issues over Stanlow Oil. The cost to society, the government, and 
employees is just as great as many of the largest FTSE 350 companies. 
 
Q2     What large private companies would you include in the PIE definition: Option 1,  
          Option 2 or another? Please give your reasons.  34 
KB: The companies we would mandate are all in this Wikipedia reference: 
https://en.wikipedia.org/wiki/List_of_largest_private_companies_in_the_United_Kingdom 
This list is neither satisfied by Option 1 or Option 2. We think that the test for inclusion should be 
either number of employees and/or size of turnover/assets. This requires a more complex compound 
threshold involving the number of employees, and the size of assets plus turnover. 
Option 1 would leave, for example, companies such as McAlpine, Southern Water out of this list. 
Option 2 would include Laing but exclude, for example, Formula 1 and Greenergy. 
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When Boots was just Alliance Boots then they would be caught by both options. Walgreens Boots 
Alliance is now clearly listed on the US NASDAQ exchange. Should there be additional reporting for 
such important high street companies? We would say there should. Boots had over 50,000 UK 
employees in 2019.  So our formula for cut-off would be: 

either number of employees over 500, 
or a turnover over £200 million, 
or a balance sheet more than £2 billion, 

 
KB Note: We think that there should be some regulations of private equity firms. Some believe that 
they often undertake highly leveraged buyouts (and perhaps asset strip). Then shortly afterwards 
sell or float the company taken over leaving the entity with high debt and a large interest to be 
serviced. Other negative comments include reducing staff with a lower sub-standard service, 
reducing the product quality and specifications, and (often in combination) with raising prices. An 
example of the latter, in our opinion, was Poundland.  
 
Q3    Should AIM companies with market capitalisation exceeding €200m be included in 

the definition of a PIE? Please give your reasons.  35 
KB: Yes. Typically AIM listed companies are not start-ups. Patisserie Valerie is an example of an 
AIM listed company that went into administration and where the full extent of the financial wrong-
doings are still a subject of various investigations. Boohoo, was fifth largest listed company on the 
AIM market (by market capitalisation) but there have been negative rumours with claims that 
workers in its Leicester supply chain were being paid as little as £3.50 an hour1. We feel that the 
larger AIM companies should be subject to the same type of regulations as current PIEs. A second 
example is short sellers which raised question marks over Burford Capital2 (second largest on the 
Aim market by market capitalisation). That said recent results indicate potential financial health.  
Press reports indicate that a significant number of AIM companies may be offshore such as the 
Channels Islands and the Virgin Islands3. So to protect all stakeholders in the UK it would be 
sensible and desirable to include as many large AIM listed companies as possible. 
The US GameStop bubble and its associated enabling sites has spurred a wider set of shareholders. 
Some comments4 suggest that this bubble has or will lead to a new wave of wider shareholding. This 
regulation change may be an even more important factor in the future. 
 
Q4    Should Government give newly listed companies a temporary exemption from some of  
         the new reporting and attestation requirements being considered for Public Interest 

Entities?  35 
KB: No. Most AIM companies are not start-ups.  The move to an AIM listed company is usually to 
provide a windfall gain to the founders of the company. So, in our view, the additional controls 
would not deter such private entrepreneurs from listing on AIM. It would also ensure that 
companies such as Patisseries Valerie had better controls and tighter reporting before being listed. 
The listing of such companies as Darktrace and Deliveroo are examples of companies making much 
money for their founders. 

                                                 
1 The Sunday Times. Sean Chambers. 1 November 2020. 
https://www.thetimes.co.uk/article/the-two-faces-of-boohoo-3z6806n6j 
2 Muddy Waters, a short-selling fund, accused the company of “egregiously misrepresenting” its returns and having very 
unorthodox governance arrangements. The shares crashed by as much as 42 per cent. Burford tried to rebut the allegations, 
suggesting there had been “illegal market manipulation” of its shares and reformed its governance arrangements. The Times. 
Patrick Hoskins. 2 October 2020. 
https://www.thetimes.co.uk/article/burford-capital-results-give-lie-to-shorters-2wslrgghr 
3 Essen, Yvette (12 March 2007). "Aim market: Offshore attractions for the 'sophisticated' investor". The Daily Telegraph. 
https://www.telegraph.co.uk/finance/markets/marketreport/2805643/Aim-market-Offshore-attractions-for-the-sophisticated-
investor.html 
4 Funds Europe, 17 May 2021.  
https://www.funds-europe.com/news/gamestop-saga-inspires-generation-z-to-take-up-investing 
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Q5    Should the Government seek to include Lloyd’s Syndicates in the definition of a  PIE?  
         Please give your reasons.  36 
KB: No view. 
Q6     Should the Government seek to include large third sector entities as PIEs beyond those  
          that would already be included in the definitions proposed for large companies? If so,  
          what types of third sector entities do you believe should be included and why?  36 
KB: Yes for the so called ‘super-major charities’ (defined as an income of over £100 million). One of 
the authors has been a consultant to a super-major charity where poor internal controls led to a 
major loss5. This is becoming important as the government is providing an increased share of such 
charities income6.    
 
Q7     What threshold for ‘incoming resources’ would you propose for the definition of ‘large’ for  
          third sector entities? Is exceeding £100m too high, too low or just right?  37 
KB: Just right. 
Q8    Should any other types of entity be classed as PIEs? Why should those entities be 

included?  37 
KB: Yes they are major employers and their operations affect whole communities. 
 
Q9     How would an increase in the number of PIEs impact on the number of auditors operating  
          in the PIE audit market?  38 
KB: Not necessarily. This may increase the amount of work for some audits where the scope and 
extent becomes greater than before the suggested new reporting and audit regulations. The two 
issues that this new set of regulations is supposed to tackle include: 

a) Expanding the choice of the largest renowned auditors and, 
b) Removing the conflict of interest inherent with an auditor who is paid by the entity it audits. 

In our book, Disruption in the Audit Market: The Future of the Big Four, we postulate several 
solutions to overcome these issues. However, this set of regulations does not impact the number of 
large renowned audit firms. It may mean that the number of personnel may increase. Against that 
AI and other technologies solutions will necessitate fewer staff per audit even if that scope is 
expanded. What may be an issue is the need to examine forecasts more thoroughly and a greater 
degree of scepticism. 
 
Expanding the scope of reporting and auditing may place an added pressure on the Big Four. Our 
research indicates that both management and shareholders want greater choice of large renowned 
auditors. 
 
Q10  Do you agree that the Government should provide time for companies to prepare for 

the introduction of a new definition of PIE?  38 
KB: Perhaps. The argument for this transitionary period would be to give firms time to adapt. The 
counter argument is that it also provides time to hide or destroy evidence of any wrong-doing.  
Q11  Do you agree that the Government should seek to offer a phased introduction for a 

new definition of PIE?  38 
KB: In general no. but see the above answer to question 10.  
 
/Continued  

                                                 
5 Pre-School Playgroups – partly government funded. This was in the 1980s. 
6 Britain’s Biggest Charities: Key Features. NCVO Research Briefing. November 2018. 
https://www.ncvo.org.uk/images/documents/policy_and_research/Britains-biggest-charities-key-features_final.pdf 
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2 Directors’ accountability for internal controls, dividends and capital maintenance  39 

2.1 Stronger internal company controls  39 
Q12     Is there a case for strengthening the internal control framework for UK companies?  
            What would you see as the principal benefits and disbenefits of stronger regulation of 

   internal controls?  49 
KB:  Yes. Definitely. It won’t stop all the scandals but some of the more recent ones, (Wirecard,   
Patisserie Valerie). To this we would add the buying back of the company’s own shares. This ensures 
that the value of the remaining shares, ceteris paribus, increases. This is often used to enhance the 
bonus payments to directors who as part of their emoluments they are or have been awarded shares 
in the entity. Although we had not tackled dividend control we thoroughly endorse this.  

Benefits: reduced opportunity to defraud the entity, earlier warning of things going wrong. 
Disbenefits: Could add to costs. 
 

Q13    If the control framework were to be strengthened, would you support the Government’s  
           initial preferred option (Table 2)? Are there other options that you think Government  
           should consider? Should external audit and assurance of the internal controls 

  be mandatory?  49 
KB: Yes we agree with all the statements and provisions in Table 2. Company directors will not like 
these proposals but then most NEDs have full-time jobs and have little time to fulfill wider non-
executive director duties. We draw attention to and examined the NEDs full-time jobs for Carillion 
in Financial Failures & Scandals: From Enron to Carillion. Our conclusion in that and other cases is 
that many of the NEDs did little more than support the other directors in a make-believe situations 
and supported additional emoluments for the directors. None of them had spare time to fully 
function as a NED. For example with Carillion as the above reference commented: 

It would appear challenging  for them to devote sufficient time and effort to fulfilling their 
responsibilities on each of these committees, especially considering  that they were 
essentially part-time. For example, Alison Horner was the Chief People Officer of Tesco 
and Ceri Powell Executive Vice-president of Global Exploration, Royal Dutch Shell.  49 

 
Other options: please see our three recent publications7: 

Disruption in the Audit Market: The Future of the Big Four 
Financial Failures & Scandals: From Enron to Carillion 
Disruption in Financial Reporting: a post-pandemic view of the future of corporate reporting 

 
We believe that external audit and assurance of internal controls should be mandatory. This will add 
cost but we think that provides for best practice and will safeguard the shareholders and other 
stakeholders.  
 
Q13   If the framework were to be strengthened, which types of company should be within 

 scope of the new requirements?  50 
KB: Our view is that this should include all newly defined PIEs including those private companies 
that meet the criteria. We would go further and say that all listed companies should have this 
measure of what are basic controls.  
 
 
 
 
/Continued 
 

                                                 
7 Published by Routledge. Krish Bhaskar and John Flower with contributions from Rod Sellers. 



Restoring trust in audit and corporate governance 
 

Page  5  

2.2 Dividends and capital maintenance  51 
Q15   Should the regulator have stronger responsibilities for defining what should be treated  
         as realised profits and losses for the purposes of section 853 of the Companies 

Act 2006? Would you support either of the two options identified? Are there other options 
which should be considered? What should ARGA consider when determining what should 
be treated as realised profits and losses?  55 

KB: Yes. Add to dividends the purchase of a company’s own shares. That said the definitions 
surrounding realised profits and losses should be strengthened. Otherwise this will lead to multiple 
court actions with the actual definition interpreted by the courts with perhaps surprising results. 
Too often companies have paid dividends or bought back shares when there was, in our view, little 
justification. There are some exceptions. Tech companies with high valuations relative to profits (or 
continuing losses). We understand the importance of rewarding the shareholders and others 
stakeholders who finance the company or entity. We believe though that if all in the market are 
subject to the same rules, it would level the playing field. However, that still leaves competition from 
non-UK financial centres which may compete with the UK. So bearing in mind European and US 
competition this may have to be phased in on a western world basis with other financial centres. 
 
KB: Not a question but we agree with the sentiment of sections 2.2.10 to 2.2.15. That said we do not 
see why dividends should not be made at a group level and for these rules to be applied to the group 
level. So we agree with 2.2.17. Paragraph 2..2.18 allows flexibility but unfortunately introduces a 
degree of manipulation. Which board would prefer to show the group/entity in a positive light. We 
found that many of the FTSE 100 companies claimed a gleaming performance (despite 
contradictions from the financial statements) in the narrative under the existing audit 
requirements8.  

 
Q16  Would the proposed new distributable profit reporting requirements provide useful 

information for investors and other users of accounts? Would the cost of preparing these 
disclosures be proportionate to the benefits? Should these requirements be limited to 
listed and AIM companies or extended to all PIEs?  57 

KB: Yes and not just the investors and other users of accounts but to all the stakeholders. The 
financial press would be able to comment on this. This may not have helped cases such as Patisserie 
Valerie, Luckin Coffee, Greenshill Capital and Liberty Steel Group, but it may have helped 
Carillion.  

Would the cost of preparing these disclosures be proportionate to the benefits?  57 
KB: Cost/benefit: again yes. The way private equity and the market has behaved before and over the 
pandemic shows little regard for the wider set of stakeholders. 

Should these requirements be limited to listed and AIM companies or extended to all PIEs?  
  57 

KB: They should be extended. Private companies and leveraged buyouts are probably the worst 
offenders maximising pay-outs (in one form or another) to shareholders and ignoring all other 
stakeholders. 
 
KB: Para 2.2.21 we thought that this suggestion and the following paragraphs are to be applauded. 

 
 
 
 

/Continued 
  

                                                 
8 Auditors claiming that there was no material inconsistency – something we found as a major criticism of the current 
regulations. 
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Q17  Would an explicit directors’ statement about the legality of dividends and their effect on  
         the future solvency of a company be effective in both ensuring that directors comply with  
         their duties and in building external confidence in compliance with the dividend rules?    
                                                                                                                                                                 58 
KB: We think that if the above proposals are implemented then such a statement should be 
welcomed and may even be classified as essential. Will it prevent issues or failures, the answer is not 
always in all cases. For example the board in the case of Carillion, we think, that an unrealistic 
explicit statement would have been made – our supposition from examining all the publicly available 
evidence. See Chapters 6 and 7 in Financial Failures & Scandals: From Enron to Carillion. 
 
Should these requirements be limited to listed and AIM companies or extended to all 

PIEs?  58 
KB: Extended to all especially the larger private companies. 

 
Q18  Do you agree that the combination of recently introduced Companies Act section 

172(1) reporting requirements along with encouragement from the investment community 
and ARGA will be enough to ensure that companies are sufficiently transparent about their 
distribution and capital allocation policies?  
 59 

KB: Definitely not. As argued throughout Disruption in Financial Reporting: a post-pandemic view of 
the future of corporate reporting. But especially Chapters 7 to 9. All the recent failures with one 
notable exception never gave much thought or accurately reflected the real situation. The one 
exception we found was Aecidia Group (private company) whilst providing short statements, they 
were exceptionally frank. With the FTSE 350 companies, this section is always responded to in 
boiler plate terms and is never really considered much even when the company is currently 
experiencing financial issues or declining sales.  

 
Should a new reporting requirement be considered?  

KB: Yes. We believe that optimistic boiler plater statements, or waffly statements should be replaced 
by something more meaningful. This led us down the route of numerical forecasts. Again as argued 
in Disruption in Financial Reporting: a post-pandemic view of the future of corporate reporting. But 
especially Chapters 7 to 9. Chapter 7 provides some short-term remedies, whilst Chapters 8 and 9 
deal with longer term and major change proposals.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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3 New corporate reporting  60 
3.1 Resilience Statement  60 

Q19  Do you agree that the above matters should be included by all companies in the  
         Resilience Statement?  63 
KB: Yes but there may be other factors, or exposures to risk, such as poor labour relations, strikes, 
exchange rate risks. Then there the sensitivity of the business to sales volume or sale revenue risks. 
There may be also known moves by competitors. There may be major disruptions from newly 
created risks by technology and the internet. We provided an example in our books of the growth of 
food kits such as Gousto, Hello Fresh, and others. In the US, supermarkets are beginning to offer 
their own version of the same. Although none of the largest supermarket chains9 have offered any 
product to this parallel method of buying groceries. The same observation may be made against 
some restaurant and served-food dine-in chains where Just Eat (and companies such as Deliveroo) 
and other have carved out a niche for food kitchens in low-cost warehouses where there are no dine-
in customers. 
 
KB: As noted above our belief is that this has to be augmented by multi-year numerical forecasts 
where past forecasts can be measured against actuals. This could be by quarter for the next 18 
months or 24 months and then the medium term could be annually for three  or five years. Both 
should be the subject of stress tests and sensitivity analysis.  
 
If so, should they be addressed in the short or medium term sections of the Statement, or both?               
                                                                                                                                  63 
KB: Our view is both. Numerical forecasts as well.  
 
Should any other matters be addressed by all companies in the short and medium term sections 
of the Resilience Statement?  63 
KB: Yes. There should be no minimum set. But at least the six items in your report should be 
addressed. 
 

Q20   Should the Resilience Statement be a vehicle for TCFD reporting in whole or part?_ 
    64 

KB: From a climate point of you, yes. That said there are so many changes being made, it might be 
best to address this issue separately. The priority should be to improve the information in financial 
reports. 

 
Q21   Do you agree with the proposed company coverage for the Resilience Statement, and  

 the proposal to delay the introduction of the Statement in respect of non-premium 
 listed PIEs for two years?  65 

KB: Yes. But we would argue for as widespread use as is possible.  
Should recently-listed companies be out of scope?  65 

KB: No. Many of these companies have been in existence for some time and just allow the founders 
to enhance their tradeable value. For example Darktrace is about to go for a £3 billion London share 
listing10. Deliveroo’s founders floated the company for $7,6 billion (started in 2013).  

                                                 
9 These include the big four (Asda, Morrisons, Tesco and Sainsbury’s), the second tier low price (such as Co-op) and the two 
German discount chains (Aldi, Lidl), the luxury chains (Waitrose, Marks & Spencer),  
10 BBC News. 
https://www.bbc.co.uk/news/business-56720039 
Bradshaw T, and Ralph, O. Darktrace filings reveal close relationship with Mike Lynch’s Invoke Capital, Financial Times, 12 
April 2021. 
https://www.ft.com/content/6cf0cec0-7774-428f-ae83-5bd6479ae9f6 
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3.2 Audit and Assurance Policy  66 
KB: We take issue with some of the background. The most important of which is that auditors are 
employed by the firm or entity being audited. Hence an auditor, by definition, is not independent. 
Among other issues is that the financial information is often at odds with the narrative section, but is 
signed off by the auditor as being materially consistent with the financial figure but is clearly very 
different.11 We are disappointed that this white paper does not make assurance of the whole 
narrative part of the annual report a necessity.  

 
Q22    Do you agree with the proposed minimum content for the Audit and Assurance Policy? ______69 
KB: Yes., although this is narrower than we recommended which in our view should include the 
entire report. Our empirical evidence shows that the current system is not working well. In at least 
30% of the top listed companies12, the auditors signed the annual report off with the boilerplate 
statement ‘the auditor has not identified any information that is materially inconsistent with the 
accounts or with the auditor’s knowledge gained during the audit’, when it was clear and obvious 
that this was not the case. (Just examine many of the large retailers and supermarkets who often 
downplayed the move to online or cheaper alternatives [e.g. Aldi and Lidl]). 
 
Should any other matters be addressed in the Policy by all companies in scope? 
KB: We think that the entire narrative section of the annual report should be subjected to some 
independent assurance (not necessarily the auditors or one of the accounting firms). Sometimes the 
non-financial information and KPIs are the most important element for investors and stakeholders 
alike. For hotels it may be occupancy and average daily rate. For big-tech companies it may be the 
number of users. Both being more important than the financial information, which, for many of 
these types of companies are loss-making for an extended period of time yet showing vast inflated 
share prices – notwithstanding the financial accounts. 
 
Q23   Should the Audit and Assurance Policy be published annually and subject to an annual advisory 
          shareholder vote, or should it be published and voted on at least once every three years?          69 
KB: Doing this annually could lead to boiler plating and/or short-term manipulation. We think that 
3 years is probably preferable. 

 
Q24   Do you agree with the proposed scope of coverage and method for implementing the  
          Audit and Assurance Policy?  70 
KB: The issue we have is your policy statement: 

The Government also believes that, while the proposed content of the Audit and Assurance 
Policy provides companies with flexibility over what additional assurance, if any, they may 
choose beyond the statutory audit, it is right that the requirement for the Policy is a statutory 
one. 

The negative issue is that this may allow the premium listed entity to choose not to have any policy. 
Or to choose a very weak or meaningless policy such as ‘materially consistent’.  
 
 
 
 
 
 
 
 
/Continued 
  

                                                 
11 See page 63, Disruption in Financial Reporting: a post-pandemic view of the future of corporate reporting, Bhaskar and 
Flower, Routledge, 2021. 
12 Ibid. Chapter 5. 
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3.3 Reporting on Payment Practices  71 
Q25  In order to improve reporting on supplier payments, should larger companies be 

required to summarise their record on supplier payments over the previous 12 months as 
part of their annual Strategic Report (applying at a group level in the case of parent 
companies)?  

KB: Yes. We are not sure it is a good fit within the strategic report. It is more of an operational 
issue. So we would advocate ditching the need to place this information on the government website. 
Duplication of information is a problem. To search in several different places (company websites, 
government websites) makes it more difficult for the stakeholder to find all the information in one 
place. So we would advocate the Payment Practices Reporting Duty being incorporated in a separate 
section of the annual report. It also assumes that the stakeholder has knowledge of all these different 
locations. The same applies to the gender pay report. Splitting the information into different places 
leads to fragmentation. On the other hand we think that the ‘core’ report should provide links to all 
the detailed report but not necessarily in the same single document but easily navigable from the 
company annual report and/or website. 

If so, what should the reporting summary include at a minimum?  
KB: Your suggestions seem logical and we think they ought to be preserved.  

Do you have alternative suggestions on how to improve supplier payments reporting?  73 
KB: No. See above. 

 
Q26  To which companies should improvements in supplier payments reporting apply:  
         companies which are PIEs and already report under the Payment Practices Reporting  
         Duty, or PIEs with more than 500 employees?  73 
KB: Preferably all PIEs but either would be good. 
 

3.4 Public Interest Statement  74 
Q27   Do you agree with the Government’s proposal not to introduce a new statutory  
          requirement at this time for directors to publish an annual public interest statement?  75 
KB: Yes. However, this should be reviewed periodically.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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4 Supervision of corporate reporting  76 

4.1 Background  76 
4.2 Stronger powers for the regulator  77 
4.3 Measures to strengthen corporate reporting review activity  80 
4.4 Influencing the corporate reporting framework  82 

Q28   Do you have any comments on the Government’s proposals for strengthening the  
          regulator’s corporate reporting review function set out in this chapter?  83 
KB: Proposals are well thought out and excellent. We hope that this part of the white paper will not 
be watered down during the discussion process.  
We would draw to you attention the alternatives advocated in Chapter 7, 8 and 9 of Disruption in 
Financial Reporting: a post-pandemic view of the future of corporate reporting (Routledge 2021). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
 
 



Restoring trust in audit and corporate governance 
 

Page  11  

5 Company directors  84 
5.1 Enforcement against company directors  84 

Q29     Are there any other arrangements the Government should consider to ensure that overlapping  
            powers are managed effectively?  88 
KB: Proposals are well thought out and excellent. Your proposals should be welcomed by all 
stakeholders (except the directors). We particularly single out the non-executive directors (NEDs) 
who sometimes have several directorships and a full-time job.  
We hope that this part of the white paper will remain even if other parts of the new set of rules are 
watered down.  
The only other alternative is to keep the rules and sanctions over directors without an accounting 
association and combine the functions of the FRC/ARGA, FCA, parts of the PRA, the Insolvency 
Service, TPR and the SFO. 
 
Q30    Are there any additional duties that you think should be in scope of the regulator’s  
           enforcement powers?  89 
KB: In Disruption in Financial Reporting: a post-pandemic view of the future of corporate reporting 
(Routledge 2021), we argued that there should be numerical forecasts (at least 3 years forward) and 
published simplified financial models. We also made a number of recommendations about these 
forecast being signed off by the board. We also felt that the NEDs should undertake a detailed and 
critical review of forecasts prepared by the company and/ or auditors. 
 
Q31    Are there any existing or proposed directors’ duties relating to corporate reporting and  
           audit that you think should be specifically included or excluded from further elaboration  
           for the purposes of the directors’ enforcement regime?  89 
KB: Numerical forecast. See above. 
 
Q32    Should directors of public interest entities be required to meet certain behavioural  
           standards when carrying out their statutory duties relating to corporate reporting and  
           audits?  
KB: Yes and a degree of financial knowledge.          
          Should those standards be set by the regulator?  
KB: Yes. There should be some consultation between the accounting bodies (particularly the 
ICAEW and its regional counterparts) and the regulator (ARGA). 
         What standards should directors have to meet in this context? ___________________        90 

KB: All directors should have some rudimentary financial information and be capable of building 
and manipulation a simple financial model. We believe an NED should have enough time to deal 
with any situation arising beyond the basic attendance at formal meetings. 
          
Q33    Should the Government’s proposed enforcement powers be made available to the  
           regulator in respect of breaches of directors’ duties?  90 
KB: Yes. 
 
 
 
 
 
 
/Continued 
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5.2 Strengthening clawback and malus provisions in directors’ remuneration arrangements 
   91 

 
Q34     Are there other conditions that should be considered for the proposed minimum list of 
            malus and clawback conditions?  
KB: This is a good starting point. Other conditions should be reviewed and extended or reduced 
over time as recommended by the regulator (ARGA). 
           What legal and other considerations need to be taken into account to ensure that these  
             conditions can be enforced in practice?                92 

KB: No – apart from directors having multiple directorships with too many demands on their time. 
The empirical evidence is fairly conclusive. The select committee report on Carillion was critical of 
the performance of the directors and particular the NEDs13. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
 
  

                                                 
13 House of Commons. Business, Energy and Industrial Strategy and Work and Pensions Committees. Carillion 
Second Joint report from the Business, Energy and Industrial Strategy and Work and Pensions Committees of Session 2017–19. 
HC 769. Published on 16 May 2018. by authority of the House of Common. Pages 27-35. 
Available at: 
https://publications.parliament.uk/pa/cm201719/cmselect/cmworpen/769/769.pdf 
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6 Audit purpose and scope 93 

6.1 The purpose of audit  93 
6.2  

Q35   Do you agree that a new statutory requirement on auditors to consider wider 
information, amplified by detailed standards set out and enforced by the regulator, would 
help deliver the Government’s aims to see audit become more trusted, more informative 
and hence more valuable to the UK?  95 

KB: Definitely. But the white paper could have proceeded further.  
 
Q36   In addition to any new statutory requirement on auditors to consider wider information,  
          should a new purpose of audit be adopted by the regulator, or otherwise?  
KB: Yes by the regulator with input from the ICAEW and other relevant bodies. 
         How would you expect this to work?  96 
KB: As you have suggested in paragraph 6.1.19 
 

6.2 Scope of audit  97 
KB: We disagree. Allowing companies to set the scope of their audit will, on current empirical 
evidence and experience, result in the narrowest scope in many cases.  
 
Q37   Do you agree with the Government’s approach of defining the wider auditing 

services which are subject to some oversight by the regulator via the Audit and Assurance 
Policy?  99 

KB: Yes. 
 

Q38   Should the regulator’s quality inspection regime for PIE audits be extended to 
corporate auditing? If not, how else should compliance with rules for wider audit services 
be assessed?  99 

KB: Yes to the first question above. 
 

Q39   What role should ARGA have in regulating these wider auditing services?  
KB: Should cover aspects of corporate auditing and assurance. 
          Should its role extend beyond setting, supervising and enforcing standards?           99 
KB: Add reviewing, making changes (in consultation with the ICAEW and others) and monitoring. 
Father amendments and clarifications could be made on feedback from the operation of the new 
rules and regulations. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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6.3 Principles of corporate auditing  100 

Q40   Would establishing new, enforceable principles of corporate auditing help to improve audit 
          quality and achieve the Government’s aims for audit?  
KB: Not necessarily. See the four axioms in Disruption in the Audit Market: The Future of the Big 
Four (Rutledge 2019). These audit quality axioms were developed as follows: 

1) Axiom 1: Size is linked to higher audit quality. Larger firms are capable of higher quality 
audits. See Chapter 3. 

2) Axiom 2: Higher audit quality is linked to shorter length of audit tenure. Chapter 4. 
3) Axiom 3: Greater competition leads to better audit quality. An increase in the number of 

firms competing leads to higher audit quality especially in turbulent periods. See Chapter 5. 
4) Axiom 4: Greater independence leads to higher audit quality. See Chapter 7 

 
Do you agree that the principles suggested by the Brydon Review would be a good basis for the 
regulator to start 

from?   
KB: Again not necessarily see answer above. 

 
Q41   Do you agree that new principles for all corporate auditors should be set by the 

102 

regulator and that other applicable standards or requirements should be subject to those 
principles?  

KB: Yes. 
What alternatives, mitigations or downsides should the Government consider?  __ 102 

KB:  Audit quality, as defined by the white paper, will not improve until the audit market issues are 
addressed. See Disruption in the Audit Market: The Future of the Big Four (Routledge 2019).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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6.4 Tackling fraud  
 103 

KB: Just a comment  We found a number of cases where the Big Four auditor found irregularities 
and informed management of the company. In some cases, a suitable compromise solution was found 
(sometimes involving a change in management actions and/or policy). These interactions were not 
made public. We think that your suggestion: 

They must inform the audited entity, invite it to investigate the matter and, if the entity fails to take 
action, inform the FRC. 

may lead to similar items being compromised and no reference to the FRC/ARGA will be made. 
This is where the fact that the entity being audited is the pay-master and this leads to a lack of 
independence – however good the original intentions were. 
 
Comment on Para 6.4.7 onwards. 
Sounds good but may lead to ticking of boxes rather than a holistic approach to auditing. The case 
study register will be good – especially for AI  (learning) audit software.  
6.4.11  
The auditor being overtly dependent on its fees, can never be totally impartial. Also any 
qualification for a listed company could cause a run-on the shares and lead to a collapse as the 
markets and lenders steer clear of that entity. We prefer a more granular approach to audit signoff 
not just the pass or fail system14.  

 
Q42   Do you agree with the Government’s proposed response to the package of reforms 

 relating to fraud recommended by the Brydon Review? Please explain why.    
KB: Agreed. The current focus of audit is too focussed on the minimum rather than the wider 
information. Auditors are too dependent on the entity being audited, lack sufficient scepticism, 
and there is insufficient choice of large renowned auditors. These proposals may not solve 
these issues but it is a step in the right direction. 
 

6.5 Auditor reporting                                                                                                 106 

105 
106 

Q43   Will the proposed duty to consider wider information be sufficient to encourage  
          the more detailed consideration of i) risks and ii) director conduct, as set out in  
          the section 172 statement? Please explain your answer.    

KB: It would be a step on the right direction though it would not necessarily cure all the issues 
raised. Because the auditor is not independent and there are only the Big Four, these terms 
would be interpreted in a more narrow fashion than the government or Brydon imagined. We 
would still like to see assurance over the entire set of information in the annual reports (even if 
this becomes several reports as suggested by the FRC). 
 

6.6 True and fair view requirement  ____________________________________110 
Q44    Do you agree that auditors’ judgements regarding the appropriateness of any  
          departure from the financial reporting framework proposed by the directors should  

         
107 
110 

          be informed by the proposed Principles of Corporate Auditing?  
KB: Agreed. 
        What impact might this have on how both directors and auditors assess whether financial  
        statements give a true and fair view?           111 
KB: It should change behaviour but not, we suggest, as much as the government and Brydon think. 
 
 
                                                 
14 There are four types of qualifications but usually there is just the unqualified or qualified. The qualified statement can lead to 
the firm’s collapse as is the case with Patisserie Valerie and Wirecard. 
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6.7 Audit of Alternative Performance Measures and Key Performance Indicators linked to 

executive remuneration    
 
Q45   Do you agree that the need for specific assurance on APMs or KPIs, beyond the

112 

scope of the statutory audit, should be decided by companies and shareholders through 
the Audit and Assurance Policy process?   

KB: No. We think that there should be a level of assurance that is compulsory. If the board 
and shareholders are given the power, on the basis of current evidence and behaviour, it is 
probable that this could move towards the lower levels of assurance. For example, Wework 
decided in their aborted IPO a set of APMs and KPIs which were totally meaningless (in our 
view) and picked the best parts of the company’s statistics and ignored all that were less 
flattering, or industry/sector standard. These APMs were almost a creation that manipulated 
data beyond reasonable.  

  
6.8 Auditor liability                                                                                                    115 

113 
115 

Q46    Why have companies generally not agreed LLAs with their statutory auditor?  
           Have directors been concerned about being judged to be in breach of their duties by  
          recommending an LLA? Or have other factors been more significant considerations for 

directors?     
KB:  Nothing to add. 
 
Q47  Are auditors’ concerns about their exposure to litigation likely to constrain audit

115 

innovation, such as more informative auditor reporting, the level of competition in the audit 
market (including new entrants) or auditors’ willingness to embrace other proposals 
discussed in this consultation? If so, in what way and how might such obstacles be 
overcome?   ______------------------------------------------------------------------------------- 116 

KB: Answering all the questions, innovation in audit should, in theory, lead to lower costs 
and/or higher quality audits – though the nature of what is quality in auditing needs careful 
definition (not necessarily as defined in the white paper). So in theory this should not deter 
innovation. However, in practice there is a risk that during the development process of 
innovation mistakes are made. 15There is no easy resolution to this issue. 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
  

                                                 
15 Think how many failures Space X had in its rocket launches before the company’s philosophy became safe enough to 
transport humans. See: 
https://timeline.com/spacex-musk-rocket-failures-c22975218fbe?gi=db226ddebf0b 
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6.9 A new professional body for corporate auditors     
 
Q48  Do you agree that a new, distinct professional body for corporate auditors would help 
        drive better audit? Please explain the reasons for your view.    
KB: Not necessarily. Accounting standards and auditing are inextricably linked and we think 
that the ICAEW and other bodies should continue to be part of the process. It may be 
necessary to promote the ICAEW and their country equivalents (in Scotland and Northern 
Ireland) to be the major or sole body regulating audit of commercial entities. We think that 
between the new ARGA and professional accounting bodies there is sufficient expertise to 
cover this aspect – together with the recommendations of the white paper if enacted. 
 
The need for personnel trained in the traditional audit techniques is reducing. Nowadays, the 
need for statisticians, econometricians, IT specialists (web, social, and AI sub-areas), writers16, 
forecasters, and a myriad of other functions are becoming more important.  

 
117 
 
119 

Q49    What would be the best way of establishing a new professional body for corporate  
           auditors that helps deliver the Government’s objectives for audit? What transitional 

 arrangements would be needed for the new professional body to be successful?  121 
KB:  See answer to Q48. 
 
Q50    Should corporate auditors be required to be members of, and to obtain qualifications 

  from, professional bodies that are focused only on auditing?  121 
KB:  Not necessarily, for example the ICAEW is focussed on more than just auditing. 

 
Q51    Do you agree that a new audit professional body should cover all corporate auditors, 

not just PIE auditors?  121 
KB: No – see above answer to Q50. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
 
 
 

                                                 
16 We have found evidence of the increasing use by companies to ask the Big Four auditors to help write the narrative 
sections of their reports. 
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7 Audit Committee Oversight and Engagement with Shareholders    
7.1 Audit Committees – role and oversight    

122 
122 

Q52   Do you agree that ARGA should be given the power to set additional requirements 
which will apply in relation to FTSE 350 audit committees?  126 

KB: Yes and for the new definition PIEs and all listed companies, and the larger private companies. 
 
Q53   Would the proposed powers for ARGA go far enough to ensure effective compliance with  
          these requirements? Is there anything further the Government would need to consider 

  in taking forward this proposal?______________________________________ 126 
KB: The enhanced ARGA and professional bodies should be given the chance to make these 
recommendations work. There is no point in making such drastic change that there too many 
new bodies and issues to contend with.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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7.2 Independent auditor appointment    

 
127 

Q54     Do you agree with Sir John Kingman’s proposal to give the regulator the power to  
            appoint auditors in specific, limited circumstances (i.e. when quality issues have been  
            identified around the company’s audit; when a company has parted with its auditor  
            outside the normal rotation cycle; and when there has been a meaningful shareholder 
            vote against an auditor appointment
KB: Yes. Could be extended. 
 
Q55    To work in practice, ARGA’s power to appoint an auditor may need to be 
           accompanied by a further power to require an auditor to take on an audit.  
KB: Good concept. Would increase the independence of auditors.        
            What do you think the impact of this would be?    
KB: Positive. 
  
Q56     What processes should be put in place to ensure that ARGA can continue to

128 
 
 
129 

   undertake its normal regulatory oversight of an audit firm, when ARGA has appointed the 
   auditor?  

KB: Difficult. Another auditor could monitor/audit this work. Or there might be an independent 
oversight body for such eventualities – this set circumstances might be rare. 

 129 
Q57    What other regulatory tools might be useful when a company has failed to find an  
           auditor or in the circumstances described by Sir John Kingman (i.e. when quality  
           issues have been identified around the company’s audit; when a company has parted  
           with its auditor outside the normal rotation cycle; and when there has been a  
           meaningful shareholder vote against an auditor appointment)?   
KB: Probably none except for the ICAEW and their regional equivalents. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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7.3 Shareholder engagement with audit    

 
Q58    Do you agree with the proposals and implementation method for giving shareholders a  
           formal opportunity to engage with risk and audit planning? 
KB: We think that much of shareholder’s concerns are organised by the proxy advisers and/or 
hedge funds (their motivation may be to change market values in a certain direction). The major 
disputes are usually concerned with director’s remuneration17, auditor appointment, or removal of 
directors. The vast majority of shareholders (including institutional) rarely make any protests and if 
they did, the percentage of shareholder’s vote was usually below 50%. That said most protests with 
anything close to 50% were resolved by the board agreeing to changes.  
 
            Are there further practical issues connected with the implementation of these proposals  
            which should be  considered?                132 

KB: Shareholder indifference unless the proxy advisers or hedge funds have initiated action. 
 
Q59  Do you agree with the proposed approach for ensuring greater audit committee chair 

and auditor participation at the AGM? How could this be improved?  133 
KB: The private shareholder are usually small in number and do not have the resources to question 
anything. The institutional investors tend to be too busy or too lazy to question the directors. This 
will not change, in our view, if these proposals are implemented.  

 
Q60   Do you believe that the existing Companies Act provisions covering the departure of an  
          auditor from a PIE ensure adequate information is provided to shareholders about an  
           auditor’s departure? If you believe those provisions are inadequate,  
KB: Usually no information is given over the auditor’s departure. That includes Sports 
Direct/Frasers, Wirecard, Boohoo and others. Normally the company in question will choose a 
smaller firm that is more desperate for audit fees. Stanlow Oil and Wirecard are two exceptions. The 
reasons for the auditor’s departure became well documented in the press and for Stanlow also in 
Companies House. 
 
          Do you think that the  
          Brydon Review recommendations will address concerns in this area? What else could be 

done to keep shareholders informed?   
KB: Brydon’s proposals will help but will not eliminate shyness or indifference of shareholders. 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
 

                                                 
17 Treanor, J. Boards braced for wave of investor anger on pay, Sunday Times, 16 May 2021. 
https://www.thetimes.co.uk/article/boards-braced-for-wave-of-investor-anger-on-pay-795fzlld2 
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8 Competition, choice and resilience in the audit market   

8.1 Market opening measures  137 
 
Q61    Should the ‘meaningful proportion’ envisaged to be carried out by a Challenger be  
            based on legal subsidiaries? How should the proportion be measured and what  
            minimum percentage should be chosen under managed shared audit to encourage the            

most effective participation of Challenger firms and best increase choice?    
KB: In Disruption in the Audit Market: The Future of the Big Four18, we explored this topic in 
full. We also gave lengthy replies including empirical evidence and a literature review (counter 
to that of the CMA) in replies to the CMA and Kingman reviews. We do not believe that the 
challenger firms can grow to sufficient size and stature. Smaller firms in partnership with the 
Big Four are bound to be junior partners and with that comes duplication and additional 
administration costs. There is no evidence that the smaller firms are any more deficient in 
quality than the Big Four.  
 
For measurement purposes, we think that there should be the Big Four and then anyone else is 
a challenger. (The smallest limit could be defined by the number of active partners and a 
revenue threshold).  
 
Minimum percentage: We are against the concept of a joint audit even managed such that the 
smaller firm is a junior partner in the managed shared audit. In trying to judge the split of 
work, it would be difficult to make any generalisation with regard to companies with many 
subsidiaries. Often the intangible assets in a consolidated accounts would require investigations 
of subsidiaries and parts of the group that have been purchased and amalgamated within the 
group. 
 
Q62      How could managed shared audit be designed to incentivise Challenger firms to 
             invest in building their capability and capacity? What, if any, other measures, would 
             be needed?    
KB: The biggest issue for challenger firms is the cost of a tender. We have found that boards 
and shareholders alike prefer their auditor to be one of the Big Four. Normally, the switch to a 
challenger auditor is because there are conflicts of interest among the Big Four, or the entity in 
question is afraid of a negative audit (perhaps in private communications between the auditor 
and the audit committee).  

 
 
 
142 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
145 

 
Q63     Do you have comments on the possible introduction in future of a managed market  
           share cap, including on the outlined approach and principles?  
KB: Again this was discussed in In Disruption in the Audit Market: The Future of the Big Four 
referenced in the answer to Question 61. A market cap policy will distort the market and, we 
believe, cause some negative results. Those subject to the market cap will choose to tender 
those audits which are the simplest and/or most profitable. The complex, expensive or 
problematic audits would tend to be avoided. All the Big Four would be caught. This would 
also motivate the Big Four to be less thorough and challenging (management) in their audits.  
 
Asking the smaller firm to be group auditor with one of the Big Four as junior partner is just 
unrealistic. The Big Four have so much more resources and clout that this would never work. 
           Are there other  mechanisms that you think should be considered for introduction at a  
            future date?                                 145 

                                                 
18 Bhaskar, K and Flower, J with contributions from Sellers, R. Routledge 2019. 
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Q63 Continued 
KB: The one mechanism we tested using a computer simulation model of the audit market that 
achieved positive results in audit quality was to increase the choice of auditor. Challenger 
firms would never grow to sufficient size to actually challenge the Big Four. Our solution was 
to split the audit divisions of the Big Four into two. These would operate separately and along 
the lines of the next section. This would make the choice from what was the Big Four, now 
metamorphosed into the Big Eight. In addition the gap between the Big Eight and the 
challenger firms would be less. We also think this would improve audit quality. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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8.2 Operational separation between audit and non-audit practices     
KB: We think that rejection of Brydon recommendation in para 8.2.13 is misplaced. 

 
Q64   Do you have any further comments on how the operational separation proposals

145 
 
 
 

should be designed, codified (in legislation and regulatory rules), and enforced in order to 
achieve the intended outcome of incentivising higher audit quality?  150 

KB: No. We think that the enhanced FRC are performing well in this respect. 
 
Q65   The Government proposes to require that all audit firms provide annual reports on their  
          partner remuneration to the regulator. This will include pay, split of profits, and which 

audited entities they worked on. Do you have any comments on this approach?  150 
KB: This is an expansion of the current FRC procedures. When interviewing partners in the Big 
Four, the notification and discussion of pay or promotions, were a source of concern for the 
partners. Perhaps surprisingly more so than we originally suspected or imagined. The issue being is 
that this could effect the prospects of each individual partner rather than that of the whole firm. 
 
Q66   In the event that the Government wishes to go further than the existing operational split  
          proposals in future and implement split profit pools in line with the CMA  
          recommendation, do you have any comments on how these can be made to work 

 effectively?  150 
KB: We think that the distinction between theses proposals and the audit-practice profit pools is 
wafer thin and the two proposals are more like two arbitrary positions on a spectrum of possibilities. 
 
Q67   The Government believes these proposals will meet its objectives. In the event that they 
          prove insufficient to improve audit quality, and full separation of professional services  
          firms is required, do you have any comments on how to make this work most effectively? 

    150 
KB: We think that greater independence and choice are also important in the quest for audit 
quality. 
Earlier we identified the audit quality axioms. The two that are not fully addressed include:: 

1) Axiom 3: Greater competition leads to better audit quality. An increase in the number of 
firms competing leads to higher audit quality especially in turbulent periods. See Chapter 519. 

2) Axiom 4: Greater independence leads to higher audit quality. See Chapter 720 
Axiom 3: We do not think the managed shared audits are sufficient for the improvement of auditor 
choice21. So the greater competition axiom has not been met by these proposals. 
Axiom 4: Greater independence would require someone else making the fee decisions whether by an 
ARGA scale of fees or through someone else making the appointment22. 
 
 
 
 
 
 
 
/Continued 
 
 

                                                 
19 Bhaskar K., and Flower J., with Sellers R., Disruption in the Audit Market: The Future of the Big Four. Routledge, 2019. 
20 Ibid. 
21 From simulation studies of the audit market in the above Publication 
22 Discussed at length in the publication above. 
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8.3 Resilience of audit firms and the audit market  151 

 
Q68     Do you have comments on the proposed measures? Are there any other measures the  
            Government should consider taking forward to address the lack of resilience in the 

    audit market?     
KB: The government is worried that an Arthur Andersen type failure might occur reducing 
the Big Four to Big Three. Clients will automatically migrate to one of the remaining large 
audit firms, leading to further concentration of the market. In the UK the exposure to such 
catastrophic failures are remote (limited by case precedence) and insurance policies. In any 
case, the profit margins from consulting are so high and is the major part of the Big Four so 
that we do not think this is a realistic possibility. If the divisions are split then for the audit 
divisions to be resilient, audit fees would have to increase on a like-for-like basis. The white 
paper and current trends are asking the auditors to do more23, so we think that audit fees will 
have to increase significantly post Covid.  
 
Other measures: Difficult. You do not want to remove the possibility of failure. This keeps the 
Big Four ‘on their toes’. Separating their accounts and ARGA keeping a watching brief 
should provide advanced warning of any trouble. 
 
 

8.4 Additional competition proposals from the CMA    
 
9 Supervision of audit quality    

9.1 Approval and registration of statutory auditors of PIEs    
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
157 
 
 
160 
 

Q69    Do you agree with the Government’s approach of allowing the FRC to reclaim the  
           function of determining whether individuals and firms are eligible for appointment as 

  statutory auditors of PIEs?  ________________________________________162 
KB: Yes sensible. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
 

                                                 
23 Wider scope, more disclosures, greater care and attention, more challenges to management’s views, valuations, and forecasts. 
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9.2   Monitoring of audit quality  ___________________________________________162 
 

Q70    What types of sensitive information within AQR reports on individual audits should 
  be exempt from disclosure?  165  

KB: The government’s proposals seem sensible. 
 
Q71   In addition to redacting sensitive information within AQR reports on individual audits, what  
          other safeguards would be required to offer adequate protection to the entity being 

 audited whilst maintaining co-operation with their auditors?    
KB: None. Let the FRC/ARGA make what is industry, sector, and firm specific details of such 
metrics. 
 
 

9.2 Regulating component audit work done outside the UK    
Q72     Do you agree with the Government’s approach to component audit work done  
             outside the UK? How could it be improved?    
KB: Yes. Let it work and later make changes if not working well or causing issues. 
 
 

9.3 The application of legal professional privilege in the regulation of statutory audit    

165 
 
 
 
166 
 
 
167 
 
168 

Q73     Do you agree that it is problematic if documents that the auditor reviewed as part of the 
            audit are unavailable to the regulator because of the audited entity’s legal professional  
            privilege?  
KB: Agreed. 
            If so, what could be done to solve or mitigate this issue while respecting the 

   overall principle of legal professional privilege?                                                     169 
KB: Let it work and later make changes if not working well or causing issues. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued 
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10 A strengthened regulator    
10.1 Establishing the regulator   

 
Q74   Do you agree with the proposed general objective for ARGA?    
KB: Yes. 
 
Q75     Do you agree that ARGA should have regard to these regulatory principles when 

170 
170 
 
172 
 

   carrying out its policy-making functions?  
KB: Yes. 

 
Are there any other regulatory principles which should be included?     

KB: Additional controls over numerical forecast and the narrative sections of an annual 
report. 
 
 
 
10.2 Governance                                                                                                           179 
10.3 Funding: a statutory levy                                                                                        184 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
/Continued  
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11 Additional changes in the regulator’s responsibilities    
11.1 Supervision: Accountants and their professional bodies    

 

187 
187 

Q76     Should the scope of the regulator’s oversight arrangements be initially confined to the  
           chartered bodies  
KB: Yes. 
and should they be required to comply with the arrangements? ______________________ 191 
KB: No. 
 
Q77      What safeguards, if any, might be needed to ensure the power to compel 

    compliance is used appropriately by the regulator?  192 
KB: Perhaps referring disputed cases to a court? Or an independent review panel? 
 
Q78       Should the regulator’s enforcement powers initially be restricted to members of the  
             professional accountancy bodies?  
KB: We think that non-member accountants (including one of the commentators) should not be 
excluded. Finance, accounting and auditing is becoming more multi-disciplinary. 
             Should the Government have the flexibility to extend the scope of these powers to other 
             accountants, if evidence of an enforcement gap emerges in the future?  
KB: Yes. 
              What are your views on the suggested mechanisms for extending the scope of the  
              enforcement powers to other accountants (if it is appropriate at a later 

     stage)?  195 
KB: Yes agreed, though we think that such enforcement powers should be implemented with these 
proposals. 
 
Q79     Should the regulator be able to set and enforce a code of ethics which will apply to  
            members of the chartered bodies in the course of professional activities?  
KB: Yes but with discussions with the accounting bodies particularly the ICAEW and their regional 
counterparts. 
            
  Should the regulator only be able to take action where a breach gives rise to issues  
             affecting the public interest?  
KB: Yes. Hopefully solved during discussion. 

   
What sanctions do you think should be available to the regulator?                     197 

KB: The FRC, as regulator, has been much more proactive in recent years than before. Fines 
of several million can easily be covered by the Big Four. Fines prior to recent years have 
tended to be fairly small with respective to the Big Four’s profitability. Fining the audit 
division (of the Big Four) separately may throw up some anomalies in the future. Resilience of 
the challenger firms may be in doubt. We think the FRC/ARGA are best placed to negotiate 
suitable sanctions whilst not undermining the resilience of the auditor.  
 
For the Big Four, the regulator has been quite cautious. Once there is an operational split of 
the accounts, that tendency may be wise.  
 
One area often quoted is reputational damage. There is no evidence that any of the sanctions 
over the Big Four have had any lasting impact on the Big Four’s reputations. Even KPMG 
(auditor over Carillion) has shaken off any negative issues over that and other audits. 
 
/Continued
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11.2 Oversight and regulation of the actuarial profession   ______________       _____198 
 
Q80      Is ARGA the most appropriate body to undertake oversight and regulation of the  
              actuarial profession?  ________________________________________       ____200 
KB: No comment 
Q81       Should the regime for overseeing and regulating the actuarial profession be placed 

     on a strengthened and statutory basis?  201 
KB: No comment 
Q82        Do respondents support the proposed principles for the regulation of the actuarial 

       profession? Respondents are invited to suggest additional principles.  201 
KB: No comment 
Q83          Are the proposed statutory roles and responsibilities for the regulator appropriate? 
                 Are any additional roles or responsibilities appropriate for the regulator?   
KB: No comment 
Q84          Should the regulator continue to be responsible for setting technical standards? 
KB: No comment 
                  Should these standards be legally binding? Should the regulator be responsible for setting 
                technical standards only?    
KB: No comment 
Q85           Should the regulator be responsible for monitoring compliance with technical standards?   
                  Should it also consider compliance with ethical standards if necessary?    
KB: No comment 
Q86           Should the regulator have the power to request that individuals provide their work in 
                  response to a formal request - and to compel them to do so if necessary?                   203 
KB: No comment 
Q87         Should the regulator have the power to take appropriate action if work falls below the  
                requirements of the technical standards? What powers should be available to the 
             regulator in these instances?     
KB: No comment 
Q88         Do respondents agree with the proposed scope for independent oversight of the IFoA?  
               In which ways, if any, should the scope be amended?                                                 
KB: No comment 
 
Q89         Should the regulator’s oversight of the IFoA be placed on a statutory basis? What, if 
                any, powers does the regulator require to effectively fulfil this role?                              204 
KB: No comment 
Q90         Does the current investigation and discipline regime remain appropriate? Should it be placed on 
                a statutory basis? What, if any, additional powers does the regulator require 
                to fulfil this role?                                                                                                                 204 
KB: No comment 
Q91         Do respondents think that the regulator’s remit should be extended to actuarial work undertaken 
                by entities? What would be the appropriate features of such a regime, 
                 including the appropriate enforcement powers for the regulator?                              205 
KB: No comment 
Q92          Should the regulator’s independent investigation and discipline regime for matters that affect 
the public interest also apply to entities that undertake actuarial work? Should 
the features of the regime differ for Public Interest Entities?   
KB: No comment 
Q93          Does the regulator require any further powers in relation to its regulation and oversight of  
                 the actuarial profession?    
KB: No comment 
 
/Continued 
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11.3 Investor stewardship and relations                                                                            206 
11.4 Powers of the regulator in cases of serious concern                                                208 

 
Q94      Are there others matters which PIE auditors should have to report to the regulator?  
 KB: We think that these provisions are good. We would add that any large suspicious transaction or 
liability (Sports Direct24), or possibly erroneous valuation of intangible assets or the measurement of 
revenue (Autonomy), or the difficulty of a contract spread over several years (as with Carillion) 
should also cause concern and perhaps merit a report to the regulator. The issues of how much the 
failure of a contract might cause damage to the viability to a company is to some extent arbitrary.   
 
There is a clear distinction between types of issues. For example,  

a) poor internal controls leading to fraud (as with Patisserie Valerie), or  
b) a misstatement of profits (Tesco, Conviviality), or 
c) management manipulation (or fraud) as is the case with Steinhoff and Wirecard, or 
d) a disruptor in the industry (like the German discount supermarkets of Lidl and Aldi) or the 

switch from bricks and mortar stores to online retailers.       
 
            Could this duty otherwise be improved to ensure that viability and other serious  
                              Concerns are disclosed to the regulator in a timely way?                                                     210 

KB: The only way would be publication of all correspondence or communications between the 
auditor and entity being audited. (Suitably redacted if necessary). 
 
Q 95     Should auditors receive statutory protection from breach of duty claims in relation to 
            relevant disclosures to the regulator?  
KB: Perhaps. Needs careful thought as it is possible the auditors will rely on this as a precaution. 
This might develop into a reliance on this protection or so many referrals that the regulator is 
inundated. 
 
             Would this encourage auditors to report viability and other concerns to the regulator? 211 
KB: Yes but viability may be threatened due to a Carillion type set of issues as opposed to those 
suffering financially from disruption due to online or other disruptors. 
 
Q96       How much time should be given to respond to a request for a rapid explanation?    212 
KB: Perhaps there should be a preliminary response within days (even if ‘we are not sure’), and 
then a more detailed and considered response after further investigation in, say, 3 months. 
 
Q97       Should the regulator be able to publish a summary of the expert reviewer’s report 
             where it considers it to be in the public interest?                                                  215 
KB: Yes. Issues can be shared within the audit and wider community. With or without redaction. 
 
Q98      Are there any additional powers that you think the regulator should have available where 
            an expert review identifies significant non-compliance by a company in relation to 
            its corporate reporting and audits?                                                                                            215 
KB: Let the current proposal be implemented and let the new ARGA and the accountancy bodies 
make recommendations for any additional powers thought to be necessary after reviewing the 
operation of the new rules and procedures. 
 
 
 
/Continued 
 

                                                 
24 This arose after Grant Thornton (a challenger firm) queried the lack of information about a Euro 674 tax bill from the Belgian 
authorities. 
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